ITEM NO. CAG6

PUBLIC UTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: June 10, 2008

REGULAR  CONSENT X EFFECTIVEDATE N/A
DATE: May 29, 2008

TO: Public Utility Commission

FROM: Paul Rossow

THROUGH: Lee Sparling, Ed Busch and Judy Johnson

SUBJECT: NORTHWEST NATURAL: Accept the Annual Budget of Expenditures
for 2008.

STAFF RECOMMENDATION:

| recommend that Northwest Natural's (NW Natural or Company) 2008 Annual Budget of
Expenditures be accepted for accounting purposes only. Ratemaking treatment should be
reserved for a ratemaking proceeding.

DISCUSSION:

On March 20, 2008, NW Natural filed its Budget of Expenditures Report for the year
2008 pursuant to ORS 757.105. Originally the filing contained officer's compensation
amounts for 2007 and staff requested the Company include the amount budgeted for
2008. This report details budgeted expenditures for officers’ compensation for 2008,
bonus amounts earned in 2007 and paid in 2008, and membership dues, pensions and
political activities for the upcoming year.

Officers' Compensation

Attachment 1 compares the 2008 officers’ salaries and other compensation with the 2007
levels for NW Natural. Officers' salaries show an increase of 8.9 percent while pensions
and other fringe benefits indicate a decrease of 27.4 percent. Overall compensation
increases by 3.0 percent.

For comparable positions, salaries reveal an increase of 15.4 percent. Pensions and other
fringe benefits decreased by 22.7 percent, resulting in an overall increase of 9.3 percent.
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Attachment 2 shows salary for the years 2003 through 2008. For comparable positions,
annual average salaries increased by an average of 17.8 percent per year over the six-
year period.

Attachments 3.1 and 3.2 show officers’ cash compensation, including bonuses, for 2003
through 2007. Bonuses are attributed to the year they are paid. For example, a bonus
earned in 2006 is paid by the Company in 2007, and attributed (in Attachments 3.1 and
3.2) to the 2007 salary. Attachment 3.2 shows that for comparable positions, cash
compensation for the period 2003 through 2007 increased 21.9 percent annually.

Attachment 4 shows officer’s salary changes compared to Consumer Price Index (CPI)
changes for the years 2003 and 2007. Since budgets present values at the beginning of
the budget year, the 2007 budget increase, for example, is shown on this table as 2006.
As of the end of the period, salaries for comparable positions are 99.1 percent higher than
they would have been if CPI percentage increases had been granted during the period.
When bonuses are included, comparable positions increase 100.1 percent more than the
CPI average. In a general rate case, Staff typically proposes to exclude all officers'
bonuses and limit salary changes to a percentage increase measuring cost changes, such
as the CPI.

Memberships and Dues

"Above-the-line" memberships and dues for utility industry, technical and professional
organizations, as assigned to Oregon electric operations, are budgeted at $760,000 for
2007 and 2008.

Pensions
Total pension charges in 2008 are budgeted at $8,271,049, down from $10,986,300
budgeted last year. This reverses a trend of increasing pension costs each year over the

last few years.

Political Activities

The company did not report any contributions to non-utility political activities such as ballot
measures and opinion research this year. Budgeted contributions to NW Natural’s
Political Action Committees are $126,000, which is the same as last year.
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PROPOSED COMMISSION MOTION:
NW Natural's 2008 Annual Budget of Expenditures be accepted for accounting purposes

only. Ratemaking treatment of these expenses should be reserved for a ratemaking
proceeding.
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NORTHWEST NATURAL GAS COMPANY Attachment 4
OFFICERS' SALARY CHANGES COMPARED WITH CPI CHANGES
2003 THROUGH 2007

PERCENT CHANGE PERCENT CHANGE
FROM PRIOR YEAR FROM PRIOR YEAR
ANNUAL AVERAGE ANNUAL
OFFI gg’:‘:ﬁiﬂw AVERAGE OFFICER'S CASH AVERAGE
CPI? COMPENSATION® CPI
2003 59.8% 1.6% 28.1% * 1.6%
2004 18.8% 2.3% 17.2% 2.3%
2005 3.4% 2.7% 19.6% 2.7%
2006 0.1% 3.4% 23.0% 3.4%
2007 15.4% 3.2% N/A N/A
[ Average 17.8% 2.6% 21.9% 2.5%|
Index Value ;
226.75 113.90 220.86 ‘ 110.37

(January 1, 2003 = 100)

% Difference 99.1% : 100.1%
from CPI

Notes:

1 - Officers' salary and cash compensation changes are for comparable positions. Changes
have been shifted back one year from budget since budgets show amounts in effect as
of the end of the prior year.

2 - CPI changes are from Bureau of Labor Statistics, Labor Market Information Home Page,
U.S. City average, base period 1982-84, All Urban Consumers.

3 - 2008 bonus information for the year 2007 is not yet available. Therefore, for cash
compensation comparision, average and index value are based on change from 2003
through 2007.

4 - The amount of increase reflected for 2003 does not appear in previous years' reports due to
bonuses earned in 2003 and paid in 2004 that were not previously reported by the Company.



