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) TELEPHONE 509-734-4500 FACSIMILE 509-737-7166
In the Community to Serve’ RENGROm
May 31, 2013 Advice No. CNG/W13-05-01

Mr. Steven V. King

Acting Executive Director and Secretary
Washington Utilities & Transportation Commission
P.O. Box 47250

Olympia, WA 98504-7250

Re: Pipeline Replacement Plan and Cost Recovery Mechanism in Accordance with
Commission Policy Statement in Docket UG-120715

Dear Mr. King:

In accordance with the Commission’s policy statement in Docket UG-120715 Cascade hereby
submits its twenty year replacement plan, cost recovery mechanism, and proposed tariff with a
proposed effective date of November 1, 2013.

The attached is divided into three sections. The first section contains Cascade’s master plan
including a two year goal identifying specific projects. The second section contains Cascade’s
proposed Cost Recovery Mechanism (CRM). The third section is Cascade’s proposed tariff
based on estimated replacement costs for the period November 1, 2012, through October 31,
2013. Cascade will be updating estimates to actuals per the policy statement.

If there are any questions regarding the master plan please contact Jeremy Ogden at (509) 734-
4509. For any other questions regarding this filing please contact me at (509) 734-4593.

Sincerely,

Michael Parvinen
Director, Regulatory Affairs
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CASCADE NATURAL GAS CORPORATION
COST RECOVERY MECHANISM (CRM)
ELEVATED RISK PIPELINE FACILITY REPLACEMENTS
SCHEDULE NO. 597
APPLICABLE:

This adjustment applies to gas service rendered by the Company under the tariff of which this schedule is a part for
service on and after the effective date hereof and shall be in addition to all rates and charges specified in this tariff,

MONTHLY RATES AND MINIMUM BILLS:
Each of the charges, except Demand and Customer Service Charges, are to be increased as shown:

Schedule 502 - $.00756 per therm
Schedule 503 - $.00756 per therm
Schedule 504 - $.00732 per therm
Schedule 505 - $.01026 per therm
Schedule 511 - $.00424 per therm
Schedule 512 - $.00537 per therm
Schedule 541 - $.00732 per therm
Schedule 570 - $.00109 per therm
Schedule 577 - $.00196 per therm

The delivery charge under Schedule No. 663 is to be increased by $0.00057.

SPECIAL TERMS AND CONDITIONS:

The rates named herein are subject to increases set forth in Schedule No. 500.

CNG/W13-05-01

May 31, 2013 November 1, 2013
ISSUED EFFECTIVE

/ "ISSUED BY CASCADE NATURAL GAS CORPORATION
BW/ z/,/ ] ; TITLE Director
Michael Parvinen Regulatory Affairs




Pipeline Replacement Program Plan

Cascade Natural Gas Corporation
2013

in accordance with
Policy Statement in Docket No. UG-120715




Required Contents: Checklist and Table of Contents

Policy Statement

Section/Page

The pipe replacement
program plan should consist
of three parts:

(1) a “master” plan for
replacing all pipes with an
elevated risk of failure;

In support of its pipe replacement program plan, cach gas
company should demonstrate that the type of pipe to be
replaced under its program presents an elevated risk of
cracking, leakage, breakage or other failure. The gas company
should explain why the particular type(s) of pipe presents an
elevated risk, such as the physical qualities of the pipe as
manufaciured (e.g., low ductile plastic pipe), the condition of
the pipe as installed (e.g., poor soil conditions) or as maintained
(e.g., no cathodic protection), the age of the pipe, ete,

The gas company should also provide detaifed analysis and
explanation demonstrating why the pipe it seeks to replace is
appropriate for replacement, compared (o other pipe. To the
extent practical, the gas company should quantify and explain
the degree to which risk of failure is elevated for such pipe,
compared to other pipe.

Section 1 — Master
Plan

Page 3

(2) a two-year plan that
specifically identifies the
pipe replacement program
goals for the upcoming two
year period,;

The first pipe replacement program plan shall be filed by June
1, 2013, covering planned pipe replacement through 2015.

Section 2 — Two-
Year Plan

Page 5

and (3) if applicable, a plan
for identifying the location
of pipe that presents elevated
risk of failure.

A prudent pipe replacement program should contain a plan for
identifying the location of elevated risk pipe; to the extent the
gas company does not presently know the location. The plan
should include a timetable under which the gas company will
know the location of its elevated risk pipe.

The Commission will not require a gas company to know the
location of all of its elevated risk pipe as a prerequisite for
having a pipe replacement program consistent with the policy
statement. A pipe replacement program may focus initially on
pipe for which the gas company knows the location.

Section 3 -
Identification Plan

Page 6




Introduction

On December 31, 2012, the Washington Utilities and Transportation Commission issued
a policy statement in Docket UG-120715 for the accelerated replacement of natural gas
pipeline facilities with elevated risk, This policy statement requires each gas company
requesting a special pipe replacement cost recovery mechanism (CRM) to file with the
Commission a pipe replacement program plan containing the following elements:

1. A “master” plan for replacing all pipes with an elevated risk of failure

2. A two-year plan that specifically identifies the pipe replacement goals for the
upcoming two year period

3. A plan for identifying the location of pipe that presents elevated risk of failure

Section 1 -Master Plan

This Master Plan will serve as the guide that Cascade Natural Gas Corporation (Cascade)
will use to determine which pipelines should be replaced as part of the Pipe Replacement
Program. This Master Plan will describe the possible risks that can be associated with a
pipeline, how the pipelines are analyzed to assess and quantify risks, how the pipelines to
be replaced are identified, and how information for identified and new risks is obtained.
The Master Plan will also describe the role that Cascade’s Distribution Integrity
Management Plan (DIMP) plays in the Pipe Replacement Program,

Possible Risks

Cascade operates pipelines that are classified as Pre-CNG piping systems. Pre-CNG
pipelines are distribution systems that were constructed to distribute manufactured gas.
These pipelines were originally installed, owned, operated, and maintained by others
prior to 1955, before natural gas was introduced to the Pacific Northwest. Cascade
acquired a number of these systems in the late 1950s and throughout the 1960s. The
condition of the pre-CNG pipe is bare steel or coal tar wrapped. This pipe is of concern
since it is at least 60 years old and lacked cathodic protection until the early 1970s,
leaving the pipe suspect to corrosion risk. The extent of this pipe varies throughout
Cascade systems and depends on the history of the system and how it was acquired by
Cascade. Gas distribution systems in Washington where the majority of this pre-CNG
pipe resides are in the towns of Longview, Anacortes, and Shelton.

In addition to the risks inherent with Pre-CNG pipelines, Cascade’s pipelines are exposed
to risks due to the following factors:

o Corrosion
Natural Forces

e Excavation Damage
Other Outside Force Damage




e  Material, Weld, or Joint Failure

¢ Equipment Failure

¢ Incorrect Operation

» Missing Data

¢ Other — Forces unique to a particular area on the system
Cascade’s DIMP describes these risks in greater detail. Cascade’s DIMP is on file with
the Commission’s Pipeline Safety Division.

Analysis and Quantification

As part of Cascade’s DIMP, a GIS-based model has been created and is maintained.
Information collected as part of DIMP is input into the model, where it is analyzed to find
arcas of concern and also trends. This allows Cascade to quantify the risk associated with
cach pipeline based on factors that are pertinent to this Pipe Replacement Program.
Cascade’s DIMP contains a more detailed explanation of this process.

Identification of Pipelines for Replacement

DIMP model results, modified to remove weighting factors that increase risk due to
factors that do not apply to the intent of the Pipe Replacement Program (i.e. —
population), are used to identify the locations of pipelines that should be considered for
replacement. A sample of the DEMP model output for the Longview District is included
in Appendix A.

Obtaining New Information

Cascade obtains new information for their DIMP model and Pipe Replacement Plan
through the following methods:

1. Observing trending on DIMP — the DIMP model is analyzed on a yearly basis. As
part of this analysis trends are identified and the plan and/or model are modified
as needed.

2. Company forms that gather information on exposed pipelines — every time a
Cascade pipeline is exposed an Integrity Management Dig Report — Form 625 is
completed. Additionally, all leaks are documented with a Leak Investigation -
Form 293. Information from these forms is input into the DIMP model.

3. Continuing Subject Matter Expert (SME) panel meetings — SME panel meetings
are held on an as appropriate basis, at least once annually. Information from the
panel meetings is used to validate the DIMP model and new information is input
into the DIMP model.

4. Updating model annually — Cascade’s DIMP model is updated annually. Results
of the model analysis are used to prioritize pipeline replacement projects.

Cascade’s DIMP describes these methods in greater detail.




Section 2 - Two Year Plan

Cascade’s two year plan has been divided into three separate time periods. The time
periods and the projects that are proposed for each are listed below.

November 1, 2012 — October 31, 2013

Project Locatlon Type of Pipe to Be Replaced

Longview Bare Steel Replacement - Phase i Longview, WA Pre-CNG Bare Steel

Anacortes Bare Steel Replacement - Phase |1 Anacories, WA Pre-CNG Bare Steel

Shelton Bare Steel Replacement - Phase | Shelton, WA Pre-CNG Bare Steel

Anacortes Bare Steel Replacement - Phase | Anacortes, WA Pre-CNG Bare Steel

Kelso Main Street Relocate Kelso, WA Pre-CNG Coal Tar Wrapped Steel
Wenatchee Bridge Crossing Wenatcheg, WA Pre-CNG Painted Steel

Meyers Road Bridge Replacement Zillah, WA Pre-CNG Coal Tar Wrapped Steel

These projects were identified prior to the finalization of Cascade’s DIMP Plan and
Model. For that reason, SMEs were relied on to identify the projects.

November 1, 2013 — October 31, 2014

Project Location Type of Pipe to Be Replaced
Anacortes Bare Steel Replacement - Phase I Anacortes, WA Pre-CNG Bare Steel
Shelton Bare Steel Replacement - Phase (1 Shelton, WA Pre-CNG Bare Steef
Longview 127 HP Repfacement - Phase | Longview, WA Pre-CNG Coal Tar Wrapped Steel

Moses Lake/Wenatchee Bare Steel Replacement - Phase |

Moses Lake and Wenatchee, WA

Pre-CNG Coal Tar Wrapped and Bare Steel

Longview/Kelso Bare Steel Replacement - Phase Iit

Longview, WA

Pre-CN{G Bare Steel

These projects were identified through Cascade’s DIMP model.

The majority are

intermediate pressure (IP) (<60 psig) pipelines and all are pre-CNG.

November 1, 2014 — October 31, 2015

Profect Location Type of Pipe to Be Replaced
Shelton Bare Steef Replacement - Phase il Shelton, WA Pre-CNG Bare Steel
Longview 12" HP Replacement - Phase || Longview, WA Pre-CNG Coal Tar Wrapgped Steel

Moses Lake Bare Steel Replacement - Phase ||

Moses Lake, WA

Pre-CNG Coal Tar Wrapped and Bare Steel

Mt. Vernon Downtown Pipe Replacement

Mt Vernon, WA

Pre-CNG Steet

Yakima District Pre-CNG Pipe Replatement

Various

Pre-CNG Steel

Moses Lake/Wenatchee Bare Steel Replacement - Phase H

Moses Lake and Wenatchee, WA

Pre-CNG Coal Far Wrapped and Bare Steel

These projects were also identified through Cascade’s DIMP model. The majority are
intermediate pressure (IP) (<60 psig) pipelines and all are pre-CNG.

The projects listed in these tentative schedules are based on the best information available
at this time. As more information becomes available and the DIMP model is updated, the
prioritization of the projects may change.




Section 3 - Plan for Identifying the Location of Pipe that Presents Elevated Risk of
Failure

Cascade identifics the location of pipe that presents an elevated risk of failure through the
DIMP plan and model. The plan calls for information to be gathered on exposed pipe,
leaks to be tracked, and SME knowledge to be incorporated into the plan. In addition, the
plan has sufficient flexibility to identify and adjust to frends and new sources of
information. Yearly analyses are performed that quantify the risks on each pipeline.




APPENDIX A

DIMP MODEL OUTPUT EXAMPLE
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Special Pipe Replacement Program Cost Recovery Mechanism
(“CRM”I

Cascade Natural Gas Corporation
2013

in accordance with
Policy Statement in Docket No. UG-120715




Required Contents: Checklist and Table of Contents

Policy Statement Section/Page
Investment - Annual investment in pipeline Costs recoverable under the CRM must not Investment
replacement that would be eligible for recovery | nctude: (1) the costs of locating pipe eligible for
S ) ) replacement; (2) pipeline costs associated with
under the CRM is limited to elevated-risk pipe. | normal growth, system expansion, and repairand | Page 3
The pipe must be readily identifiable in the replacement Offpipe damaged by third PariEESé and
S qad g . (3) the cost of pipe that a company is required to
companys pllp eline re.placement program plan replace by a Commission order or approved
by both location and timetable. settlement.
Accounting Treatment - A company would The proposed mechanism would not provide for | Accounting
maintain its accounting records consistent with | deforrals of costs, ot ihe accrual of interest on that | Tpeqtment
. . cost, for later recovery.
normatl accounting. The CRM is intended to
provide recovery of both a return on and a Page 3

return of investment between general rate
proceedings through annual rate increases.

Cost Recovery - A CRM would recover the
return on the prior year’s plant investment and
recover depreciation expense associated with a
company’s elevated-risk pipe replacement
investiment program plan approved.

For 2013, a company would be allowed to
recover through the CRM approved
replacement program costs incurred for the
twelve month period November 1, 2012, to
Qctober 31, 2013. Recovery would be effective
November 1, 2013, consistent with the
company’s annual purchased gas adjustment
(PGA) filing and tariff,

On June 1 of each year a company that
participates in a CRM must file actual and
projected investment for that program year. The
Tune | filing would include investment incurred
from November 1 of the previous year to April 30
of the current year and projecied costs from May |
through October 31 consistent with the approved
replacement plan. The company will update the
projected costs with actual investment incurred
during May through July and revised costs
estimates for August through October with its
annual Purchased Gas Adjustment fariff filing.
Once actual project cost data are available, a
company will submit actual cost data through
September and an updated estimate for October
under the PGA docket for that year,

Cost Recovery

Page 3

Cost of Service - Each company will develop a
cost of service considering investment and
related elements provided for in the CRM.

The capital structure and cost of equity should be
those used in its most recent general rale case.

Cost of Service

Page 3

Cap on Amount Considered for Recovery -
In its filing, each company will propose and
suppaort a cap for annual expenditures
recoverable through the CRM for an elevated-
risk pipe replacement program.

Companies may consider a percent of rate base,
percent of revenues, total expenditures or other
basis for ils cap. As part of that proposal the
company will address expected rate impact on
customers and other factors supporting the cap.

Cap on Amount
Considered for
Recovery

Page 3

Tariff and Billing - A company must file
tariffed rates designed to recover the revenues
reflected in the company’s developed cost of
service calculation for the rate year at least two
months prior to the effective date of the
company’s PGA.

The company will include and identify separate
recovery,

Tariff and Billing

Page 4




Investment

Cascade has identified seven specific projects in its 2013 replacement plan that meet the criteria
identified in the Commission’s order in UG-120715. These projects are scheduled to be in
service by November 1, 2013, The identified projects meet the criteria of the order as they are
identified as elevated-risk pipe. The costs included are directly attributable to specific installation
by focation and do not include costs associated with growth or expansion, locating pipe, or is
required replacement by other Commission order or settlerent.

The expected total investment for the seven projects is $12,286,604. As of April 30, 2013, the

actual investment incurred is $2,590,915.34. The detail of the budget and actual investment is
shown in Attachment A to this document.

Accounting Treatment

Cascade has calculated a revenue requirement based on the rate year Average of Monthly
Average (AMA) rate base assuining an in-service date of November 1, 2013, This calculation is
also shown on Attachment A.

Cascade is tracking projects by specific work order as in the standard practice. No specific
accounting treatment is being utilized or requested as part of this filing,

Cost Recovery

Cascade is proposing to recover a return on the average investment plus depreciation expense.
The detailed calculation is included in Attachment A. The estimated revenue requirement
associated with the identified projects is $2,050,135 {0.98%). Cascade will update the revenue
requirement as required by order.

Cascade is basing its revenue requirement calculation based on the rate of return contained in the
accepted settlement in UG-060256 of 8.85%

Cost of Service

Cascade is proposing to allocate the revenue requirement to rate schedules based on the overall
rate base allocation from Cascade’s rebuttal cost of service in UG-060256 (Exhibit _ (JTS-15),
Schedule 1 of 1, Page 1 of 1, line 28). As the docket was settled, no authorized cost of service
methodology was accepted by the Commission.

A copy of the exhibit is included as Attachment B to this document

Cap on Amount Considered for Recovery

Cascade would propose that a cap based on no more than a 3% increase in overall revenues per
year. A 3% cap would be based on the definition of a general rate case in WAC 480-07-505.

10




Cascade is proposing that the weather normalized adjusted revenues as shown in the annual
Commission Basis Report filed under WAC 480-90-257 be used as the basis for the
determination of the cap.

The effect of the proposed tarift in this filing is an increase in revenues of 0.98%.

Tariff and Billing

Cascade, as part of this filing, submits Tariff Schedule No. 597 entitled “Cost Recovery
Mechanism (CRM) Elevated Risk Pipeline Replacements”. The proposed effective date of the
tariff is November 1, 2013.

Cascade is proposing that the billing rate be included on the bill as a component of the margin

rate. Such placement on the bill would be consistent with the placement of these types of costs
during a general rate case.

1"




Attachment A

Revenue Requirement and
Rate Calculation
Spreadsheet
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Attachment B

Cost of Service Determination
From Last General Rate Case
In Docket UG-060256
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