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In the Matter of the Investigation into )
Least-Cogt Planning for Resource Acquisition by ) ORDER
CASCADE NATURAL GAS CORPORATION. )

DISPOSITION: PLAN ACKNOWLEDGED WITH MODIFICATIONS

On December 17, 1999, Cascade Natural Gas Corporation (CNG or the company) filed its
integrated resource plan (IRP) in accordance with Public Utility Commisson of Oregon (Commission)
Order No. 89-507. CNG held technica conferences prior to filing its plan. (A summary of those
activitiesis contained in Appendix A.) Staff circulated a draft proposed order recommending thet the
Commission acknowledge CNG's plan with certain modifications, described below, on July 31, 2001.
CNG submitted a letter dated August 8, 2001, accepting the draft proposed order as presented.

Staff’ sfinal proposed order was distributed on August 16, 2001. At a public meeting on August 21,
2001, the Commission considered and adopted staff's recommended order.

PROVISIONSOF THE PLAN AND COMMENTS
CNG’sLeast-Cost Plan

CNG's least-cost plan (LCP, IRP or the plan) for Oregon istitled, 1999 Integrated
Resource Plan. The two-volume document was submitted to both Oregon and Washington commis-
sons. Included in the document is a summary of the company's resource decis on making process, its
conclusions, and atwo-year action plan. Technica gppendices and a glossary provide detailed
supporting documentation.

CNG's 1999 | RP describes the basic components of the company's planning process. The
planning process includes aforecast of its future market demand, assessments of demand-side and
upply-sde resource options, condderation of planning uncertainties, distribution system enhancements,
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andysis and selection of resource options for meeting future needs, and identification of actions required
in the next two-year period to carry out the company's resource strategy.

- Forecast. CNG's medium growth demand forecast isits best estimate of future core market
firm energy resource requirements over the twenty-year planning horizon. The forecast has been
condructed using a newly-developed econometric mode for its residentid load and an exigting
econometric modd for its commercid/industrid class. The forecasts are prepared by operating district
and aggregated into state and total system forecasts. The company disaggregates the operating district
forecast into itstowns. The company projected low, medium, and high gas consumption scenarios, but
believes the medium growth forecast scenario is most likely to occur. Under this scenario, Cascade' s
customers are anticipated to have moderate growth over the twenty-year forecast period. Firm core
market demand is expected to grow at an annua growth rate of 2.34%. Cascade's Two-Y ear Action
Pan includes a continuation of its 1996 Action Plan item to examine the load and requirements impacts
of resdentid and small-use commercia customer choice programs.

- Demand-Sde Resources. CNG's IRP presents an eval uation of its previous demand-side
management (DSM) Two-Y ear Action Plan accomplishments.  Since acknowledgement of the last plan,
the company has improved its total resource cost andysis of the state-mandated program to include
non-energy benefits associated with the program. During the next planning cyde, the company will
continue to eva uate measures and programs, such as horizontal axis washers, to add to its portfolio as
they become cogt-effective. In addition, Cascade renews its commitment to provide cost-effective
energy audits and wesatherization measures to both residential and commercid customers through the
state- mandated weetherization program, and will examine the cost-effectiveness of including
replacement windows and doorsin the program. Findly, the company will file updated avoided costsin
compliance with OAR 860-030-0007 and updated cost- effectiveness limits in compliance with OAR
860-030-0010. OAR 860-030-0007 requires that a gas utility file updated avoided costs within 30
days of the Order acknowledging its least cost plan. Although the company's |RP assumes that no new
DSM programs are cost-€effective, updating the avoided costs may indicate that some DSM is
appropriate to acquire. If thisistrue, Cascade would need to evauate what measures or programs, if
any, it should implement.

- Qupply-Sde Resources. Traditiona supply-sde options available to gas uilities indude
gorage and flowing gas supplies through interstate pipelines. Howing gas supplies originate in British
Columbia, Alberta, and the US Rocky Mountain aress, and include annud, firm winter peaking and
gpot gas as available. CNG contracts with Williams Gas Pipdine West for interstate pipeline trangpor-
tation into the CNG service areas in Washington and Northeastern Oregon. CNG assigns some of
NPC capacity to its non-core industrial customer base until it becomes needed by core ratepayers.
CNG dso contracts with PG& E Gas Transmission — NW for interstate pipeline trangportation into
CNG sarvice areas in Central Oregon. CNG releases both NPC and PGT pipeline capacity on the
secondary market, when the capacity is not fully utilized. Under Cascade's preferred scenario,
additiond pipeline capacity resources are not required until 2004/2005.
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- Planning Uncertainties. Cascade' s IRP considered planning uncertainty in developing
both its demand requirements forecasts and its integrated resource portfolio strategies by developing a
wide range of potentia scenarios that reflect uncertainty in various key sectors. In this respect,
uncertainty of demand, financid conditions, westher, and environmenta codts are reflected in the
company’ s load requirement forecasts and in its resource selection (optimization) process. Asa
consequence, the company feels the ranges reflected in its scenarios analyses are broad enough to
ensure that its forecasts and resource selection Strategies are sufficiently robust under awide range of
operating circumstances.

- Impact on Small Businesses. The company's IRP discusses how its DSM measures and
programs will be provided through the private sector. The IRP states, “DSM services are provided
through private contractors and businesses’ and that Cascade' s “ participation through dealer incentives
and advertisng will dlow business partners to become more successful.” The company currently utilizes
and promotes severd smdl business sarvicesincluding DSM contractors, gas appliance dealers,
plumbers, and contractor crews. This addresses the concern expressed in Section 303 of the Energy
Policy Act of 1992 of the potential impact that utility integrated resource planning and DSM activities
could have on small businesses.

- Environmental Externality Costs. Consistent with OPUC Order No. 93-695, Cascade’s
plan includes an analyss to consder the impact of environmenta externdity costs in planning for future
energy resources. The company’s andysisincludes arange of potentia cost impacts that range from
$0.066 to $0.250 per therm based on the emission cost adders specified in the OPUC order. This
andysds congders the natura gas environmenta cost impacts from emitting carbon dioxide and nitric
oxides. Tota suspended particulates (TSP) were not explicitly considered because the company, ong
with the Oregon Office of Energy, believes that TSP are either not present or is negligible in naturd ges.

Nevertheless, Cascade' s plan andyzed the impacts of these cost adders on its integrated resource
sdection.

- Integration Srategies. CNG'sintegrated resource portfolio, developed using the
company's linear optimization modd, indicates one to five year short-term supply contracts are more
cost effective than long-term supply contracts. Cascade' s analysis a so shows storage resources and
winter peaking resources are more cost effective than long-term pipeline capacity contracts. The model
chooses short-term resources over long-term resources in every year of the twenty-year planning
period. In Cascade s judgment, it isfar more advantageous for the company to acquire short-term
winter firm and peaking resources for the core market. In addition, storage resources could be added
as early as2002. One demand side resource, a horizonta axis washing machine program, was
determined norcogt effective even with an externdity cost adder in place. Anaysis of anew residentid
westherization program showed smilar results. As aresult, Cascade does not anticipate adding these
demand side resources a thistime.

Regardless of what Cascade' s final resource selections may be, Cascade will probably need
to acquire additional resources to meet core requirements. By the end of the twenty-year planning
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period, Cascade' s modd suggests an optimal portfolio mixture of 1,775,000 therms per day of
incrementa firm, 820,800 therms per day of incrementa peaking and 1,388,000 therms per day of
incremental storage.

- Two-Year Action Plan. CNG's Two-Y ear Action Plan describes the actions the company
proposed to take to maximize the efficiency from itsintegrated resource plan and to achieve the lowest
cost resource portfolio of reliable naturd gas services and conservation. CNG will focus on three aress:
demand forecasting, demand side resource assessment and acquisition, and evauation of the use of
financid ingruments as part of its ongoing risk management efforts. Forecasting tasks indude using the
demand forecast model to andyze the potentia load and impacts of resdential and small use commer-
cia customer choice programs. Demand side tasks include examining new conservation measure
technologies and continuing to improve the cogt-effectiveness of the state-mandated weetherization
programs. In monitoring the futures market, the company reviews price trends and eva uates the use of
financid hedging indruments. Due to the length of time between the time the company filed its plan and
the time of the Staff's recommendation regarding the plan, the company has agreed to brief saff on its
action plan by October 19, 2001.

Comments of the Parties

The Commission developed extensive comments on Cascade' s "first draft” IRP (released to
the WUTC and OPUC only) in June 1999 and its draft integrated resource plan submitted in
September 1999, and developed draft recommendations on the company’sfina IRP, which were
digtributed to the company on June 26, 2001. Staff developed itsfina draft recommendations and a
draft proposed order that was distributed to al interested parties on
July 31, 2001. Cascadefiled reply comments to Staff’ s draft recommendationsin aletter dated August
8, 2001. No other party submitted comments.

Commission Staff Comments. The company addressed Staff’ s substantive issues prior to
filing itsfina integrated resource plan submitted in December 1999. Staff makes two additiona
suggestions for modification to the company's IRP. On July 31, 2001, staff distributed its recommenda:
tion that the Commission acknowledge CNG's IRP if the company makes the modifications discussed
below:

1. Two-Year Action Plan Activities Update and Report to Commission. Dueto the
consderable time that has elapsed between the company’s filing and Staff's find review and
recommendation, the company must complete areport on what activities the company has pursued in
accomplishing the items ligted in its Two- Y ear Action Plan, and how those items might be pursued over
the next 12 months.  This report should be submitted by October 19, 2001. Cascade submitted a draft
IRP in September 1999, followed by itsfinal IRPin December 1999. Unfortunately, for a grest many
reasons (e.g., staff turnover, involvement in SB 1149 rate cases), preparation of recommendations
regarding the plan has been postponed for well over ayear. Staff'sinitid review in early 2000 did not
revea any problems or issues with the plan that would have prevented a recommendation for
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acknowledgement. Staff's recent review has not resulted in any findings of error or migudgment on the
part of the company in preparing and filing its 1999 IRP. However, since the company'sfiling, ges
prices have fluctuated widdly and continue to do so. Cascade's 2000 PGA filing resulted in a 27% rate
increase to resdentid customers that was effective October 1, 2000. The company expects another
increase to its customers to be effective October 1, 2001. In light of these gas cost increases, Cascade
has likely made changes to its business and operating plan discussed in the IRP, and may have
embarked on other activities not foreseen when completing the IRP for submisson in late 1999. Staff
believesthat it would be ussful for the company to report on what activities the company has pursued
over the lagt eighteen months, some of which may not have been planned and discussed in the Two-
Year Action Plan. Because thisIRP, if acknowledged as we recommend, is somewhat dated, it might
aso be helpful to alow the company an additiond twelve monthsin which to submit its next draft IRP.
We recommend that Cascade report to Staff and the Commission on its accomplishments by

October 19, 2001, and that the next draft IRP be due no earlier than September 2002.

2. Minimizing Core Customer Risk Of Gas Price Fluctuations. The company must brief
Staff by October 19, 2001, on how it is structuring its gas supply acquisition strategy and decision
making processin order to minimize core customer risk of both expected and unexpected gas price
fluctuations. Until recently, the gas supply portfolio management strategies of Oregon's natural gas
utilities have congstently provided consumer benefitsin the form of lower gas prices. CNG'sflexible
drategy has alowed the company to change its supply portfolio composition to accommodate and take
advantage of changing market conditions. However, gaff is concerned that supply markets may be
increasingly characterized by sgnificant seasond price swings and that such swings may negetively
impact Oregon ratepayers. Staff is a'so concerned that optima portfolio management strategies
developed for flat or declining price markets may not be best for gas markets characterized by genera
price increases and greater seasonal swings. As a consequence, Staff recommends that Cascade brief
staff by October 19, 2001, on how it is structuring its gas supply acquigition strategy and decision
making processin order to minimize core customer risk of both expected and unexpected gas price
fluctuations.

Cascade Natural Gas. Initsletter dated August 8, 2001, CNG accepted the recommenda-
tions of the Commission staff, as set forth above. (CNG's|etter is attached as Appendix B.) The
company believesits "action plan is designed to provide the necessary information and andysesto
further develop IRP mechanisms that will dlow Cascade to rdiably serve naturd gasto its customers a
the least cost while providing an acceptable rate of return to shareholders” In addition, Cascade's
letter describes how its IRP complies with the requirements of Order
No. 89-507.

OPINION

Jurisdiction

CNG isapublic utility in Oregon, as defined by ORS 757.005, which provides natura gas
serviceto or for the public.
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On April 20, 1989, pursuant to its authority under ORS 756.515, the Commission issued
Order No. 89-507 in Docket UM 180 adopting least-cogt planning for al energy utilities in Oregon.
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Requirementsfor Least-Cost Planning under Order No. 89-507

Order No. 89-507 establishes procedura and substantive requirements for least-cost planning
and requires the Commission's acknowledgment of plans that meet the requirements of the order.

Procedural requirements. At aminimum, the leest-cost planning process must involve the
Commission and public prior to making resource decisions rather than after the fact. See Order No.
89-507 at 3.

CNG sought public input during the planning process by informing the genera public about its
planning process and by conducting technical conferences on the plan. The company's technical
advisory group, conssting of representatives from other utilities, regulatory agencies, and the public,
provided input on planning assumptions, energy resource options, and future scenarios that influence
both the demand for and supply of energy. The company distributed a draft plan for comment before
developing and submitting the find plan to the Commission. In addition, the company distributed over
150 summaries of the plan to customers who requested them. Cascade received three reply comments
from its Washington customers and none from its Oregon customers.

Substantive requirements. The substantive requirements were also set forth in the
Commission order asfollows:

1. All resources must be evauated on a consistent and comparable basis.
2. Uncertainty must be considered.

3. The primary god must be least cost to the utility and its ratepayers consstent with the long-
run public interest.

4. The plan must be consstent with the energy policy of the state of Oregon as expressed in
ORS 469.010.

See Order No. 89-507 at 7.

Evaluation of Resour ces. Numerous linear programming model runs were completed to
evaluate seventeen different resource scenarios for the company's plan. Cascade evaluated available
resources on a consstent and comparable basis through the use of its optimization model. Demand-side
and supply-sde resources have the same input and operating congtraint criteriafor the optimization
modd to evauate the present value cost and energy utilization over the planning horizon. Additionaly,
environmenta externdities were evauated by adding the cost per therm equivaent of the externdity cost
values to supply-side resources as described in OPUC Order No. 93-965. We conclude that CNG
complied adequatdly with this requirement for purposes of this plan.
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Uncertainty. The Company condgdered uncertainty within its IRP by utilizing various demand
forecast scenarios, design and average weather conditions, different financia conditions, various gas and
electric prices, environmenta externdity cogts, and the rdiability of resource ddliverability. These
uncertainty consderations are conducted through a series of scenario anayses that evauate the impact
of various range estimates of each uncertainty condition.

Primary Goal of Plan Must Be Least Cost. The objective of least-cost planning isto plan
for resources that meet both the needs of the utility's customers and minimize total system cogts over the
long-term. CNG has set forth its integrated resource plan to “provide reliable services to core market
firm natura gas customers while minimizing costs.” Cascade' s IRP “[continues| to meet the energy
needs of its bundled service core market customer with a package of servicesthat combine adequate
gas supplies and cogst-effective winter pesking services with long-term pipeline transportation contracts
and sufficient distribution system capacity at the lowest possible cost.” Cascade' s IRP aso renews “its
commitment to further explore and develop [DSM] measures estimated to be cost-effective. . . .” The
linear programming optimization modd used by the company will ad CNG in minimizing tota system
cost to serve its customers energy needs over thelong run. We are satisfied that CNG has met this
requirement for purposes of this integrated resource plan.

Consistency with Oregon's Energy Policy. The Legidature mandated certain energy-
related goalsin ORS 469.010. These gods relate primarily to the development of sustainable energy
resources. CNG's plan is congstent with these godls. CNG has included conservation resourcesin its
resource acquisition plan. In addition, the company has indicated it will continue to assess the potentia
for additiona resdential and commercid/industrid DSM programs.

Commission Decisions on Parties Comments

Saff's find recommendation document contained two specific recommendations related to
CNG'sfuture planning process. CNG has agreed to the recommendations in Staff's memo. The
Commission believes that the recommendations and compliance dates proposed by staff, and agreed to
by the company are reasonable. We adopt the recommendations.

Conclusion

Based on review of CNG's planning efforts and the company's August 8, 2001, agreement to
the recommended modificationsincluded in this order, CNG's 1999 Integrated Resource Plan is
acknowledged. CNG's IRP meets the minimum substantive and procedura requirements of Order No.
89-507. Achievement of the objectives in the company's Action Plan and the Commission recommen-
dations will enhance the company's effortsin the development of future integrated resource plans and
assis the company in minimizing its total system cogts over the twenty-year planning horizon.
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EFFECT OF THE PLAN ON FUTURE RATE-MAKING ACTIONS

Order No. 89-507 sets forth the Commission'srole in reviewing and acknowledging a utility's
least-cost plan, asfollows:

The establishment of least-cost planning in Oregon is not intended to dter the basic
roles of the Commission and the utility in the regulatory process. The Commission
does not intend to usurp therole of utility decison-maker. Utility management will
retain full respongbility for making decisions and for accepting the consequences of
the decisons. Thus, the utilitieswill retain their autonomy while having the benefit of
the information and opinion contributed by the public and the Commission.

*kkk*%

Plans submitted by utilities will be reviewed by the Commission for adherence to the principles
enunciated in this order and any supplementd orders. If further work on a plan is needed, the
Commission will return it to the utility with comments. This process should eventudly lead to
acknowledgment of the plan.

Acknowledgment of a plan means only that the plan seems reasonable to the Commisson a
the time the acknowledgment is given. Asis noted elsewhere in this order, favorable rate-
making trestment is not guaranteed by acknowledgment of a plan.

See Order No. 89-507 at 6 and 11.

This order does not congtitute a determination on the rate-making trestment of any resource
acquisitions or other expenditures undertaken pursuant to CNG's 1999 IRP. Asalegd matter, the
Commission must reserve judgment on dl rate-making issues. Notwithstanding these legd require-
ments, we consider the integrated resource planning process to complement the rate-making process.

In rate-making proceedings in which the reasonableness of resource acquisitions is consdered, the
Commission will give considerable weight to utility actions, which are consistent with acknowledged
integrated resource plans. Utilitieswill dso be expected to pursue unanticipated |east-cost opportunities
beneficia to ratepayers which arise after Commission acknowledgment or, dternatively, explain why
such opportunities were not pursued.

CONCLUSIONS
1. CNGisapublic utility subject to the juridiction of the Commission.
2. CNG's 1999 Integrated Resource Plan, with the modifications adopted herein, reasonably
adheres to the principles for least-cost planning set forth in Order No. 89-507. The plan will assst in

ensuring that CNG's customer's receive adequate service at fair and reasonable rates and is otherwise in
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the public interest.
ORDER

IT 1ISORDERED that the 1999 Integrated Resource Plan filed by Cascade Natura Gas
Corporation, dated December 17, 1999, as modified herein, is acknowledged in accordance with the
terms of this order and Order No. 89-507.

Made, entered, and effective

Roy Hemmingway Joan H. Smith
Chairman Commissoner

A party may request rehearing or reconsideration of this order pursuant to ORS 756.561. A request
for rehearing or recongderation must be filed with the Commission within 60 days of the date of service
of thisorder. The request must comply with the requirementsin OAR 860-014-0095. A copy of any
such request must aso be served on each party to the proceeding as provided by OAR 860-013-
0070(2). A party may apped this order to a court pursuant to gpplicable law.
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