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A Subsidiary of MDU Resources Group, Inc. 8113 W, GRANDRIDGE BLVD., KENNEWICK, WASHINGTON 99334-7166
TELEPHONE 509-734-4500 FACSIMILE 509-737-7166
In the Community to Serve’ wiwicrige.com

April 30, 2013

Oregon Public Utility Commission
550 Capitol Street NE
Salem, OR 97310-1380

ATTN: Ms, Kathy Williams

Subject: Spring Earnings Review and Statement of Operations and Rate of
Return - Twelve Months Ended December 31, 2012

Dear Ms, Williams:

Enclosed is Cascade Natural Gas Corporation’s Spring Earnings Review and Statement of Operations and
Rate of Return Report for the Twelve Months Ended December 31, 2012 for the State of Oregon.

The Spring Earnings Review has been prepared pursuant to the Earnings Sharing Stipulation approved in
OPUC Order No. 98-543, as amended in Order No. 04-203, and in accordance with OAR 860-022-0070.
A list of Type | adjustments that should be included in the earnings review was attached to Order No. 99-
272 as Appendix B. Based upon that list, this report contains normalizing adjustments (Type I
Adjustments) to normalize Cascade’s earnings. The resulting normalized earnings are compared to the
Earnings Threshold for the reporting period. For Cascade, the normalized earnings result in an implied
return on equity of 10.19%, which is below the current earnings threshold of 10.94%.

Additionally, the remaining portion of the report shows that Cascade’s implied return on equity would be
9.35% after “Type II” or annualizing adjustments.

If there are any questions regarding these documents or the filing in general, please contact me at (509)
734-4593.

Sincerely,

s S A
e

Michael Parvinen
Director, Regulatory Affairs

attachments

We make warm neigltbors



CASCADE NATURAL GAS CORPORATION

Statement of Operations and Rate of Return

Twelve Months Ended

December 31, 2012

State of Oregon Operations
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CASCADE NATURAL GAS CORPORATION
State of Oregon
Twelve Months Ending December 31, 2012
Description of Adjustments

Type I Adjustments

(a)

(b)

(©)

)

(e)

®

(g)

CAP Deferral Adjustment

Removes out of period Oregon CAP deferrals accrued during Calendar Year 2012
Removal of Promotional Advertising Expense

Removes all promotional advertising for the test period
Removal of 25% of Membership Fees

Removes 25% of Membership Fees paid in the test period
Normalize Uncollectible Expense

Restates uncollectible expense to the 3 year average of actual net write offs
Incentive Compensation Adjustment

Adjusts test period expense for Officer incentive compensation
Interest Coordination Adjustment

Adjusts interest expense to the level associated with the current weighted average cost of debt

UM 1283 A&G Expense Adjustment

Adjusts administrative & general expense to the lower of the benchmark for A&G expenses as detailed in
UM 1283 (Commitment 10) or Cascade’s adjusted actual A&G expenses. No adjustment was necessary in
2012 since Cascade’s adjusted A&G expenses were below the benchmark.

Cascade Nalural Gas Page 2 of 31 2012 Annual Results of Operations Report




CASCADE NATURAL GAS CORPORATION
State of Oregon
Twelve Months Ending December 31, 2012
Description of Adjustments

Tvype 11 Adjustments

{(a) Annualized Wage Rate
Adjusts the reporting period operating expenses to reflect the effects of the general wage increase as if it
had been in effect for the entire period.

(b} PGA Commodity Sharing Adjustment

Adjusts test period revenue to add the revenues associated with the sharing of commodity costs through the

PGA mechanism.

(c) Removal of Retiree Medical Credits

Adjusts administrative & general expense to remove the credits Cascade received during 2012 for the

retiree medical plan.
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Cascade Natural Gas Corporation
Earnings Deferral

State of Oregon
12 months ended December 31, 2012

Adjusted overall rate of return 8.67%
Less return required for:

Long term debt -3.37%

Preferred stock 0.00%
Return available for common 5.30%
Capitalization ratio for commen 52.01%
Implied ROE {common return / ratio) 10.19%
Threshold per OPUC order 10.94%
Return on Equity in excess of threshold -0.75%
Capitalization ratio for common 52.01%
Overall Return in excess of threshold -0.39%
Average rate base $ 65,499,305
Excess earnings $ (255,447
Net to Gross Conversion Factor 0.58298
Pre-Tax over the threshold Earnings $ (438,176)
Eamings sharing percentage 33.00%
Earnings Sharing for CY 12 $ (144,598)
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Cascade Natural Gas Corporation

ADJUSTED STATEMENT OF OPERATIONS AND RATE OF RETURN
FOR THE TWELVE MONTHS ENDED 12/31/12

State of Oregon
Actual Order 99-272 Totat Total Total
Statement of Appendix B Adjusted Annualizing Adjusted
Line Operations per Adjustments Actuals at Adjustments Results at
No. Diescription Books 12/31/12 (Type 1) 12/31/12 {Type T} [2/31/12
{(8) {B) (c) ] (e} 3]
OPERATING REVENUES
1 | Matural Gas Sales 63,890,533 107,637 63,998,170 {$ 0is 63,998,170
2 | Gas Fransportation Revenuse 4,012,257 [i] 4,012,257 0 4,012,257
3 | Other Operating Revenues 229,227 [ 229,227 677,835 907,062
4 SUBTOTAL 68,132,016 07637 68339653 % CEEEXERE 68517 453 |
5 |LESS: Nat. Gas/Production Costs 38,315,432 [} 38,315,432 0 38315432
[ Revenue Taxes 2,889,929 1] 2,889,929 0 2,889,929
7 | OPERATING MARGIN 26,926,655 167,637 27,034,292 | 677835 1% 2,712,127
_OPERATING EXPENSES
8 | Production 53,084 4] 53,084 0 53,084
9 | Distribution 4,721,615 0 4,721,615 |$ 018 4,721,615
B0 | Customer Accounts £,985349 (115,128) 1,870,222 0 1,870,222
EE | Custorner Service 599,740 ] 599,740 0 599,740
12 | Sales 2,591 (2,391 ) 0 0%
£3 | Administrative & General 4,913,861 (92,004) 4821858 {23,598) 4,798,260
I4 | Depreciation & Amortization 4,343,316 4] 4,343,316 0 4,343,316
iS5 | Regulatory Debits 368,759 4] 368,759 [} 368,759
E6 | Taxes Other Than Income [,789,145 3,158 1,792,303 19,888 1,812,191
17 | State & Federal Income Taxes 2,479,871 301,797 2,781,668 272,209 3,053,877
18 TOTAL OPERATING EXPENSES 21,257,332 95,233 21,352,565 [§ 268499 |3 21,621,664
o NET OPERATING INCOME 5,669,323 12,404 5,681,727 |$ 409,336 [$ 6,091,063
RATE BASE
20 { Total Plant in Service 161,875,466 0 161,875,466 |5 0ls 161,875,466
21 Total Accumulated Depreciation (76,856,576} 0 (76.,856,576) o (76,856,576)
22 { Contributions in Aid of Construct. 0 0 0 o 0
23 § Customer Advances for Construction (1,139,541) 0 (1,139,541) i} (1,139,541)
24 { Deferred Accumulated Income Taxes {20,554,973) 0 (20,554,973) o (20,554,973)
25 | Beferred Debits o] i} 0 i 4]
26  Working Capital Allowance 2,174,929 i} 2,174,929 i) 2,174,929
27 |TOTAL RATE BASE 65,499,305 0 65,499,305 3 ols 05,458,305
28 |RATE OF RETURN 8.60% 8.67% 9.30%
IMPLIED RETURN ON EQUITY
29 | LESS: Retumn Requirted for Long
Tenn Debt 3.37% 337% 3.37%
30 | LESS: Return Required for
Pieferred Stock 3.00% 0.00% 0.00%
31 |Adjusted Retum Availabie for
Common Stock 5.29% 5.30% 5.93%
32 IMPLIED RETURN {Divide by Ratio of
Comimon to Total: 52.01% EOLE7% 10.19% 11.40%
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Cascade Natural Gas Corporation
ORDER 99-272 APPENDIX B {TYPE 1) ADJUSTMENTS FOR RATE OF RETURN
FOR THE TWELVE MONTHS ENDED 12/31/12
State of Oregon
CAP Promotional | Removalof | Normalize Offtcer's Interest Total
Line Deferral  § Advertising [25% Membershiff Uncellectible | Incentive Comp. | Coordination Typel
No. Description Adjustment § Adjustment Fees Expense Adjustment Adjustment Adjustments
(@) (b} (c} {d) {e) &

OPERATING REVENUES
1 Natueal Gas Sales 3 107,637 1] 0 0 3] 04s 107,637
2§ Gas Transportation Revenue Q o] 0 0 o 1] 1]
3§ Other Operating Revenues 4] 1] 1] g 1] i] i]
4 [TOTAL OPERATING REVENUES |3 107,637 [ [ [ [ [ 107637

OPERATING EXPENSES
$ | Natural Gas Purchased $ 3 0
6 § Manufactured Gas Preduction 0
7 { Distribution 0
8 | Customer Accounting (E15,128) 1] {115,128)
9 | Customer Service 0
10 | Sales (2,591 (2,591)
[l | Administrative & General {3,013) (88,990} 1] (92,004)
t2 | Depreciation & Amortization 0
13 | Regulatory Debits 0
B4 | Taxes Other Than Tncome 3,158 0 0 0 i} 0 3,158
I5 | State & Federal Income Tax 41,729 035 £,203 45982 35,543 176,305 301,797
16 [TOTAL OPERATING EXPENSES [ 44,887 (1,556) {1,310) (69,146) (53447 176,305 13 95,213
17 [NET OPERATING INCOME 3 62,750 1,5% T8I 69,136 33,497 (176,305)1% 12404

RATE BASE
t8 | Total Plant in Service $ § 0
19 | Total Aceumulated Depreciation 0
20 | Customer Advances for Construct. 0
21 | Contributions in Aid of Construct. 0
22 | Deferred Income Taxes - ACRS 0
23 | Deferred Income Taxes - Other 0
24 | Deferred Debits-Oregon Water 0
25 Heater Program 0
26 | Deferred Debits-Astoria Cleanup 0
27 | Working Capital Allowance 0
28 |TOTALRATE BASE 3 s 0

Cascade Natural Gas
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Cascade Natural Gas Corporation

TYPE 11 ADJUSTMENTS FOR RATE OF RETURN

FOR THE TWELVE MONTHS ENDED 12/31/12
State of Oregon

Amnualizing | PGA Commodity | Removal of Total
Line Wage Rate Sharing Retiree Medical Type I
No. Description Adjustment Adjusiment Credits Adjustments
(a) (b) ()

OPERATING REVENUE
1 Natural Gas Sales $ 0 0 018 0
2 Gas Transportation Revenue 0 0 0 0
3 Other Operating Revenue 0 677,835 0 677,835
4 Total Operaiing Revenue $ 0 677,835 TRE3 677,835

OPERATING EXPENSES
5 Natural Gas Purchased $ 0 0 013 0
6 Manufactured Gas Production 0
7 Distribution 0
8 Customer Accounting 0 0 0 0
9 Customer Service 0
10 Sales 0
11 Administrative & General 60,6606 0 (84,264) (23,598)
12 | Depreciation & Amortization 0
13 Regulatory Debits 0 0
14 Taxes Other Than Income 19,288 0 19,888
15 State & Federal Income Tax (24,230) 262,784 33,655 272,209
16 Total Operating Expenses $ 36,436 282,672 (50,609)|% 268,499
17 |NET OPERATING INCOME $ (36,436) 395,163 50,609 ($ 409,336

RATE BASE
18 | Total Plant in Service $ $ 0
19 | Total Accumulated Depreciation 0
20 | Customer Advances for Construct. 0
21 | Contributions Aiding Construct. 0
22 | Deferred Income Taxes - ACRS 0
23 | Deferred Income Taxes - Other 0
24 | Deferred Debits-Oregon Water 0
25 Heater Program 0
26 | Deferred Debiis-Astoria Cleanup 0
27 | Working Capital Allowance 0
28 |TOTAL RATE BASE 3 0 0 0% 0
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TYPE I
ADJUSTMENTS
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Cascade Natural Gas Corporation
CAP DEFERRAL ADJUSTMENT
State of Oregon

Adjustment to normalize revenues for out of period CAP deferrals 107,637
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Cascade Natural Gas Corporation
PROMOTIONAL ADVERTISING EXPENSE ADJUSTMENT

State of Oregon
FERC 9130 Advertising Expense
CY 20612 $ 2,591
Removal $ (2,590
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Cascade Natural Gas Corporation
MEMBERSHIP & DUES EXPENSE ADJUSTMENT

State of Oregon
CY 2012 Membership Fees $ 12,053

Removal of 25% of Total $  (3,013)
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Cascade Natural Gas Corporation
NORMALIZE UNCOLLECTIBLE EXPENSE

State of Oregon
Net Write Offs

Calendar Year 2010 580,902
Calendar Year 2011 558,095
Calendar Year 2012 784,553
1,923,550
3 years of Net Write Offs: 2010 - 2012 1,923,550
Calendar Year 2010 Total Operating Revenue 77,799,851
Calendar Year 2011 Total Operating Revenue 80,606,31G
Calendar Year 2812 Total Operating Revenue 68,132,016
226,538,177
Uncollectible Expenses {(Bad Debt Provision) for the 12 months ended 12/31/12 093,641
3 Year Average Net Write Off as a percentage of 2010-2012 Gross Revenues 0.849%
2012 Sales 68,132,016
Proforma Expense 578,513
Adjustment to normalize Uncollectible Expenses -115,128
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CASCADE NATURAL GAS CORPORATION

INCENTIVE COMPENSATION ANNUALIZATION ADJUSTMENT

State of Oregon
CY 12 Officer Incentive Compensation $ 366,065
Oregon Allocation % 24.31%
Oregon Total $ 88,990
Removal $ (88,990)
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OREGON:

Long Term Debt
Preferred Stock
Common Equity

Rate Base
12/31/2012

65,499,305

Cascade Natural Gas

Cascade Natural Gas Corporation

Interest Coordination Adjustment

1-12 to 12-12
Overall
Avgof Weighted Costof
Avgs Ratio Cost Capital
155,452,875 47.99% 7.02% 1.37%
] 0.00% 0.00%
168,443,928 52.01% 11.20% 5.82%
323,896,803 100.00% 9.19%
Avg Costof . Test period State and
Debt Subtotal Interest Expense  Adjustment FLT. Total Adjust
337% 2,207,327 2,648,751 (441,424) 0.39940 176,305
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Cascade Natural Gas Corporation
UM 1283 A&G Expense Adjustment

State of Oregon
2005 A&G Benchmark (per UM-1283) $ 6,848,545
CPI Increase 18.65%
2012 A&G Benchmark $ 8,125,600
Cascade Actual A&G Expense $ 6,236,397
A&G Type 1 adjustments $ (209,722)
Cascade Adjusted A&G Expense $ 6,026,674
Below Threshold (Yes/No) YES
A&G Adjustment (if below threshold then no adjustment) $ -
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TYPE I
ADJUSTMENT
WORKPAPERS
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Cascade Natural Gas Corporation
Oregon
Type 1 Adjustment
Memberships & Dues
CY 2012

Professionalf

Organization

Dues

Location (5811)
Oregon Direct 7,500
General Office 4.553

Removal of 25% of Total

Cascade Natural Gas
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7,500

4,553
12,053

(3,013)
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CASCAPE NATURAL GAS CORPORATION
CY 2012 Officer Incentive Compensation

Total $ 366,065
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Cascadle Natural Gas
Calculation of Actual A&G Expense
CY 2012 - State of Oregon

Actual Order 99-272 Total
Statement of Appendix B Adjusted
Operations per Adjustments Actuals at
Books 12/31/12 (Type I)* 12/31/12
OPERATING EXPENSES
Customer Accounts $ 1,985,349 -115,128 & 1,870,222
Customer Service 599,740 0 599,740
Sales 2,591 (2,591) 0))
Administrative & General 4,913,861 (92,004) 4,821,858
Total K 7,501,542 § (209,722) § 7,291,820
Remove
Uncollectible Accounis (904) $ 693,041 0 3 693,641
Cust. Assistance Exp. (908) 571,504 0 571,504
Total (total minus 904 & 908) S 6,236,397 3 {209,722) '§ 6,026,674

*Excludes Type I Adjustment to Normalize Uncollectible Expense
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Cascade Natural Gas



TYPE Il
ADJUSTMENTS
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Cascade Natural Gas Corporation

CY12 WAGE ADJUSTMENT
State of Oregon
Wage Annualization Adjustment $ 60,666
Adjustment to Annualize & Restate $ 60,666
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Cascade Natural Gas Corporation
PGA COMMODITY SHARING ADJUSTMENT
State of Oregon

CY 2012 PGA Commodity Sharing Revenue $ (677,835)

Adjustment $ 677,835
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Cascade Natural Gas

Cascade Natural Gas Corporation
RETIREE MEDICAL ADJUSTMENT

State of Oregon
CY 2012 Retiree Medical Credits $ 343,514
Oregon Allocation % 24.53%
Oregon Total 3 84,204
Adjustment $ (84,264)
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Cascade Natural Gas Corporation
Oregon Wage Adjustment
Adjustment to Restate CY 2012

SalaryfWage Secial Medgicare Adiustment to
2012 Sal ang;ﬁages ¥ Sizﬁga!\sl\;age Adjuslmr:nl Bgfore Secu(r}f(t:y Tax Tax@ TL?(E&I; Reé:_ate CYtﬂtz
Taxes @6.2% 1.45% Salaries/Wages
fanuary S 643,997
February $ 601,667
March $ 632,845
CY12 QR Howly "§ 1,878,509 3.00% $ 56,355 $ 3494 $ 817 3 4311 %

Note: Salaried increase effective 1/4/12
Haurly increase effective 4/1/12

Cascade Natural Gas

60,666
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TYPE 11
ADJUSTMENT
WORKPAPERS
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Cascade Nafural Gas

CASCADE NATURAL GAS

cy12

STATE OF OREGON

PGA Commodity Sharing (L.e. () loss)

Jan-12
Feb-12
Mar-12
Apr-12
May-12
Jun-12
Jul-12
Aug-12
Sep-12
Qct-12
Nov-12
Dec-12

Total

72,757.00
104,721.00
133,822.00

47,021.00

53,457.00

43,120.00

16,134.00

39,081.00

38,608.00

35,675.00

16,887.00
{76,652.00)

¥ | H B H A B H B B R

524,531.00
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Cascade Natural Gas Corp
Removal of Retiree Medical Credits

CY 2012
3-factor OR Total
Account Amount Allocation Factor Oregon
Retiree Medical Credits as per Mercer Actuarial Report % 343,514 0.2453 $ 84,263.98
$ 343,514 3 84,263.98
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Line

Cascade Natural Gas Corporation

Revenue Sensitive Cost Conversion Factor

State of Oregon

FOR THE TWELVE MONTHS ENDED 12/31/12

No. Description

10

Gross Revenue

Less Uncollectibles

Net Revenue

Less Revenue Sensitive Costs

Gross Revenue Fee
City Franchise Fees

Net Before State &
Federal Income Taxes

Oregon Income Tax @7.6%

Net Before Federal Income Tax
Federal Income Tax @ 35%

Net to Gross Conversion Factor

Cascade Natural Gas

Page 31 of 31

Amount

1.00000
0.00849

0.99151

0.00250
0.01835 0.02085

0.97066

0.07377

0.89689
0.31391

0.58298
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