BEFORE THE STATE CORPORATION COMMISSION
OF THE STATE OF KANSAS

In the Matter of Black Hills/Kansas Gas Utility
Company, LLC, d/b/a Black Hills Energy ("Black
Hills™), Compliance Filing of its Accelerated Pipe
Replacement Plan Pursuant to the Commission
Orders in Docket No. 15-GIMG-343-GIG

Docket No. 18-BHCG- 319 _cpL
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PRELIMINARY ACCELERATED PIPE REPLACEMENT PLAN

Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills Energy ("Black Hills"),
submits the following preliminary plan for the replacement of obsolete pipe pursuant to the Final
Order issued by the Kansas Corporation Commission ("Commission™) on September 12, 2017, and
confirmed through the Order Denying Petitions for Reconsideration and Granting Clarification
("Order™) on October 26, 2017, in Docket No. 15-GIMG-343-GIG (343 Docket"):

1) A seven-year Phase 1 plan to eliminate all bare steel mains, bare steel
service lines, and bare steel yard lines in Class 3/urban locations and a ten-year Phase

2 plan to eliminate all remaining obsolete pipe in Kansas.

(2)  Aplanforincreased leak detection of obsolete plastic pipe as ordered

by the Commission.

3) An annual lost and unaccounted for gas ("L&U") report for cities
having over 10,000 customers as ordered by the Commission.

l. BACKGROUND: BLACK HILLS' INTEGRITY SPENDING IN KANSAS SINCE IT ACQUIRED THE
AQUILA KANSAS GAS OPERATIONS IN 2008

A. BLACK HILLS' KANSAS OPERATIONS

1. Black Hills acquired Aquila Inc.'s ("Aquila™) Kansas gas operations in 2008." Black

Direct Testimony of Todd J. Jacobs ("'Jacobs Direct"), page 4, lines 10-12, filed October 8, 2015, in the 343
Docket.



Hills' serves approximately 113,000 retail customers in 65 communities and areas in 48 counties in
Kansas.? The Kansas operations have service centers in Lawrence, Wichita, Garden City, Dodge City,
Liberal and Goodland.® At the time the 343 Docket was opened, Black Hills served 27,959 customers
in Wichita, 33,534 customers in Lawrence and 49,769 customers in the remainder of the state.* Most
towns in the service territory experience minimal to low growth and some are struggling to maintain
population.> As indicated in the testimony filed in the 343 Docket, Black Hills operates
approximately 293 miles of transmission pipeline, 2,801 miles of distribution pipeline and 99,570
service/yard lines in the State of Kansas.®

B. P1PE REPLACEMENT DURING THE 2008-2013 PERIOD

2. As set forth in its testimony submitted in the 343 Docket, Black Hills has increased
integrity capital spending to replace aged and deteriorated assets since its 2008 acquisition of Aquila’s
Kansas gas operations.” Between 2008 and 2013 Black Hills nearly doubled the amount of miles of
main that Aquila replaced the last year it operated the gas system, from around nine miles replaced
in 2007 to an average of about 18 miles replaced per year between 2008 and 2013. Black Hills also
continued to replace over 1,100 service lines per year.?

C. BLACK HILLS' EXPERIENCE WITH THE GSRS MECHANISM

“Direct Testimony of Jerry A. Watkins ("Watkins Direct"), page 3, lines 9-21, filed October 8, 2015, in the 343
Docket.

®Id. at page 3, lines 12-14.
“Id. at page 3, lines 15-17.
°Id. at page 3, lines 17-19.
®Id. at page 3, lines 19-21.
"Jacobs Direct, page 4, lines 10-12.

81d. at page 4, lines 12-17 (Table 1).



3. Since 2008, Black Hills has been replacing pipe and other assets that are eligible under
the Gas Safety and Reliability Policy Act ("GSRS") at or near the maximum allowed under the GSRS
residential cap, spending over $30 million since 2008.° Between 2008 and 2014, system leaks
declined significantly, demonstrating these investments have had an impact on safety. Black Hills
has replaced about $6.4 million in GSRS eligible pipe and other assets per year and improved safety
by reducing leaks, with a reasonable impact on customers' bills.*

D. 2014 RATE CASE ACCELERATED PIPE REPLACEMENT PROPOSAL

4. Black Hills proposed a three-year accelerated pipeline replacement rider in its 2014
rate case.** That plan proposed replacement of two high pressure lines near Wichita, replacement of
bare steel risers and services in Lawrence and installation of odorization equipment on all farm taps,
which take unodorized natural gas off interstate pipelines.** Black Hills proposal was deferred to the
343 Docket."

E. 343 DOCKET PROPOSAL

5. Black Hills' proposal in the 343 Docket would have authorized it to spend
approximately $6.5 million additional investment per year under a pilot program to target replacement
of the highest risk piping using Black Hills' replacement prioritization model.** Under the proposal,

Black Hills would have reduced the replacement time required to eliminate undesirable piping in its

°Id. at page 6, lines 10-18.
191d. at page 6, lines 16-22.
1d. at page 5, lines 14-20.
2|d. at page 5, lines 16-19.
B1d. at page 5, lines 19-20.

“1d. at page 10, lines 4-10.



system from 74 years to 31 years.™ In general, the plan would focus on replacement of all bare steel
service lines and yard lines in the next ten years due to the close proximity of these lines to dwellings
and small commercial businesses.'® In order to avoid more frequent rate cases, Black Hills proposed
a tracker that would have permitted it to earn a return on and return of its investment, similar to the
current GSRS mechanism, however, the earnings would have begun to accrue at the rate of return
approved in Black Hills' last rate case from the month the eligible assets were placed in service and
being used by the customers.!” Carrying charges would have been held in a regulatory asset account
and treated as additions to rate base, so a return would be earned on both the asset and carrying
charges and so there would have been no regulatory lag on the invested capital.’®* A tariff filing
outlining a process similar to the GSRS process would have been made annually to request the
surcharge, then approved by the Commission using a process and timeline similar to the process used
by the Commission to review and approve the utility's GSRS annual filing.*® The pilot program would
require annual filings and be reviewed every five years.®® As part of the plan, Black Hills committed
to a three year rate moratorium unless it was willing to forego recovery of a portion of its rate case
expenses and provided there were no extenuating events.?* The rate impact to residential customers

under the proposed plan was about $0.21 per month in year one, increasing to $0.55 per month in year

B1d. at page 10, lines 6-10.

1%1d. at page 10, lines 11-14.

1d. at page 10, lines 14-17.

81d. at page 10, lines 17-20.

1d. at page 10, line 20 through page 11, line 3.
2|d. at page 11, lines 3-10.

!1d. at page 12, lines 4-6.



two and $0.88 per month in year three.?
11. ACCELERATION OF PIPE REPLACEMENT PLAN

A. BLACK HILLS' CURRENT INVENTORY OF OBSOLETE PIPE

6. Black Hills' current inventory in Class 3 or urban areas consists of 139 miles of bare
steel main, 6,725 bare steel service lines, and 22,217 bare steel yard lines in Kansas.

7. Black Hills current inventory in all other locations consists of 71 miles of bare steel
mains, 100 miles of Aldyl-A mains, 498 miles of PVC mains and 8,031 obsolete service and yard

lines in Kansas. Black Hills current inventory listed above does not include pipeline tap or farm tap

scenarios.
B. PIPE REPLACEMENT PLAN
8. Black Hills proposes a systematic accelerated pipe replacement of all mains, service

lines and yard lines made of obsolete materials in two phases, with the first phase ("Phase 1") being
Class 3 or urban locations and the second phase ("Phase 2"), being all remaining areas in Kansas.
a. PHASE 1 OF PLAN

9. The Order in the 343 Docket recommended a 10-year schedule to replace bare steel
in Class 3 urban areas. Black Hills defines the transmission term 'Class 3" as ‘within city limits," thus
capturing the concentrated, or more urban-like, distribution customers. Therefore, all bare steel
mains, bare steel service lines and bare steel yard lines within the city limits of the communities
served by Black Hills would be the focus of Phase 1. Black Hills proposes to perform the
recommended replacements in all Class 3 locations within seven (7) years, commencing in mid-2018.

10. Table 1, which is attached to this plan as Exhibit A and incorporated herein by

2|d. at page 13, lines 8-12.



reference, shows the replacement plan by year for 2018-2024, including estimated costs and number
of units, by category. Estimated costs per unit have been increased three percent (3%) annually for
inflation. The estimated replacements shown by year in Table 1 may vary year to year depending
upon such things as increases in investment for pipeline relocations due to government road projects
and for other investments, however, it is the intent of Black Hills to complete the replacement of all
steel mains, bare steel service lines and bare steel yard lines within the city limits of the communities
served by Black Hills by the end of the seven (7) year period.

11.  The total cost of Phase 1 replacements is estimated to be $79,016,987, and will result
in the replacement of approximately 139 miles of bare steel main, 22,217 bare steel yard lines, and
6,725 bare steel service lines.

b. PHASE 2 OF PLAN

12. In Phase 2 of the plan, all remaining bare steel mains, bare steel service lines, and
bare steel yard lines, plus all remaining obsolete pipe comprised of Aldyl-A and PVC materials
throughout all of Black Hills' service territory would be replaced. Black Hills proposes Phase 2
commence at the conclusion of Phase 1 and be completed within an additional ten (10) year time
period.

13.  Table 2, which is attached hereto as Exhibit B and incorporated herein by reference,
shows the total cost by asset type for Phase 2 of the replacement plan. The total cost of Phase 2
investment, including inflation of three percent (3%) per year, is $138,609,603.

C. PRIORITIZATION MODEL

14. Black Hills will utilize its existing Project Capital Allocation Prioritization Model and

other prioritization tools to determine a systematic and targeted replacement criteria based on risk.



Prioritization methodology may be adjusted initially and from time to time to account for proactive
replacement and updated knowledge of the system. Black Hills prioritization methodology will also
consider geographical areas and their proximity to other projects to minimize customer,
neighborhood, or traffic impacts.

15. Black Hills will gather data to determine the prioritization score of each replacement
project. The prioritization ranking developed from the model, as well as other factors, will be used
by Black Hills to determine the order of pipe replacement. The current point system used by Black
Hills positively correlates with and supports this 17-year replacement schedule as being proactive for
the reliability of our system. All materials would be given priority using the current point system as
necessary, and certain projects within each Phase will be given priority status, as appropriate.

D. FINANCIAL AND RATE IMPACT

16. Black Hills currently invests, on average, approximately $8 million dollars annually
on projects that are eligible for the GSRS mechanism, of which approximately $2 million is for
government-mandated road relocation projects and other safety related items. The remainder is for
specific safety-related system replacement projects. Black Hills proposes to increase its spend level
under this program by an additional $5 million each year to eliminate obsolete pipe in Kansas.

17. Black Hills proposes to continue using the GSRS over the course of the accelerated
replacement plan years and assumes the proactive replacement projects completed under this plan
would qualify for recovery under the GSRS. Black Hills proposes to recover the additional
investments of approximately $5 million each year that exceeds the cap under the GSRS through
general and abbreviated rate case filings.

18.  Assuming a general rate case filing in the 2020-2021 period, an abbreviated rate case



filing in 2022 and another general rate case filing in 2025, the estimated monthly impact to residential
customers under the plan is $1.76 in 2021, an additional $0.20 in 2022, and an additional increase of
$1.56 after 2025. These rate impacts are in addition to the $0.40 per month that is currently allowed
to be recovered under the GSRS surcharge.

19. Black Hills is aware of current discussions to potentially increase the GSRS cap from
$0.40 per month per year per residential customer, to $0.80 per month per year per residential
customer. Black Hills supports such a change in the GSRS cap and if approved by the Kansas
Legislature could be utilized by Black Hills to recover the investment Black Hills proposes to make
under the plan.

I11.  REPORTING AND COMPLIANCE

A. INCREASE IN LEAK DETECTION SURVEYS

20. Black Hills will increase leak detection surveys of obsolete plastic pipe from five (5)
years to three (3) years beginning with one-third of total obsolete plastic pipe in 2018. Black Hills
identifies obsolete plastic pipe as pre-1973 Aldyl-A and PVC mains, service and yard lines.

B. L&U REPORTS

21. Black Hills acknowledges the Commission's requirement for an annual reporting of
L&U for communities of 10,000 or more customers. For Black Hills, this will include the
communities of Lawrence, Wichita, and Garden City. Black Hills will continue reporting L&U for
the state of Kansas as it has historically done. Black Hills has concerns as to whether such L&U
reports can be a meaningful tool in measuring the effectiveness of the accelerated pipe replacement
plan. L&U is primarily used as an accounting mechanism to balance the receipts and deliveries of

gas and is the difference between the total gas that Black Hills purchases and the amount it ultimately



delivers to customers. It includes all components of loss, such as third party damages, leakage,
venting, theft, measurement and billing errors, billing cycles, and other considerations. The amount
and variability of diverse contributors to L&U make specific quantification of an individual
components impact, in this case leakage, a very difficult task.

C. PERIODIC MEETINGS WITH STAFF AND CURB

22, Black Hills is supportive of a meeting with Staff and CURB on a regular basis to
update them of the progress of the plan.
V. BLACK HiILLS' DECISION NOT TO IMPLEMENT THE COMMISSION'S PROPOSED ARP

23. Black Hills intends to begin implementing its plan by mid-2018. Under present
circumstances, Black Hills has no plans to file a general rate case in the near future. Since use of the
Commission's proposed ARP first requires the gas utility to file a general rate case, Black Hills does
not currently plan to implement the ARP.
V. SUMMARY

24, Black Hills proposes to increase its level of spending by $5 million each year for the
next 17 years to eliminate all obsolete pipe in Kansas. This amount is above and beyond the current
spend level in the GSRS rider program.

25.  The accelerated replacement plan will be completed in two phases. The timeline for
Black Hills' Phase 1 accelerated pipe replacement plan, which includes replacing all bare steel main,
bare steel service lines, and bare steel yard lines in Class 3 or urban areas is seven years with a total
estimated investment of $79,016,987. The timeline for Black Hills Phase 2 accelerated pipe
replacement plan, which includes replacing all remaining obsolete pipe in Kansas is 10 years with a

total estimated investment of $ 138,609,603. Black Hills feels this timeline is achievable and the right



course of action to ensure the ongoing safety and integrity of its distribution system.
WHEREFORE, Black Hills Energy submits this preliminary plan as requested by the

Commission in the 343 Docket.

C N €. 0 04—
James &. Flaherty, #11177 /

A RSON & BYRD, LLP
216 S. Hickory ~ P.O. Box 17
Ottawa, Kansas 66067

(785) 242-1234, telephone

(785) 242-1279, facsimile
jflaherty@andersonbyrd.com

Douglas J. Law

Deputy General Counsel

Black Hills Corporation

1102 East 1st Street

Papillion, Nebraska 68046

(402) 221-2635, telephone
douglas.law@blackhillscorp.com

Attorneys for Black Hills/Kansas Gas Utility Company,
LLC, d/b/a Black Hills Energy
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VERIFICATION

STATE OF KANSAS )
COUNTY OF FRANKLIN ;SS.

James G. Flaherty, of lawful age, being first duly sworn on oath, states:

That he is the attorney for Black Hills/Kansas Gas Utility Company, LLC, d/b/a Black Hills
Energy ("Black Hills"), named in the foregoing Compliance Filing, and is duly authorized to make

this affidavit; that he has read the foregoing Compliance Filing, and knows the contents thereof; and

that the facts set forth therein are true and correct to the best of his knowledge, information and belief.

SUBSCRIBED AND SWORN to before me this 24™ day of January, 2018.

L’)Qf%(dé{ C@#Wﬂz(@ <

OTARY PUBLIC - State of Kansas

1,2 RONDAROSSMAN
My Appt. Exp. 18

Appointment/Commission Expires:

Notary Public

11



CERTIFICATE OF SERVICE

I hereby certify that a copy of the above and foregoing was sent via U. S. Mail, postage
prepaid, hand-delivery, or electronically, this 24™ day of January, 2018, addressed to:

Jennifer G. Ries Samuel Feather
jennifer.ries@atmosenergy.com s.feather@kcc.ks.gov
Robert J. Amdor Robert Elliott Vincent
robert.amdor@blackhillscorp.com r.vincent@kcc.ks.gov
Patrick J. Joyce Janet Buchanan
patrick.joyce@blackhillscorp.com janet.buchanan@onegas.com
Thomas J. Connors Judy Y. Jenkins
tj.connors@curb.kansas.qgov judy.jenkins@onegas.com
David W. Nickel James H. Jeffries
d.nickel@curb.kansas.qgov jimjeffries@mvalaw.com
Della Smith C. Michael Lennen
d.smith@curb.kansas.gov mlennen@morrislaing.com

Shonda Smith
sd.smith@curb.kansas.gov

12



EXHIBIT A
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EXHIBIT B
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