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I./II.
SUMMARY / INTRODUCTION / GENERAL ARGUMENT
A.
The Company's Proposal

 AUTONUM 
Puget Sound Energy, Inc. (the "Company") respectfully requests that the Commission issue an order approving its request for general rate relief in an amount equal to an annual increase in electric revenue of $99.8 million and natural gas revenue of $46.2 million, which includes a request that the Commission authorize a rate of return on common equity of 11.75% and a capital structure containing 45% common equity.  

 AUTONUM 
Although the Company has made great strides in improving its financial condition since the settlement of its last general rate case, it falls short of where it needs to be.  The Company must further improve its financial health to secure a stably priced, long-term supply of energy resources for its customers, and to enhance its risk management capabilities to limit customers' exposure to volatile wholesale energy markets.  The Company has taken aggressive steps to address these issues, but now needs continued regulatory support to achieve these critical goals.

 AUTONUM 
The overall rate increase sought by the Company is 7.1% for electric customers and 6.3% for natural gas customers.  Even with the requested increase, customers' rates still would rank among the lowest in the nation.  More importantly, by strengthening the Company's financial profile and enhancing its credit rating, the requested increase will help keep rates low over time and stabilize customers' future energy costs.
 
 AUTONUM 
It is undisputed that the Company is facing a critical need for investment in new energy resources and new electric and gas delivery infrastructure, in order to serve the needs of a steadily growing customer base and to upgrade aging facilities.  To meet these needs, the Company will be required to access very large sums of capital over the next several years.
  If the Commission grants the Company's requested relief in this case, the Company anticipates that it will strengthen its corporate credit rating which, at "BBB-", is currently barely investment grade.
  An improvement in the Company's corporate credit rating would allow the Company to access capital markets on more favorable terms, expand the Company's ability to engage in hedging activities in wholesale gas and power markets, and enhance the Company's negotiating strength in its resource acquisition efforts.
  These anticipated benefits of an improved credit rating far outweigh the anticipated costs.

B.
Proposals of Staff, Public Counsel and ICNU
 AUTONUM 
The positions taken by Staff and Public Counsel with respect to the Company's capital structure and cost of capital fail to recognize the significant resource acquisition and infrastructure investment challenges facing the Company.  Staff and Public Counsel also ignore the extent to which the Company's energy risk management efforts are being hampered by the Company's current corporate credit rating.  Neither Staff nor Public Counsel presented a policy witness in this case to speak to the overall impact of their proposals on the Company or its customers.

 AUTONUM 
Instead, the external experts retained by Staff and Public Counsel present mechanistic and outdated calculations of financial theory formulas and urge the Commission to approve an authorized return on equity (ROE) that would be among the lowest in the nation.  These experts do not deny that their proposals will utterly fail to strengthen the Company's financial position or flexibility.

 AUTONUM 
Staff and ICNU advance a number of proposed adjustments that, if accepted, would significantly understate costs the Company will incur to provide service to its customers during the rate year.  This would prevent the Company from having a fair opportunity to actually earn its authorized rate of return and would further degrade the Company's financial health.
C.
Legal Standards
 AUTONUM 
The ultimate question in this matter is whether the rates and charges proposed by the Company are fair, just, reasonable, and sufficient.
  In making these determinations, the Commission is bound by the statutory and constitutional mandate that a regulated utility is entitled to (i) reasonable and sufficient compensation for the service it provides
 and (ii) the opportunity to earn "a rate of return sufficient to maintain its financial integrity, attract capital on reasonable terms, and receive a return comparable to other enterprises of corresponding risk."
  As the public service company proposing the increase, the Company bears the burden of proving that the proposed increase is just and reasonable.

 AUTONUM 
Unless a utility is given the opportunity to earn a reasonable return on its investment and recover its costs, customers as well as investors are harmed:

It is just as important in the eye of the law that the rates shall yield reasonable compensation as it is that they shall be just and reasonable and nondiscriminatory from the standpoint of the customer, because unless every rate does yield reasonable compensation, public service companies must resort to discrimination in order to live or must eventually be forced out of business.  Every statutory element must be recognized in the fixing of rates, or the result will be to defeat the legislative purpose.

The Washington Supreme Court has observed that when the Commission disallows an operating expense a utility has incurred to serve its customers:
the shareholders of the utility must absorb the disallowed expenses, with a resulting reduction in the actual rate of return earned by them.  This means that disallowance of an expense in a rate case has the very real effect, among others, of increasing the risks of investing in the utility.

 AUTONUM 
Only the Company's proposed rate increase meets the standards set forth above.  No other party adequately addresses the financial improvement necessary to maintain the Company's financial integrity and attract capital on reasonable terms.
III.
CAPITAL STRUCTURE AND COST OF CAPITAL 

 AUTONUM 
The Company proposes an overall rate of return of 9.12%.
  This is based on a requested authorized capital structure consisting of 45.59% long-term debt, 3.09% short-term debt, 6.28% trust preferred stock, 0.04% preferred stock, and 45% common equity.
  The Company has requested an authorized cost of common equity of 11.75%, which is at the low end of the range supported by the Company's evidence.

A.
Debt
1.
Long-Term Debt

 AUTONUM 
The parties agree that the Company's cost rate for long-term debt is 6.88%.
  The capital structure ratios for long-term debt, however, vary among their proposals.  The Company proposed a capital structure with 45.59% long-term debt.
  This capital structure takes into account (i) the Company's proposed equity ratio of 45.0%; (ii)  projected equity issuances during the rate year; and (iii) adjustments to the Company's capital structure to account for the impacts of non-regulated operations.

 AUTONUM 
Staff's proposal of 48.59% long-term debt is artificially high for two reasons.  First, although Staff's proposal purports to be based on the average capital structure during the rate year, it includes one month not in the rate year (February 2005) and excludes one month from the rate year (February 2006).  ███████████████████████████████████████ ██████████████████████████████████████████████

 AUTONUM 
Second, Staff utilizes consolidated common equity of the Company that includes the equity of unregulated entities.  In aggregate, the unregulated entities have negative common equity, thus the impact of Staff's approach is to reduce the regulated utility's common equity and increase its debt.
  Staff's proposal is a departure from the Commission's historical approach of isolating the utility from the effect of unregulated activities.
  Staff has presented no evidence or policy discussion in this case in support of changing that approach. 
 AUTONUM 
Public Counsel proposes that rates be set on a capital structure with 48.86% long-term debt, based on the Company's capitalization as of March 31, 2004.
  Public Counsel's long-term debt ratio is artificially high because it does not reflect increases in the Company's equity ratio that will result from retained earnings, dividend reinvestments, or common stock issuances.

 AUTONUM 
As discussed in greater detail in Section III(D), below, common equity issuances will be critical to fund the Company's resource acquisitions and infrastructure investments as well as its effort to improve its financial strength.  It is uncontested that even without equity issuances, the Company's long-term debt ratio will continue to decrease and its equity ratio increase throughout the rate year and beyond, through retained earnings and dividend reinvestments.  Setting rates in this proceeding based on long-term debt and equity ratios that disregard or do not fully reflect the Company's increasing equity ratio would be counterproductive to the Company's efforts to improve its financial condition, improve its credit rating, and best meet its customers' energy needs. 
2.
Short-Term Debt

 AUTONUM 
The Company proposes a short-term debt cost of 4.81%, with a short-term debt ratio of 3.09%.
  Staff proposes a short-term debt cost of 4.55%, with a short-term debt ratio of 3.21%.
  Public Counsel's proposes a short-term debt cost of 4.00%, with a short-term debt ratio of 4.36%.
  The Company's and Staff's respective proposals result in identical weighted averages of short-term debt of 0.15%, and Public Counsel's results in a weighted average of 0.17%.

 AUTONUM 
The Commission should reject Public Counsel's proposed short-term debt cost of 4.0% because it is not based on the Company's short-term debt costs.  Rather, Mr. Hill estimated what he believes a generic "reasonable" short-term debt cost should be.

 AUTONUM 
Mr. Hill also criticized the Company's use of its wholly-owned subsidiary, Rainier Receivables, Inc.  Mr. Hill implied in his direct testimony that the facility is too expensive and that it may make it harder for the Commission's Staff to audit the Company's books.
  In fact, the Company has fully disclosed and accounted for Rainier Receivables in this case.
  Tellingly, Staff has not raised the concerns expressed by Mr. Hill about Staff's knowledge of or ability to audit and account for the facility for ratemaking or other purposes. 
 AUTONUM 
The Rainier Receivables subsidiary does not increase the Company's short-term debt cost.
  It is a bankruptcy-remote facility that securitizes the Company's accounts receivable, which increases the rating of the facility and lowers the Company's short-term borrowing rates.
  Mr. Hill conflates the borrowing rate with the cost rate.  The cost rate reflects all commitment fee and amortization of issuance costs for the facility, divided by the amount of short-term borrowings outstanding.
  The amortizations of these fixed costs are analogous to the annual fee on a credit card.
  The Company had a number of months in the recent past in which the small amount of short-term borrowings results in a higher cost rate for its short-term facilities as a whole than would otherwise have been the case had it had higher borrowings.  But this is not a function of the structure of Rainier Receivables; rather, it is a consequence of spreading the fixed costs of the facility over the Company's temporary low use of its credit facilities.
  Borrowings under this facility remain the Company's lowest cost source of short-term liquidity.
 
 AUTONUM 
Mr. Hill's allegations also ignore that, in the absence of Rainier Receivables, the Company would have needed some other, more-expensive facility to provide liquidity and financial flexibility for ongoing management of its cash flow and operations.

B.
Trust Preferred Stock

 AUTONUM 
The Company, Staff and Public Counsel agree on the cost rate of 8.60% for trust preferred stock.
  The differences in trust preferred capital structure are relatively minor
 and flow from disagreements regarding the equity component of the Company's capital structure.

C.
Preferred Stock

 AUTONUM 
The parties' cost rate and capital structure for preferred stock are essentially undisputed, each with a computed weighted average cost of preferred stock of 0.00%.

D.
Common Equity
 AUTONUM 
In order to serve its customers during the rate year and into the future, it is undisputed that the Company needs to (i) invest in new generation or purchased power agreements;
 (ii) invest in electric and natural gas infrastructure;
 and (iii) engage in risk management activities to reduce the Company's exposure to volatile fuel costs.
  These efforts will require very large sums of capital and a financial position significantly stronger than the Company's current "BBB-" corporate credit rating,
 which is just one notch above a non-investment grade credit rating.  The Company is facing this need to attract additional capital at a time when it has consistently been unable to earn the rate of return that has been authorized by the Commission and when investors are already wary of the risks associated with the utility industry in general and the unique risks inherent in the Company's portfolio.

 AUTONUM 
In light of these challenges, the Commission should authorize a capital structure for the Company that includes a 45% common equity ratio and a return on that equity of 11.75%.

1.
Common Equity Ratio
 AUTONUM 
Selecting the appropriate capital structure involves a balancing of risk and cost:

The Commission has in previous orders used actual, pro forma, or imputed capital structures in determining rate of return. . . .  The Commission in the past has proceeded on a case-by-case basis in determining appropriate capital structure based on balancing considerations of safety and economy.

The Commission has summarized its inquiry in this area as follows:

To determine the overall authorized rate of return, the Commission must establish an appropriate capital structure for the company.  This capital structure need not be the actual capital structure the company experienced during the test year.

The Commission determines an appropriate balance of debt and equity within the capital structure on the bases of economy and safety.  Because the composite cost of debt is generally less than that of equity, overall capital costs can be expected to decrease as a greater portion of the capital structure is composed of debt.  The economy of lower capital cost must be balanced against the safety of the capital structure.

The concept of "safety" refers to the fact that the company has no legal obligation to pay a return to the holders of common stock.  In dire financial circumstances, a company can reduce or suspend the payment of dividends to the owners of common stock without the legal consequences that would flow from a failure to pay interest on debt.  In return, holders of common equity generally demand a greater return than do lenders who have a claim on the company's earnings.

 AUTONUM 
The Company's requested capital structure comprised of 45% common equity reflects the appropriate balance of economy and safety in this case, given the Company's anticipated generation acquisition and infrastructure investment activities, its need for a higher credit rating to support wholesale market hedging transactions, and its anticipated actual capital structure. 
 AUTONUM 
The Company has a corporate credit rating of "BBB-", given its current capital structure and coverage ratios.  As of December 31, 2003, the Company's debt-to-total capital ratio, including the imputed debt related to purchase power agreements fails to meet the S&P benchmark for a credit rating in the "BBB" range (BBB+, BBB and BBB-).  Were the Commission to authorize the Company's requested capital structure, the combination of the equity ratio and ROE included in the Company's proposal would likely result in ratios that support a "BBB+" corporate credit rating.

 AUTONUM 
An increase in the Company's corporate credit rating is justified by safety and economy.  It will provide an important and needed buffer against potential reduction to non-investment grade status.
  While customers would pay a little more for the cost of a higher equity ratio, customers will pay less over the next several decades for debt costs associated with the Company's resource acquisitions and infrastructure investments.
  An increase in the Company’s corporate credit rating will also strengthen the Company's position in negotiating resource acquisitions on favorable terms,
 and enable the Company to engage in more extensive risk management activities than are possible at this time, given the credit requirements and constraints associated with wholesale power and gas market transactions and hedges.
  Taken together, the benefits to customers associated with improving the Company's corporate credit rating far outweigh the increased cost of the Company's requested 45% equity ratio.

 AUTONUM 
The appropriate test for capital structure is the balance between safety and economy, not the Company's actual test year or rate year capital structure.  Even so, the Company projects it will attain an actual capital structure of at least 45% equity ███████████.
  The requested capital structure is within the range of, and almost 4% less than, the average of capital structures approved by other public utility commissions between January 1, 2003, and June 30, 2004.
 
 AUTONUM 
Neither Staff nor Public Counsel questions the reasonableness of a 45.0% equity ratio per se, nor do they criticize the Company's plan to achieve that ratio.
  However, their analyses of the benefits of increasing the Company's equity ratio ignore many important benefits and focus only on the anticipated savings related to incremental long-term bond issues.
  Based on these narrow analyses, they erroneously conclude that the benefits do not outweigh the increased cost to customers of setting a 45.0% equity ratio.

 AUTONUM 
Staff proposes a capital structure with 41.84% common equity.
  Their analysis uses an average of the monthly averages of the Company's projected capital structure that does not include all the months in the rate year, █████████████████████████████████ ██████.  Their analysis also erroneously includes negative retained earnings of the Company's unregulated activities.
  Public Counsel proposes a capital structure with 40% common equity, thereby advocating that the Commission exclude altogether from the Company's rates the costs of its increasing actual equity ratio.

 AUTONUM 
Staff's and Public Counsel's proposals for capital structure and return on common equity would erode the Company's financial condition and undermine the Company's ability to attract debt and equity capital to fund its resource acquisition and infrastructure needs as well as to gain the financial strength to further support risk management activities.
  Furthermore, both proposals result in degraded credit ratios that could well result in a credit rating downgrade.
  Both of their proposed capital structures fail to reduce the Company's debt leverage.
  Worse, their respective proposals move the Company's theoretical pre-tax interest coverage below the bottom end of the S&P range for a "BBB" range rating to below investment grade levels, and the Company's actual ratios will be worse.

2.
Return on Common Equity
 AUTONUM 
The Commission should approve the Company's proposed 11.75% ROE to provide it the opportunity to earn "a rate of return sufficient to maintain its financial integrity, attract capital on reasonable terms, and receive a return comparable to other enterprises of corresponding risk."
 

 AUTONUM 
Staff witness Dr. Wilson and Public Counsel witness Mr. Hill advocate reducing the Company's currently authorized ROE by 200 and 125 basis points, respectively.  They argue that investors require only single-digit ROEs of the Company because short-term interest rates, such as 90-day Treasury bills, are at 40 year lows.  This conclusion is incorrect.
 AUTONUM 
In fact, the Company's approved ROE should be increased to 11.75%, not decreased.  The investment community recognizes that the Company must invest in generation and infrastructure to serve customers and expects that the Commission will grant the Company rate relief that is supportive of such investments.
  Investors also expect to be adequately compensated if they choose to entrust their capital to the Company, given the nature of its portfolio and revenue.
 AUTONUM 
The Company's proposed ROE is within the range granted by other public utility commissions throughout the nation, and particularly among states that plan to keep traditional cost-of-service regulation.
  In addition, three separate financial analyses support the Company's proposed cost of capital of 11.75%:  (i) a discounted cash flow (DCF) analysis; (ii) a capital asset pricing model (CAPM) analysis; and (iii) a risk premium analysis.  The primary cost of capital analysis (the DCF analysis) performed by the Company's external financial expert, Dr. Cicchetti, suggested that the appropriate return on equity for the Company was 12.2%.
  To check this result, Dr. Cicchetti used two other analyses (CAPM
 and Risk Premium
), which validated his DCF result with results of 12% to almost 13%.  Dr. Cicchetti's analysis took into account specific circumstances facing the Company, including its extensive resource acquisition, infrastructure investment, and risk management needs, as well as its place in the industry.  By contrast, witnesses for Staff and Public Counsel presented generic cost of capital testimony that did not consider the Company's particular facts or circumstances.
a.
Public Counsel Cites Inapplicable ROE Cases
 AUTONUM 
The Commission should not impose a low ROE on the Company based on citations to orders for utilities that bear no resemblance to the Company.  It matters to investors that the Company is a vertically-integrated gas and electric utility located in a state that is retaining traditional cost-of-service regulation.
  Neither Dr. Wilson nor Mr. Hill adequately account for the fact that the Company must compete for capital in a national landscape that includes many other investment options.  In particular, Mr. Hill errs in suggesting that investors do not distinguish between the Company and utilities whose risk and return profiles are significantly different than a traditional, vertically-integrated gas and electric utility.
 AUTONUM 
This is especially apparent in Mr. Hill's citation to a number of recent opinions issued by other regulatory jurisdictions that "have set equity returns below 10% during 2003 and thus far in 2004."
  Mr. Hill admitted that he had not reviewed those decisions, even though he is advocating that this Commission impose a similarly low ROE on the Company.
  Mr. Hill stated his rationale for citing to such decisions as follows:

The point is that utilities generally have similar risk compared to other investments in the marketplace, and I'm merely showing the Commission, because I believe there's a real aversion by regulatory bodies to go below the double digit level, i.e., to single digits.  I wanted to show the Commission that there have been some regulators in the country that have done that.

A review of the orders Mr. Hill cites reveals that they do not support the proposition that risks faced by utilities are similar, they rest on facts much different than those facing the Company.
 AUTONUM 
For example, Connecticut Light & Power Company's ROE was reduced in the cited case to 9.85% from the 10.3% ROE that had been established for the company in 1998.
  However, since 1998, the company had "reduced its operating risk by divesting itself of generation."
  The company had also "become a stronger company, financially, as evidenced through higher credit ratings and a stronger capital structure."
  In 1998, Connecticut Light & Power Company was a fully-integrated electric utility with (i) a significant portfolio of generation facilities; (ii) a bond rating of BBB-; and (iii) a capital structure comprised of 33% equity.  By the time of the cited case, Connecticut Light & Power Company had (i) divested itself of its generation and become a transmission and distribution company only; (ii) attained a bond rating of A-; and (iii) improved its capital structure to 51.1% equity.
  Despite these significant factual differences, Mr. Hill proposes an ROE for the Company that is 10 basis points lower than the ROE established for Connecticut Power & Light Company.

 AUTONUM 
Mr. Hill's citations also include orders involving Rockland Electric Company
 and Jersey Central Power & Light Company
 in New Jersey.  New Jersey restructured its electric industry in 1999 pursuant to the Electric Discount and Energy Competition Act ("EDECA"),
 which transformed these utilities into "wires" companies.  "Wires" companies are poor comparisons to vertically-integrated utilities, as recognized by New Jersey Board of Public Utilities:

The restructuring of the electric industry in New Jersey has transformed [Rockland Electric Company] into a "wires" company, subject to advantageous regulatory policies embedded in EDECA.  Typically, vertically integrated electric companies are riskier than pure "wires" companies.  Neither Mr. Rosenberg nor Mr. Rothchild fully factored this presumption into their models when selecting "comparable" companies.

 AUTONUM 
Mr. Hill erroneously asserts that the New York Public Service Commission granted the St. Lawrence Gas Company an ROE of 9.5%.
  In fact, the ROE was "designed to achieve a return on equity . . . of approximately 9.8% in the First Rate Year"
 on a capital structure comprised of 56.64% equity.
  The order anticipated that the company would thereafter be in a position to actually earn even higher rates of return on equity, and approved a mechanism under which the company and customers would share earnings above an ROE of 10.1%.
 
 AUTONUM 
Mr. Hill also cited a West Virginia-American Water Company order
 as an example of a commission imposing an ROE of 7%, and defended that citation by stating that "although water companies are thought to generally have somewhat less risk than gas and electric companies, they are similar in risk."
  The Public Service Commission of West Virginia, however, disagreed with that premise in the very decision cited by Mr. Hill:

The Company used far riskier ventures in natural gas companies with returns substantially higher than the Water Group and claimed that the groups were comparable.  But natural gas investment is far riskier and not comparable to water.

One other decision cited by Mr. Hill involved a water company,
 and over a third of the decisions cited involved telecommunications companies.
  Such companies are not involved in the same industries as the Company and have no comparability with the Company other than the fact that they, too, are subject to rate regulation.
b.
DCF Analysis

 AUTONUM 
The Company's DCF analysis indicates that investors expect a 12.2% ROE for the Company, which supports the Company's recommendation of an 11.75% ROE.
  The 12.2% DCF ROE for the Company is lower than ROEs for comparable companies that (i) are of comparable size to the Company, (ii) serve customers in state that have rejected restructuring, and (iii) provide electricity and natural gas services.

 AUTONUM 
The DCF model is based on shareholder values and expectations.  It analyzes the two components of shareholders' future income:  expected dividends and expected capital gains.
  In short, return on equity equals the sum of expected yield and expected growth in the share price.
  The yield component of the DCF model is not controversial in this proceeding, and all parties that submitted financial testimony used an average yield of 4.4% for their analyses.
  The more challenging growth component
 forms the basis of disagreement among the expert witnesses.

 AUTONUM 
There is no published consensus value for the growth expectations investors hold.
  In seeking an equity cost rate one must determine, on the basis of factual information, what the most reasonable estimate of growth expectations held by investors is at any point in time.
  The Company's growth component utilized Puget Energy, Inc.'s average monthly growth in stock price over the test year, which yields a growth rate of 7.8%.

 AUTONUM 
Use of the Company's average monthly growth in stock price over the test year as a measure of the growth component is an appropriate method of estimating growth for the Company because "traditional" measures of the DCF growth component are inapplicable to the Company's facts.  First, the Company's dividend growth over the past decade has been negative 5.9%.
  Second, applications of DCF theory typically postulate the equivalence of cash, earnings, and dividend growth, which does not hold true for the Company because of the Company's negative dividend growth.  Third, when the assumed growth equivalence does not hold, stock appreciation becomes more important than dividend yield.

 AUTONUM 
Dr. Wilson and Mr. Hill both criticize the use of growth in stock price as a determinant of the growth rate component for the DCF analysis as being too volatile.
  Each presented an updated version of the Company's DCF analysis in an attempt to demonstrate that reliance upon the growth in stock price since the Company prefiled its direct testimony would lower the Company's expected ROE.
  However, these updates are misleading because the Company sustained negative growth in its stock price for the months of May, June, and July of 2004, following the Commission's order in the PCORC proceeding, Docket No. UE-031471, imposing the Tenaska disallowance.
  That disallowance resulted in a reduction to earnings per share of 28¢ after taxes,
 in part because it reduced the Company's PCA deferral below the cumulative PCA cap of $40 million.  The stock market responded predictably to this negative news, and the Company's stock price demonstrated negative growth.
  Subsequent to the market's digestion of this disallowance, the Company's stock price has rebounded and is again showing positive growth.  If the three months when the Company's stock price was negatively affected by the Tenaska disallowance are excluded from the analysis, the ROE expected by the Company's investors would be 11.6% for the updated periods.

 AUTONUM 
As stated above, the growth rate employed by Dr. Cicchetti attempts to address the infirmities associated with the "traditional" DCF growth components because such "traditional" metrics fail given the Company's particular facts.  By contrast, Dr. Wilson applies a "traditional" DCF analysis based on dividend growth rather than growth in stock price, notwithstanding the Company's negative dividend growth.  To perform his "traditional" DCF analysis, Dr. Wilson adopts the list of comparable companies utilized by Dr. Cicchetti.
  However, Dr. Wilson makes a fundamental error in applying "traditional" DCF to Dr. Cicchetti's list of comparables because most of those companies also have negative or zero dividend growth:  two of the utilities on Dr. Cicchetti's list have zero dividends
 and five utilities (including the Company) have negative dividend growth rates.
  Nonetheless, applying dividend growth rates reported by the Institutional Brokers' Estimate Service (IBES),
 Dr. Wilson concludes that the average ROE for this group would be 7.77%.
  If one were to adhere to DCF theory and perform his "traditional" DCF analysis using only the three utilities from Dr. Cicchetti's group that do not have negative dividend growth or zero dividend, the average ROE would be 150 basis points higher.

 AUTONUM 
Dr. Wilson also applies a different "fundamental" DCF analysis to Dr. Cicchetti's list of comparable companies that increases his group's average ROE to 8.63%.
  However, in this analysis, Dr. Wilson uses dividend growth rates projected by Valueline that are lower than the IBES growth rates he used in his "traditional" DCF analysis.  If Dr. Wilson had instead used the same projected growth rates provided by IBES that he used in his "traditional" DCF analysis, the resulting ROE under his "fundamental" DCF would be 10.8%.
  
 AUTONUM 
In addition, as with his "traditional" DCF analysis, Dr. Wilson's "fundamental" analysis errs in applying a DCF analysis that utilizes dividend growth rates of the Company and other utilities in Dr. Cicchetti's comparables group that have negative dividend growth or zero dividends.  If one were to apply Dr. Wilson's "fundamental" DCF analysis and Valueline dividend growth rate projections only to the three utilities from the sample group that do not have negative dividend growth or zero dividends, the average "fundamental" DCF ROE would be 9.3%.
  If, however, the IBES growth rate were used in Dr. Wilson's "fundamental" DCF model for these three utilities, then the average ROE increases to 11.33%.

 AUTONUM 
Unlike Dr. Wilson, Mr. Hill does not use Dr. Cicchetti's list of comparable companies.  Instead, Mr. Hill developed his own list of "comparable" companies, from which he excluded any companies with negative growth rates.
  Mr. Hill's elimination of companies with negative growth rates recognizes that "traditional" measures of the DCF analysis are inapplicable to the Company's facts because of Puget Energy, Inc.'s negative dividend growth.  Removal of such companies means "traditional" DCF analysis can be applied to the group, but the resulting ROE is meaningless because the companies in the sample group used by Mr. Hill are not comparable to Puget Energy, Inc. 

 AUTONUM 
Moreover, Mr. Hill erroneously asserts that the thirteen electric and combination electric/gas utilities in his sample group 
had a continuous financial history and had at least 50% of operating revenues generated by electric utility operations.  In addition, I eliminated companies that were in the process of merging or being acquired and had realized an upward stock price shift due to that activity or companies that had recently cut or omitted dividends.  Also, the companies in the selected sample had to have a bond rating ranging from "BBB-" to "BBB+", generation assets, and a stable book value.

In fact, several of the thirteen "comparable" companies used by Mr. Hill do not meet the screen described above.  Great Plains Energy has only 48% of its revenue derived from electricity sales, below the 50% threshold.  Pinnacle West Capital has an "A-" bond rating, which is above the "BBB-" to "BBB+" range listed.  As noted above, Puget Energy, Inc. recently cut its dividend.  In addition, only one of the utilities used by Mr. Hill (Central Vermont) has the same corporate credit rating as the Company ("BBB-").
 

 AUTONUM 
Companies that in fact met Mr. Hill's screen are not comparable to the Company for a number of reasons beyond the absence of negative dividend growth.  First, several of the companies are much larger than the Company.  For example, Energy East, Progress Energy and Entergy have more than twice the number of customers of the Company.  First Energy's customer base is three times larger than the Company's.

 AUTONUM 
Second, the Company has lower cash flow and higher capital spending per share than the other companies in Mr. Hill's sample group of companies.  Going forward, the Company plans to increase its capital expenditures significantly as it acquires generation resources to meet its deficit power position, thereby creating even greater differences between it and the other companies in Mr. Hill's sample group.  The Company also has fixed charge coverage of only about 75% of the average fixed charge coverage of these companies.

 AUTONUM 
Third, the Company's current debt capitalization is 59.0%, whereas the average for Mr. Hill's sample group at the utility subsidiary level is about 48.0%.
  Only one of Mr. Hill's sample group utilities (Hawaiian Electric) has a higher debt capitalization than the Company.  The Company is a definite outlier among "BBB-" to "BBB+" range rated utilities and risks a downgrade if it continues to invest without sufficient rate relief.

 AUTONUM 
Fourth, the Company purchases a large share of the energy it delivers to its customers.  In 2003, the Company purchased 73% of its electricity needs.  In contrast, Mr. Hill's sample group of "BBB-" to "BBB+" range rated utilities purchased on average only about 55% of their power needs.

 AUTONUM 
Fifth, half of the sample group companies listed by Mr. Hill are located in states where restructuring is active (Energy East, First Energy, Cinergy, Entergy and PNM) or has been pursued (Pinnacle West in Arizona).
  Utilities located in states that eschew traditional regulation in favor of restructuring have average authorized returns on equity at least 110 basis points lower than those, like the Company, located in states with traditional regulation.
  Mr. Hill failed to recognize this important distinction.  
 AUTONUM 
Mr. Hill further claims that the Company is a lower investment risk than others by citing to the Company's price-to-earnings (P/E) ratio of 16.3
 and comparing it to the average P/E ratio for Mr. Hill's sample group of 14.85 and the average P/E ratio in the electric industry of 14.5.
  Because the Company's P/E ratio is higher than Mr. Hill's sample group or the industry average, Mr. Hill erroneously asserts that "Puget can be considered to have lower investment risk . . . ."
  Mr. Hill's assertion is misleading because the Company's earnings (the E in the P/E ratio) have been low due, in part, to the recent Tenaska disallowance.
  Such reductions to the earnings denominator make the Company a higher, not lower, risk investment.

c.
CAPM Analysis

 AUTONUM 
Dr. Cicchetti also performed a CAPM analysis as a check on his DCF analysis.
  Under a CAPM analysis, the ROE for a company equals the sum of the risk-free rate plus (i) the company's beta multiplied by (ii) the amount by which the market return exceeds the risk-free rate (the "market premium").
  A CAPM analysis requires judgment in determining the appropriate beta, risk-free rate and market return.
 AUTONUM 
Dr. Cicchetti determined a beta for the Company of 0.62807 by analyzing its performance using quarterly data over the past three years.
  For the risk-free rate, Dr. Cicchetti used the thirty-year Treasury bond yield of 4.89%, which matches most utility investment time horizons.
  Dr. Cicchetti's market return consisted of an annualized average return for the Dow Jones Industrial Average since 1993 of 17.8%.
  Using such inputs, Dr. Cicchetti's CAPM analysis produced a return on equity for the Company of 12.998%:
ROE(PSE) = 4.89% + .62807(17.8% – 4.89%) = 12.998%

Thus, Dr. Cicchetti's CAPM analysis shows that an ROE of almost 13% would be appropriate.

 AUTONUM 
Dr. Wilson also performed a CAPM analysis for the Company, but his analysis yielded an ROE of 7.48%, only 58 basis points higher than the Company's long-term debt costs.
  This low return resulted from Dr. Wilson's startling use of a 90-day Treasury bill to represent the risk-free rate.
  Use of the 90-day Treasury bill fails to match the investment horizon of utility equity and, as recognized by Mr. Hill, provides a resulting ROE too low to be meaningful.
  As Dr. Cicchetti pointed out, simply substituting the thirty-year Treasury bond for the 90-day Treasury bill in Dr. Wilson's CAPM formula provides an ROE for the Company of 11.275%.

 AUTONUM 
Mr. Hill also performed a CAPM analysis that resulted in four widely-varying ROEs for the Company:  6.49%, 7.93%, 8.94% and 10.15%.
  Mr. Hill's CAPM results of 6.49% and 7.93% can be summarily rejected because they use the 90-day Treasury bill for the risk-free rate component.
  Mr. Hill recognizes that these ROEs are too low to be meaningful.

 AUTONUM 
Mr. Hill's CAPM results of 8.94% and 10.15% were correctly based on a 30-year Treasury bond rate rather than a 90-day Treasury bill rate for the risk-free rate component.  However, he used market premiums that are too low.  Mr. Hill's market premiums of  6.6% and 5.0% represent the arithmetic average and geometric average, respectively, of Ibbotson's published average risk premiums between stocks and long-term treasuries over the 1926-2003 time period.
  Mr. Hill's market premium of 5.0%, which produced his 8.94% ROE, must be rejected because his use of a geometric average in this context is fundamentally incorrect.

 AUTONUM 
In addition, both the 8.94% and 10.15% ROEs produced by Mr. Hill's CAPM analysis utilize 77-year old financial market data, going back to 1926.
  In doing so, Mr. Hill cites in his general comments, yet ignores in his CAPM analysis, recent evidence regarding risk-free rates and market premiums.

d.
Risk Premium

 AUTONUM 
Dr. Cicchetti's third, and final, cost of equity analysis employed the risk premium methodology, which consists of the sum of (i) a risk-free interest rate, (ii) a corporate debt risk premium and (iii) a component to reflect equity risk.
  Dr. Cicchetti used a thirty-year Treasury bond yield to represent the risk-free interest rate.
  Dr. Cicchetti presented evidence that recent breakthroughs in financial understanding suggest that the risk spread varies inversely with changes in interest rates on risk-free government bonds.  Thus, current financial thought suggests that the traditional rough estimate of risk premiums of between 6% and 7% is inapplicable given the current market environment.

 AUTONUM 
Moreover, Dr. Cicchetti cited papers written by Professors Harris and Marston
 that show that consumer confidence and market volatility also affect the spread in risk between stocks and long-term government bonds.  Specifically, declines in consumer confidence, lower interest rates, and greater financial market volatility increase the risk premium spread.  These factors suggest an increased spread, in today's markets, in equity risk relative to the long-term interest on federal bonds.  Accordingly, Dr. Cicchetti adopted the risk premium spread of between 7.14% and 7.54% suggested by Professors Harris and Marston to account for current market conditions.
  Using these risk premium estimates, Dr. Cicchetti developed a range of ROEs for the Company under the risk premium method of 12.03% and 12.43%.

e.
Market-to-Book Ratios

 AUTONUM 
Both Dr. Wilson and Mr. Hill discuss at length the fact that the Company's market-to-book ratio of 1.28 is above 1.0 in arguing that the Company's return on equity should be slashed by 125 basis points or more.
  Mr. Hill, for example, contends that "when market prices are above book value, investors expect utilities to earn equity returns that are greater than the market based cost of equity capital for those companies."
  The Company's Chief Financial Officer, Mr. Valdman, pointed out that it his experience that investors do not use market-to-book ratios in making utility sector investment decisions.
  There are many reasons why investors pay more than book value for a utility stock.
  For example, market-to-book ratios in the utility industry are affected by the broader stock market market-to-book ratio, which are currently generally greater than one.
  In this environment, it would be extraordinarily damaging to set an ROE for the Company that is based upon moving market-to-book rates toward 1.0.
 AUTONUM 
In addition, underearning of authorized return suppresses the Company's share price, which explains why the Company's market-to-book ratio is low relative to the utilities in Mr. Hill's sample group (1.28 versus 1.45).
  The Company does not currently earn its approved return on equity of 11.0%.
  In fact, Mr. Hill puts the Company's actual return on equity at 7.7%, 7.2%, 7.0% and 7.5% for calendar years 2001, 2002, 2003 and 2004, respectively.

 AUTONUM 
This assertion is grounded on the false assumption that investors in utility stock expect to earn only what the utility earns on book value.
  Investors' return expectations, however, are based on what investors expect to earn on their new investments, not the utility's original rate base.  
3.
Conclusion on Common Equity
 AUTONUM 
The average weighted costs of common equity approved by public utility commissions between January 1, 2003, and June 30, 2004, was 5.33%.
  The Company's current weighted cost of common equity is 4.40% (the product of 11.0% ROE and 40.0% equity) and it proposes to move to a weighted cost of common equity of 5.29% (the product of 11.75% ROE and 45.0% equity).
  Staff's proposal would dramatically reduce the Company's weighted cost of common equity to 3.77% (the product of 9.0% ROE and 41.84% equity),
 and Public Counsel's proposal would reduce the Company's weighted cost of common equity to 3.90% (the product of 9.75% ROE and 40.0% equity).
  The proposals of Staff and Public Counsel are out of sync with the equity ratios and returns on equity on which rates are being set across the nation.
  More importantly, their proposals would significantly weaken the Company's financial position and undermine its efforts to acquire new resources, maintain and replace its aging infrastructure, and undertake additional wholesale market risk management activities on behalf of its customers.  An approved capital structure with 45% common equity reflects an appropriate balance of safety and economy for the Company, and an authorized ROE of at least 11.75% is necessary to provide the Company the opportunity to earn a rate of return sufficient to maintain its financial integrity, attract capital on reasonable terms, and receive a return comparable to other enterprises of corresponding risk.

E.
Total Capital

 AUTONUM 
The Commission should approve the Company's proposed overall rate of return on rate base of 9.12%, as detailed in Appendix A to this brief.
IV.
REVENUE REQUIREMENT

A.
Contested Adjustments—Electric

1.
Adjustment 2.03—Power Costs

 AUTONUM 
Power costs should be determined in this proceeding based on projections that are as close as possible to costs the Company will actually incur to provide power to its customers during the rate year.  The Commission should reject arguments that propose rate year power costs without regard to whether the Company is actually likely to be able to obtain or generate power at such average costs during the rate year.
 AUTONUM 
The Company's approach is consistent with the PCA mechanism and sound principles of ratemaking.  The PCA was intended to be a balanced mechanism, under which there was an equal chance for under recovery or over recovery of future, expected power costs.
  When rates are set using projections of future power costs that are biased or do not reflect the best information available at the time rates are set, the mechanism becomes unbalanced and fails to provide an equal likelihood that the Company's actual power costs will be higher or lower than the costs recovered in rates.  If rates are set using underestimated costs, this increases the likelihood that the Company's shareholders would be forced to absorb these "excess" power costs the Company has incurred to provide power to its customers.

 AUTONUM 
The PCA's $40 million four-year cumulative cap should not be relied upon as a reason to set power costs artificially low.  The cap results in a deferral of 99% of excess power costs after the Company has under-recovered $40 million of power costs; it does not provide immediate recovery of such excess costs in rates.
  Thus, it puts the burden on the Company to bear the cash flow costs and risks associated with those deferrals.
  Cash flow is a significant concern to the Company.
  Moreover, investors may view costs recorded in the PCA deferral as contingent and subject to disallowance in annual PCA true-up filings.
  In addition, the $40 million cap is set to expire on June 30, 2006, shortly after the end of the rate year.
 
 AUTONUM 
If power costs are set too low, it also sends the wrong price signals to customers and results in a different set of customers paying the costs of power consumed by customers today.
  The Commission has recognized the importance of such considerations:
PGA rates, as price signals, should provide the most accurate estimate of expected gas costs and should be based on the Company's most accurate estimate of prospective gas costs, with deferral accounting and true-up of revenues collected to actual costs.

a.
Gas Costs
 AUTONUM 
In its initial filing, the Company projected the anticipated cost of gas during the rate year using the forward market prices at Henry Hub over a 10‑business-day period ending January 8, 2004 as published on the New York Mercantile Exchange ("NYMEX") futures market, adjusted by a regional basis price.
  This methodology produced an average forward price for the rate year of $4.39/MMBtu for the Sumas market hub.

 AUTONUM 
Staff proposed that rate year prices be set using an average of the three-month rolling averages of forward NYMEX gas strip prices over the five months between December 2003 and April 2004.
  Staff seeks to eliminate any period after April 30, 2004 from establishing gas costs during the rate year because such prices are, in the Staff's opinion, "biased."
  However, analysis of the relationship between NYMEX forward market prices and spot market closing prices over the 1991 through 2004 historical period shows that there is no statistical reason these recent months should be excluded.
  In addition, the recent data that Staff excluded is more informative of what prices are likely to be during the rate year.
  At hearing, Dr. Mariam admitted that Staff's recommendation is based not on statistical analysis, but rather on an attempt to find a compromise between the lower forward prices that prevailed at the time the Company filed its original case and the higher prices that have developed since that time.

 AUTONUM 
The Company concurs with Staff's use of a three-month rather than 10-day average of NYMEX forward gas price strips, but disagrees with Staff's use of time periods that are now almost a year old and Staff's exclusion of more recent months of pricing data.  On rebuttal, the Company provided the three-month average of the forward prices ending September 30, 2004.  This price would be $5.60 per MMBtu for the Sumas market hub.
  Forward market prices since that time confirm that the Company's proposed rebuttal price is reasonable.  The Company's update to its three-month average gas price forecast, for the three months ending December 15, 2004, reflect a projected price of $6.25 per MMBtu at the Sumas hub.
  Dr. Mariam's updated average of three-month averages for the twelve months ending December 15, 2004, shows prices for the rate year of $5.38 per MMBtu, even including stale data from late 2003 and early 2004.

 AUTONUM 
ICNU proposes that the appropriate gas price to employ in calculating the base power cost in this proceeding should be based on fundamentals-based forecasts rather than forward market prices and should focus on the period beyond July 1, 2006.
  For rate setting purposes, the Company needs to have a price determination methodology that provides information about the rate year that can be updated in a timely manner.  Fundamental forecasts are developed intermittently, tend to use standardized time periods that do not necessarily correspond to the time periods of the Company's rate years, and use near-term price forecasts that are consistent with the forward markets at the time the forecasts are developed but quickly become stale.  By contrast, forward market prices are readily available.

 AUTONUM 
ICNU attempts to add weight to its proposal by referencing gas price projections that the Company has itself used for planning and financial disclosure purposes.  However, the information in Mr. Schoenbeck's charts was used by the Company for long-term resource planning and acquisitions with a longer time horizon than the rate year.  Even for those purposes, that price information is now stale.
  For example, long-term price forecasts have been predicting lower prices over the longer term, based on anticipation that significant added capacity of imported liquefied natural gas (LNG) will create a temporary dip in market gas prices.  However, new potential market fundamentals, even if they occur, are not expected to affect natural gas market prices during the rate year.

b.
Coal Costs

 AUTONUM 
The Company and Staff agree that cost of coal for the rate year has increased.  On rebuttal, the Company corrected minor errors in Staff's statement of the increase in average coal price for the Colstrip Units.  The correct average cost of coal is (i) $0.6122/MMBtu for Colstrip Units 1 and 2 and (ii) $0.6220/MMBtu for Colstrip Units 3 and 4.

c.
Oil Costs

 AUTONUM 
This section is a placeholder for an argument ICNU has not yet advanced.  The Company will address this issue in its reply brief, if necessary.
d.
Hydro Normalization

 AUTONUM 
In its initial testimony, the Company proposed to use sixty water years in modeling forecasted hydroelectric generation during the rate year.
  Consistent with the Commission's direction in Puget Sound Power & Light Company's 1992 rate case,
 the Company supported its proposal with extensive analysis by an expert statistician.  Dr. Dubin testified that using too little data can produce bias in the estimation,
 and that evidence on this issue in prior proceedings was developed through erroneous techniques that resulted in incorrect conclusions about the reliability of the full set of water years.
  Dr. Dubin ultimately concluded that the entire 60-year period of data from 1928-1987 should be used to forecast projected generation during the rate year.

 AUTONUM 
Staff also undertook analyses similar to that of Dr. Dubin and arrived at the same results—that the data are normally distributed and show no trend.
  Staff, however, disagreed with the use of the full sixty years of streamflow data because the rule curves that the Northwest Power Pool and federal agencies such as BPA develop and apply to run off volumes are not yet agreed upon for the most recent ten years.
  Thus, Staff recommended that data from the period 1928-1977 should be used.
  For purposes of this proceeding, the Company is willing to use this fifty-year period in projecting power costs for the rate year.

 AUTONUM 
ICNU and Public Counsel did not present any evidence in their direct cases on the hydro issue.  At the hearing, Mr. Schoenbeck proposed the use of 110 years worth of water data for The Dalles, Oregon.
  The Commission has rejected prior proposals to use this data,
 and ICNU presented no data or analysis in this proceeding regarding the 110 year water data.  The little evidence that exists in this proceeding on the topic is that the data is not hydrologically associated with the Company's resources, as The Dalles includes runoff from the Snake River system as well as the Columbia River system.  Dr. Dubin and Staff analyzed the entire data set that was available related to the Company's Mid-Columbia and Westside projects.

e.
BPA Transmission Rate

 AUTONUM 
The Company updated its estimated increase in transmission expenses on the BPA system based on the outcome of settlement discussions in BPA's 2006-07 transmission rate case.
  On December 6, 2004, BPA Transmission Business Line (TBL) offered a proposed TBL Rate Case Settlement Agreement to TBL's individual customers and umbrella organizations.  Under the terms of the TBL Rate Case Settlement Agreement, the IR Rate, the rate at which the Company receives the vast majority of its transmission service from BPA, will increase 17.7%.
  In the unlikely event that BPA or the FERC rejected the TBL Rate Case Settlement Agreement, that would result in higher, not lower, transmission rates.
  Thus, the Company's proposed increase of the TBL IR Rate to 17.7% as of October 1, 2005, should be included in the Company's revenue requirement.
2.
Adjustment 2.04—Sales for Resale

 AUTONUM 
Adjustment 2.04 adjusts the revenue for "Sales for Resale/Other Utilities and Wheeling for Others" to rate year projections per the results of the AURORA model run supporting the rate year power cost projections.  Thus, it is dependent on the assumptions used in the AURORA model for the power cost adjustment (Adjustment 2.03).
  For the reasons stated above, the Commission should approve the Company's proposed power costs and, accordingly, the Company's Adjustment 2.04—Sales for Resale.

3.
Adjustment 2.06—Tax Benefit of Proforma Interest

 AUTONUM 
Adjustment 2.06 provides customers the tax benefit associated with the interest on debt used to support rate base and construction work in progress that has associated tax deductible interest.
  The difference between Staff and the Company is a consequence of (i) different final rate base determinations and (ii) the effective interest rate as determined by the capital structure.
  Adjustment 2.06 should be revised as appropriate based on the Commission's rulings on disputed rate base and capital structure issues.
4.
Adjustment 2.10—Miscellaneous Operating Expenses

a.
Incentive/Merit Pay and Associated Payroll Taxes

 AUTONUM 
The Company's proposed Adjustment 2.10 is based on incentive plan payment expenses incurred during the test year.
  The test period amount of $3,440,174 is significantly less than the Company's incentive payment expense history over the past five years, the average of which is $5,027,451.  It is also less than the average incentive plan expense during the past three years, which is $3,827,774.

 AUTONUM 
Staff proposes to begin with the expense amount paid in 2004 for performance during 2003—$2,096,420.
  This was the lowest payout in the past five years.
  Staff proposes to then reduce this amount to $1,316,941, on the basis that portions of the incentive payments are "associated or tied to earnings."  In support of this reduction, Staff cited Commission orders in which incentive plan expenses have been disallowed in the past.

 AUTONUM 
In contrast to prior cases, the Company's incentive payment plan is squarely within the types of incentive plans endorsed by the Commission:
The Commission believes . . . that the company can do a far better job in the future by creating incentives and setting goals that advantage ratepayers as well as shareholders.  Such goals might include controlling costs, promoting energy efficiency, providing good customer service, and promoting safety.

The Company's plan focuses on goals that directly benefit ratepayers such as customer service, service quality, safety, reliability, and efficient operations.
  Unlike the disallowed plans cited by Staff, the Company's plan does not permit "financial rewards to eclipse customer service failures," and it thus does not send "the message to employees that service quality is much less important than financial performance."
  If the earnings per share target is achieved but the Company's service levels are not achieved, there is no payout on the earnings goal.

 AUTONUM 
At hearing, Mr. Parvinen testified that Staff's proposed starting amount of $2,096,420 was appropriate because the Company will not reach its earnings target for calendar year 2004, so no incentive payments will be made during calendar year 2005.
  It is premature to make such a prediction at this time.  Even if there were no payout in 2005 for performance year 2004, that would be the first time in six years that the Company has incurred no such expense.  The six-year average of incentive plan payments that included a $0 incentive plan payment for calendar year 2004 would be $4,189,542 and the four-year average expense for performance years 2001 through 2004 would be $2,870,831.

 AUTONUM 
The Company acknowledges that this expense could be normalized in a number of different ways.  However, any of the plausible methods for such normalization yield a significantly higher number than Staff's, and no reduction should be imposed related to the structure of PSE's incentive plan.  The Commission should approve for inclusion in rates the Company's proposed level of incentive payment plan expense.

b.
Deloitte Fee for Income Tax Advice

 AUTONUM 
Staff proposes to remove, from the Electric Results of Operations, the $812,196 the Company paid to Deloitte & Touche during the test year for tax advice.
  This payment to Deloitte is an appropriate business practice and ongoing expense because tax law and regulatory interpretations are constantly subject to change.  Hiring outside experts allows the Company to gain the benefit of their extensive staffs and experience.

 AUTONUM 
Staff seeks to support its proposed disallowance by pointing to a restating adjustment the Company made for a one-time Montana Corporate License Tax refund (Electric Adjustment 2.25)
 that Staff describes as resulting from the "retroactive restatement of the tax basis of PSE's assets."
  This "retroactive restatement of the tax basis of PSE's assets" is actually related to the $72 million dollar deferred tax reduction to rate base that resulted from the work done by Deloitte.
  This potential tax benefit results in a combined revenue requirement savings to the Company's electric and gas customers of approximately $10 million in the current rate proceeding and will continue to benefit customers over the next twenty years if the Company's deductions are ultimately upheld.
  The Company should continue to recover in its rates sufficient funds to engage consultants such as Deloitte in the future.

5.
Adjustment 2.11—Property Taxes

 AUTONUM 
Both the Company and Staff used an estimate of levy rates in their prefiled direct cases to calculate property taxes.  The Company updated Adjustment 2.11 in its rebuttal testimony to reflect actual current levy rates.
  The Company understands that this aspect of Adjustment 2.11 is not in dispute.  However, Staff also removed a payment to the Oregon Department of Revenue related to property taxes for 1995 through 2001 on the 3rd AC transmission line.  By contrast, the Company proposes to amortize the payment of this assessment over three years.

 AUTONUM 
These taxes were the subject of litigation for several years by one of the parties with an interest in the 3rd AC.  Following an adverse ruling by the Oregon Supreme Court, the Oregon Department of Revenue billed the Company for back property taxes in late 2002, which was the first time that Company was actually assessed for the taxes.  The Company was ultimately able to reach a settlement with the Oregon Department of Revenue, and the amount that the Company is seeking to recover is the tax settlement amount (which is 75% of the original amount assessed for the 1995 through 2001 tax periods), which the Company paid during the test year.  The Company should not be penalized for contesting questionable tax assessments, particularly when the taxing authority had not even billed the Company until the fall of 2002.

6.
Adjustment 2.15—Montana Energy Tax

 AUTONUM 
The Company understands that Adjustment 2.15 is now uncontested.
7.
Adjustment 2.18—Rate Case Expense

a.
Cost Treatment (deferral and amortization vs. expense)

 AUTONUM 
The Company has treated its rate case expenses the same in this case as it and the Commission have for over 20 years:  by prefiling in its direct testimony an estimate of actual costs it will incur for the case, then later updating those costs for actuals.  During this time period, the question has been whether to amortize the actual costs of a rate case for recovery over two or three years and whether any specific costs from that case should be disallowed.
  Amortization of the actual amount of costs incurred for rate cases for recovery over some period of time is typical in other jurisdictions as well.

 AUTONUM 
The Company does not believe that the Commission should change this historic treatment and begin treating general rate case costs through expensing and normalizing them.  Typically, nearly all of the expenses associated with a general rate case would be incurred after the end of the test year for that rate case.  They are also incurred on an irregular basis and can be highly variable.
  Thus, it does not make sense to address these costs through normalization, and future disputes about the proper "normalization" amount are likely to be highly contentious.
b.
Amount for Recovery

 AUTONUM 
Staff does not propose any reduction in the amount the Company has incurred for rate case costs.
  ICNU implies generally that the Company is paying too much in rate case costs, without challenging any specific cost item.
  ICNU also complains that the Company's various rate case proposals have "left intervenors and ratepayer advocates struggling to keep up."
  ICNU proposes creation of a mechanism through which the Company would fund the costs of intervenor participation in rate cases at some future time.  Until then, ICNU advocate imposing a blanket disallowance in this and future proceedings of 50% of the Company's rate case costs.

 AUTONUM 
It would be premature to take a position at this time on ICNU's call for future implementation of an intervenor funding mechanism.  However, the Company notes that the mechanism in Oregon is specifically authorized by statute, and was implemented through a commission rulemaking proceeding.
  Moreover, the statute mandates that "[t]he commission shall allow a public utility that provides financial assistance under this section to recover the amounts so provided in rates."
  It would be fundamentally inconsistent with at least one of the intervenor funding mechanisms that ICNU cites to force shareholders to absorb 50% of rate case costs until such a mechanism is in place in Washington.
 AUTONUM 
Adoption of ICNU's blanket proposal to disallow 50% of the Company's rate case costs would also be arbitrary and represent legal error.  "Expenses . . . are facts . . ..  If properly incurred, they must be allowed as part of the composition of the rates.  Otherwise, the so-called allowance of a return upon the investment, being an amount over and above expenses, would be a farce."
  As the Commission has recognized, rate case costs are "a legitimate expense incurred whenever the company must defend itself."
  This is consistent with the general rule that prudently incurred rate case expenses are properly recoverable in rates as a necessary cost of a regulated utility in carrying out its business.
  The suggestion that a utility's rate case costs should be borne primarily by or even shared by shareholders has been consistently rejected.

 AUTONUM 
The Company has been making significant efforts to control its legal costs.  It has expanded its in-house legal department, analyzed and implemented changes in its management of legal services, and relied to a greater extent on Company employees to handle or assist with regulatory filings.
  The Company bears the burden of proof in a rate case, must file extensive direct and rebuttal testimony, cannot limit the amount of data requests or issues advanced by other parties, and must address all issues that are raised by all other parties.  The Company's costs incurred for this case should not be disallowed.
8.
Adjustment 2.20—Property and Liability Insurance

 AUTONUM 
Adjustment 2.20 reflects expected contractual increases for property and liability insurance, updated for actual contract increase and decreases as they become known.
  In its rebuttal filing, the Company updated for actual costs that were known at that time.
  

9.
Adjustment 2.22—Wage Increase

 AUTONUM 
Two differences originally existed between Company and Staff with respect to Adjustment 2.22, but only one difference remains.  The first related to the calculation of "slippage," and, on rebuttal, the Company agreed with Staff's calculation and revised its wage adjustment accordingly.
  The second difference relates to the Company's pro forma 2005 increase for non-union employees.  Staff proposed removal of the 2005 increase because it is not "known and measurable."
  However, consistent with established industry practice, the Company has implemented annual merit salary increases for its non-union employees every year for many years.
  Since 1998, the Company's annual merit pay award budget has been 3% Company-wide for non-represented employees, which is in the lower end of competitive practice in the industry.

 AUTONUM 
Providing the opportunity for performance-based increases is important if the Company is to attract strong talent, retain employees, and minimize the costs associated with turnover.  The Company's proposed 2005 increase for non-union employees is an important component of maintaining a competitive position within the industry and controlling its labor costs and should not be removed from the Company's requested rate relief.

10.
Adjustment 2.23—Investment Plan

 AUTONUM 
Adjustment 2.23 adjusts the Company's portion of investment plan expense to reflect the additional expense associated with wage increases.
  The difference between the two adjustments results from the differing positions regarding Adjustment 2.22.  Adjustment 2.23 should be revised consistent with the Commission's determination on Adjustment 2.22. 
11.
Adjustment 2.30—Production Adjustment Effect

 AUTONUM 
Adjustment 2.30 reflects all the production related expenses and rate base items that have been revised through other adjustments.
  As with power costs, these items are adjusted from a rate year basis to a test year basis using a production factor,
 which is 98.719%.
  The Company and Staff agree that this equates to a 1.281% reduction applied to various power-related costs.
  However, because some of the costs to which the production factor applies are based on contested adjustments, the net operating income and rate base results of the Company and Staff differ.
  Adjustment 2.30 should be revised as appropriate based on the Commission's rulings on disputed issues in the case.
B.
Rate Base, Deferred Taxes and Working Capital—Electric
 AUTONUM 
The only remaining contested issue on these items relates to rate case expenses the Company incurred for its 2001-02 general rate case, Docket Nos. UE-011570, et al.
  Consistent with the settlement agreement in that case, the actual amount of the Company's expenses for that case were deferred and amortized for recovery over three years.
  Staff is objecting to including the remaining 2001 rate case costs or the approved amount of 2004 rate case costs in Account 182.3.  Instead, Staff argues that these deferred rate case costs should be included in Account 186.  Staff states that recording these costs in Account 182.3 causes these amounts to be included in working capital and to earn the Company's authorized rate of return during the one to three years that they are being recovered in rates, while recording them in Account 186 causes the amounts to be excluded from working capital.

 AUTONUM 
Whether a cost is included in Account 182.3 or in Account 186 does not determine whether it is included in working capital; rather, it is the Commission that determines whether such costs are to be included in working capital.
  Inclusion of rate case costs in working capital would also be consistent with the Commission's historic treatment of such costs.
  Rate case costs represent funds that have been expended to support utility operations but are not reflected in rate base and would not earn a return but for inclusion in working capital.  Because these costs are amortized for recovery over a longer time frame than if the entire amount were included in the rate year, the Company loses the time value of money during the time period between when these costs are approved for recovery and when they are actually recovered in rates.  This is precisely the type of situation for which working capital exists.
  If the Company is not permitted to earn a return on costs it has incurred that are amortized for recovery, it will not be allowed to recover its cost of capital, causing further earnings degradation.
  
C.
Contested Adjustments—Gas

1.
Adjustment 2.01—Revenue & Purchased Gas

 AUTONUM 
Gas Adjustment 2.01 normalizes weather-sensitive gas therm sales that occurred during the test year by calculating the relationship between temperature during the test year and gas consumption during the test year.  The adjustment then restates therms sold to reflect therms that would have been sold had temperatures been "normal" and then reprices the adjusted therms sold based upon the authorized weighted-average cost of gas.
 
 AUTONUM 
The Company's and Staff's respective Adjustment 2.01 differ by $2,405,896 in net operating income.
  The difference is due primarily to a disagreement about which set of "normal" weather data to use to perform this calculation.
  This issue is being considered in the weather normalization collaborative that was commenced as part of Docket No. UE‑031725.
  

 AUTONUM 
Consistent with the gas weather normalization methodology approved by the Commission in prior proceedings, the Company computed normal temperature using a twenty-year rolling average of National Oceanic and Atmospheric Administration (NOAA) temperature data ending September 2003, less the highest and lowest years.
  Staff proposes to replace the Commission-approved methodology with a rolling thirty year average (three ten-year datasets) of NOAA data ending in the year 2000.
  Staff also makes a number of recommendations for future rate proceedings, but these do not have any impact in the current proceeding.

 AUTONUM 
The Company is receptive to approaches other than the Commission-approved historic methodology, but Staff's proposal is premature and not sufficiently developed for adoption.
  In particular, the Company is concerned about the inconsistencies associated with using test year usage and weather data to develop the coefficients, and then applying a data set of "normal" weather that actually ends several years before the test year.
  The Company's twenty-year rolling average, on the other hand, is proven and is sufficiently accurate to develop the necessary equations and calculations.
  While there was significant discussion at hearing about problems that can exist with respect to rolling averages, both the Company's 20-year data set and Staff's proposed 30-year data set are rolling averages.  These are just two examples of the technical questions that should be addressed and worked through as part of the pending collaborative.
2.
Adjustment 2.03—Tax Benefit of Proforma Interest

 AUTONUM 
Gas Adjustment 2.03 should be revised as appropriate based on the Commission's determinations, as discussed in Section IV(A)(3), above.

3.
Adjustment 2.07—Miscellaneous Operating Expenses (Incentive/Merit Pay and Associated Payroll Taxes)

 AUTONUM 
Gas Adjustment 2.07 should be approved for the reasons set forth in the Company's discussion of Electric Adjustment 2.10, Section IV(A)(4)(a), above.

4.
Adjustment 2.10—Rate Case Expense

 AUTONUM 
Gas Adjustment 2.10 should be approved for the reasons set forth in the Company's discussion of Electric Adjustment 2.18, Section IV(A)(7), above.
  
5.
Adjustment 2.11—Property and Liability Insurance

 AUTONUM 
Gas Adjustment 2.11 should be approved for the reasons set forth in the Company's discussion of Electric Adjustment 2.20, Section IV(A)(8), above.
 
6.
Adjustment 2.13—Wage Increase

 AUTONUM 
Gas Adjustment 2.13 should be approved for the reasons set forth in the Company's discussion of Electric Adjustment 2.22, Section IV(A)(9), above.

7.
Adjustment 2.14—Investment Plan

 AUTONUM 
Gas Adjustment 2.14 should be revised as appropriate based on the Commission's ruling on the wage increase issue (Electric Adjustments 2.22 and 2.23)
  
8.
Adjustment 2.17—Gas Water Heater and Conversion Burner Rental Program 

 AUTONUM 
Staff seeks to eliminate $8,137,320 of operating revenues,
 to add back $606,509 of operating income and to reduce rate base by $31,312,542 related to the Company's Gas Water Heater and Conversion Burner Rental Program.
  Staff asserts that removal of these amounts is appropriate under the settlement approved by the Commission in the Company's last general rate case related to water heater and conversion burner rentals (the "Water Heater Settlement").

 AUTONUM 
The Water Heater Settlement resolved certain issues related to the Company's historic under-recovery of depreciation from rental customers through the implementation of two principles.
  The Company agreed that it would not request an increase in the revenue requirement associated with the gas rental business until September 1, 2005.
  Paragraph 5 of the Water Heater Settlement states as follows:

5.  The Executing Parties agree that the Company shall not request an increase in the revenue requirement associated with the Gas Water Heater and Conversion Burner Rental Program until at least September 1, 2005.  In the event that the Company requests general rate relief prior to this date, it shall compute the request for rate relief without inclusion of the revenues, operating expenses, or rate base related to rentals.

The first sentence of paragraph 5 of the Water Heater Settlement mandates that the Company will not seek recovery in rates—before September 1, 2005—of any additional costs for the rental program beyond those built into rates based on the test year for the Company's last general rate case.  The second sentence enforces the restriction of the first sentence by requiring removal of the gas water heater and conversion burner rental program costs, expenses and revenues from a general rate case if the Company violates the agreement by requesting an increase in revenue requirement for the rental program.

 AUTONUM 
Staff takes the second sentence of paragraph 5 of the Water Heater Settlement out of context and ignores the first sentence.
  In doing so, Staff adopts an illogical interpretation of the Water Heater Settlement.  Staff's interpretation would effectively mean that the Company agreed to an automatic multi-million-dollar penalty if it requested a general rate increase prior to September 1, 2005 for reasons unrelated to the water heater program—a prohibition to which the Company would never have agreed.  Rather, the two sentences in paragraph 5, read together, mean that any request for a rate increase prior to September 1, 2005 could not be based on, or seek rate relief for, increased costs or decreased revenues associated with this program.
 AUTONUM 
The Company has not requested an increase in the revenue requirement associated with its gas water heater and conversion burner rental program in this proceeding.
  The proposed revenue requirement and amount spread to general rates related to the program in this case is $13,463,801.
  The revenue requirement and amount spread to general rates related to the program in the Company's 2001 general rate case was $14,438,632.
  Accordingly, the Company has requested a decrease—not an increase—of $974,831 in revenue requirement related to the gas water heater and conversion burner rental program.
 AUTONUM 
The Commission should approve the Company's position on this issue as a policy matter, as well.  The water heater and conversion burner rental program has been in existence and included in the Company's rates for over forty years.  There is no logical reason to remove this element of the Company's rate base and associated expenses because the Company needs rate relief due to entirely unrelated cost pressures.  Elimination of this investment and these expenses would be arbitrary and harmful to the Company's financial condition, would set poor precedent, and would impose further financial drag on the Company.

D.
Rate Base, Deferred Taxes and Working Capital—Gas

 AUTONUM 
The Company's inclusion of amortized rate case costs in working capital should be approved for the reasons set forth in Section IV(B), above.

V.
CATASTROPHIC EVENTS

 AUTONUM 
Currently, the Company is authorized to defer and recover one-time expenses from extraordinary storm events over time, to help mitigate the financial impact of such events in the year they occur.
  Under this mechanism, a catastrophic storm is defined as an event where more than 25% of the Company's electric customers are without power due to weather-related causes.
  The costs of storms that meet the threshold are deferred and, when approved for recovery by the Commission, amortized for recovery over 3 years.
  Staff and the Company agree that the current threshold for extraordinary storm damage is inappropriate because the percent-of-customers threshold has no relation to the potential system impacts and related costs of an event.
  Instead, "a predetermined level of 'costs' is a more appropriate trigger for determining whether costs should be deferred."

 AUTONUM 
In its initial filing, the Company requested that the Commission change the definition of "catastrophic storm" to "catastrophic event" and include damage to the Company's electric and/or gas infrastructure due to catastrophic natural events, such as windstorms, ice storms, and earthquakes, and also to cover manmade disasters such as terrorist attack.
  The Company proposed that any costs of $2 million or more related to any such event would be deferred and, when approved for recovery by the Commission, amortized for recovery over three years.

 AUTONUM 
In its direct testimony, Staff proposed use of a dual trigger approach to defining catastrophic events to the electric system.  Staff's proposal first uses the Institute of Electrical and Electronic Engineers, Inc. (IEEE) Standard (Std) 1366-2003, entitled IEEE Guide for Electric Power Distribution Reliability Indices, as a trigger for catastrophic damage as relates to the electric system.
  Although IEEE Std. 1366-2003 would not distinguish between storm and non-storm events, Staff has proposed that the Commission continue to restrict PSE's authorization for deferral treatment to electric storm damage costs.
  For the second trigger, Staff proposed that the Commission
set a threshold for March 2005 through December 31, 2005, at $5 million for all eligible IEEE major storm events.  For the following two fiscal years, [Staff] recommend[s] that all IEEE major storm events costs totaling over $7 million be afforded deferral cost treatment.

The Company does not oppose Staff's dual-trigger approach to defining electric catastrophic events if the dollar threshold level is set appropriately, as described below.
  However, the definition should be modified slightly and should also be applied to non-storm natural events and manmade disasters.
 AUTONUM 
The Company has proposed to modify the IEEE Std. 1366-2003 definition of an outage with respect to the length of time of an outage.
  The Company currently defines a sustained interruption as any interruption lasting one minute or more, whereas the IEEE defines a sustained interruption as any event that lasts more than five minutes.
  Staff does not oppose a modification of the time requirement to one minute.

 AUTONUM 
With respect to the cumulative, annual cost threshold, the Company believes that the threshold levels proposed by Staff are too high, and that a more appropriate annual threshold would be $5 million.
  For the partial 2005 calendar year, the cumulative threshold should be $3.5 million, rather than the $5 million proposed by Staff.
  The Company proposes to lower the annual, cumulative threshold because, under Staff's proposal, the Company would have deferred $3.8 million less in catastrophic storm costs under the new method over the past five years than under the existing definition for storm events.
  Based on the Company's experience over the past five years, the $5 million threshold would require the Company to absorb nearly a half million dollars annually in excess costs (as well as costs for electric events that do not meet the IEEE standard).

 AUTONUM 
In addition to storm damage, the catastrophic event definition should be expanded to include natural and manmade disasters, and should apply to the gas system as well as the electric system.  A more comprehensive mechanism would provide greater financial predictability by limiting the risk that the Company may be forced to absorb extraordinary losses during a particular year that are beyond its control.  At the same time, the Company's proposed expansion of the mechanism would spread these volatile and sometimes extreme costs over a longer period, providing more rate stability for customers.
  The Commission would have continuing oversight over such deferrals because the Company is not proposing to change the reporting requirements of the existing mechanism.
 AUTONUM 
For the gas system, the Company has proposed to set the threshold at $2 million or more per event.
  Though the Company has never had an event of this magnitude impacting the gas system, it would be appropriate to have a deferral mechanism in place in advance of such an event, because it provides additional financial stability and would avoid the administrative burden to the Company and the Commission of a special filing, should such an event occur.

 AUTONUM 
Finally, Staff's proposal includes a thirty-day deadline after an event for the Company to file a report of deferral.
  A thirty-day reporting period, however, would not provide the Company adequate time to ensure the integrity of storm or other catastrophic event data recorded in its system.  Also, to the extent that a cost trigger is included in determining if an event qualifies for deferral, a thirty-day time period would not be sufficient for all event related costs to be recorded in the Company's system.  Therefore, a reporting period of ninety days is more appropriate.

VI.
RATE SPREAD AND RATE DESIGN SETTLEMENT

 AUTONUM 
The parties agree that the Commission should approve the Partial Settlement Agreement on rate spread and rate design.

VII.
PCORC COSTS (DOCKET NO. UE-031471)

 AUTONUM 
Staff and ICNU request that the Commission deny the PCORC accounting petition in Docket No. UE-031471, and instead normalize and include in rates some amount for PCORC proceedings as an ongoing expense.  Staff witness Mr. Russell proposed to include in rates $650,000 (one-half of the total $1.3 million in 2003 PCORC costs) "as a 'normal' level of PCORC costs going forward."
  The Company does not object to Staff's proposal to deny the Company's deferred accounting petition in Docket No. UE-031471 and instead include $650,000 as a normalized level of PCORC costs in rates.
  This treatment avoids any double recovery because, as Staff acknowledges, the Company expensed its test year PCORC costs ($401,000) because its deferred accounting petition was never granted.

 AUTONUM 
However, the Company discovered in preparing this brief that Mr. Russell's proposed adjustment is not consistent with his testimony.  Instead, he further reduced his $650,000 normalized PCORC cost by spreading it over three years.  The result would be a normalized PCORC cost amount of only $216,666 per year.  This amount is far too low.  The Company will be adding resources over the next several years and will likely be filing PCORCs on a regular basis.
  The Company's 2003 PCORC costs were $1.3 million.  Staff's adjustment would only provide sufficient cost recovery for one PCORC every six years.  Even if the costs of future PCORCs were half of the first, Staff's adjustment would only permit one PCORC every three years.  ICNU arrives at a similar proposed adjustment by asking the Commission to first reduce the amount of 2003 PCORC expenses to $500,000 as a normalized amount for such expenses, and then require shareholders to absorb half of that amount on an ongoing basis.
  
 AUTONUM 
Adoption of Staff or ICNU's proposed "normalized" amounts for this adjustment would be arbitrary and unlawful, for the reasons set forth in Section IV(A)(7)(b), above.
VIII.
WHITE RIVER (DOCKET NO. UE-032043)

 AUTONUM 
The Company and Staff agree on the accounting treatment that should be approved for the Company's White River hydroelectric project (Lake Tapps), which ceased operation on January 15, 2004.
  In order to authorize the agreed accounting treatment, the Commission's order in this proceeding should set forth the language proposed in Mr. Russell's testimony.

 AUTONUM 
In its prefiled testimony, Staff also updated the deferral of costs associated with the Company's FERC licensing effort and with securing a water right by including payments the Company received from Cascade Water Alliance ($3 million) after the test year.
  The Company agrees with Staff's update.

IX.
COMMISSION AUTHORITY TO APPROVE REVENUES ABOVE AMOUNTS PRODUCED BY THE TARIFF SHEETS
FILED ON APRIL 5, 2004
 AUTONUM 
Staff has indicated that it will challenge the Company's request for approval of a revenue requirement higher than was reflected in the Company's prefiled direct case in April 2005, but Staff has not yet presented any argument or legal authority in support of this proposition.  The Company will respond in its reply brief. 
X.
CONCLUSION

 AUTONUM 
For the reasons set forth above and in the evidence that is before the Commission in this case, the Company respectfully requests that the Commission issue an order approving its request for general rate relief.
DATED this 18th day of January, 2005.
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APPENDIX A

PSE's Requested Capital Structure and Cost of Capital

	Capital Structure Re Capital Structure and Cost of Capital

	
Ln #
	
Item
	Capital
Structure
	Embedded
Cost
	Rate of
Return

	1
	Debt
	
	
	

	a
	Long-Term Debt
	45.59%
	6.88%
	3.14%

	b
	Short-Term Debt
	3.09%
	4.81%
	0.15%

	2
	Trust Preferred Stock
	6.28%
	8.60%
	0.54%

	3
	Preferred Stock
	0.04%
	8.51%
	0.00%

	4
	Common Equity
	45.00%
	11.75%
	5.29%

	5
	Total Capital
	100.00%
	
	9.12%
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� Exh. No. 82C 10:1-6 (Ryan).


� See WUTC v. Puget Sound Energy, Inc., Docket Nos. UE�011570, et al., Twelfth Supp. Order� TA \l "WUTC v. Puget Sound Energy, Inc., Docket Nos. UE�011570, et al., Twelfth Supp. Order" \s "WUTC v. Puget Sound Energy, Inc., Docket Nos. UE-011570, et al." \c 4 �, Exhibit A to Settlement Stipulation ("PCA Settlement") at ¶¶ 2, 3.


� Exh. No. 82C 10:6-7 (Ryan).


� Exh. No. 154 3:15 – 4:6, 14:13-17, 20:20 – 21:5, 22:19-13 & 24:12-16 (Valdman); TR. 223:12 – 224:1 & 236:14 – 237: 21 (Valdman); Exh. No. 206C 5:22 – 7:4, 21:2-9 & 22:3-16 (Cicchetti); TR. 308:9 – 311:6 & 319:18 – 321:9 (Cicchetti).


� TR. 331:21 – 334:1 (Cicchetti).


� PCA Settlement at 2, ¶ 3.


� Exh. No. 82C 10:7-11 (Ryan); Exh. No. 451 32:7-11 (Mariam).


� In the Matter of Purchased Gas Adjustment Mechanisms, Cause No. UG-970001, Policy Statement at 2 (May 1997)� TA \l "In the Matter of Purchased Gas Adjustment Mechanisms, Cause No. UG-970001, Policy Statement (May 1997)" \s "In the Matter of Purchased Gas Adjustment Mechanisms, Cause No. UG-970001" \c 4 � (emphasis added).


� Exh. No. 71 25:15-17 (Ryan).


� Exh. No. 82C 21:14 (Ryan).


� Exh. No. 451 30:13-15 (Mariam).


� Exh. No. 451 30:n.1 (Mariam).


� Exh. No. 125 6, 15-27 (Dubin); Exh. No. 82C 24:2-9 (Ryan).


� Exh. No. 125 21:11-13 (Dubin).


� TR. 730:16 – 731:17 & 734:4 – 735:4 (Mariam).


� Exh. No. 82C 21:11-12 (Ryan).


� Exh. No. 11.


� Exh. No. 13 (final page).


� Exh. No. 371HC 17:13 – 19:3 (Schoenbeck).


� Exh. No. 82C 19:7-12 & 20:8-18 (Ryan).


� Exh. No. 82C 20:19 – 21:3 (Ryan); Exh. No. 12HC.


� Exh. No. 66C 24:12-20 (Markell).


� Compare Exh. No. 451 34:6-9 (Mariam) with Exh. No. 66C 18:9 – 20:7 (Markell); see also Exh. No. 82C 24:12 – 25:3-4 (Ryan); Exh. No. 66C 20:5-7 (Markell).  Note that the Company's corrections reflect a slightly lower cost than stated by Staff on Colstrip Units 1 & 2 and a slightly higher cost on Colstrip Units 3 & 4.  See Exh. No. 451 34:12-19 (Mariam).


� Exh. No. 111 5:4-13 (Dubin).


� WUTC v. Puget Sound Power & Light Co., Docket Nos. UE�920433, et al., Eleventh Supp. Order at 43 (Sept. 1993)� TA \l "WUTC v. Puget Sound Power & Light Co., Docket Nos. UE�920433, et al., Eleventh Supp. Order (Sept. 1993)" \s "WUTC v. Puget Sound Power & Light Co., Docket Nos. UE-920433, et al." \c 4 � (directing the Company to continue using a 40�year rolling average and stating:  "The company is put on notice that this will remain the Commission's position on this issue unless and until a clear and convincing argument supports a superior alternative.").


� Exh. No. 111 18:14 – 19:1 & 30:1 – 31:12 (Dubin).


� Id. at 18:1-13; TR. 641:24 – 643:11 (Dubin).


� Exh. No. 111 5:8-11 (Dubin).


� Exh. No. 451 25:1-2 (Mariam).


� Exh. No. 451 20:1 – 21:3 (Mariam).


� Exh. No. 451 20:20 – 21:3 (Mariam).


� Exh. No. 82C 13:8-10 (Ryan).


� TR. 995:1 – 996:15 (Schoenbeck).


� WUTC v. Wash. Water Power Co., Cause No. U-83-26, Fifth Supp. Order at 23 (Jan. 1984)� TA \l "WUTC v. Wash. Water Power Co., Cause No. U-83-26, Fifth Supp. Order (Jan. 1984)" \s "WUTC v. Wash. Water Power Co., Cause No. U-83-26" \c 4 �; WUTC v. Wash. Water Power Co., Cause No. U-84-28, Second Supp. Order at 14 (Jan. 1985)� TA \l "WUTC v. Wash. Water Power Co., Cause No. U-84-28, Second Supp. Order (Jan. 1985)" \s "WUTC v. Wash. Water Power Co., Cause No. U-84-28" \c 4 �; WUTC v. Puget Sound Power & Light Co., Docket Nos. UE�920433, et al., Eleventh Supp. Order at 42�43 (Sept. 1993)� TA \s "WUTC v. Puget Sound Power & Light Co., Docket Nos. UE-920433, et al." �.


� Exh. No. 111 4:12-15, 8:11-13, 8:16 – 9:11, 10:2-6 & 11:9-17 (Dubin); TR. 661:16 – 663:5, 669:12 – 671:7, 682:23 – 683:5 & 683:24 – 684:16 (Dubin).


� Exh. No. 82C 14:16 – 15:12 (Ryan).


� Exh. No. 107 1 & 8:11 (Ryan).


� TR. 963:16 – 964:10 (Schoenbeck).


� Exh. No. 231 8:15-19 (Story); Exh. No. 421 9:8-9 (Russell); Exh. No. 237C 15:8-9 (Story).


� Exh. No. 237C 15:9-10 (Story); Exh. No. 238C 2.04:1 (Story).


� Exh. No. 231 9:11-15 (Story).


� Exh. No. 421 9:17 – 10:2 (Russell); Exh. No. 237C 15:16-19 (Story); Exh. 238C 2.06:20 (Story).


� Exh. No. 333 2:13 – 3:5 (Hunt); TR. 809:19 – 810:8 (Parvinen).


� Exh. No. 333 2:13 – 3:5 (Hunt).


� Exh. No. 441 12:5-8 (Parvinen).


� Exh. No. 333 2:20-21 (Hunt); Exh. No. 333 3:Chart (Hunt).


� Exh. No. 441 12:9-15 (Parvinen); Exh. No. 423C 12:2 (Russell); Exh. No. 443 7:3 (Parvinen).


� WUTC v. Wash. Natural Gas Co., Cause No. UG-920840, Fourth Supp. Order at 19 (Sept. 1993)� TA \l "WUTC v. Wash. Natural Gas Co., Cause No. UG-920840, Fourth Supp. Order (Sept. 1993)" \s "WUTC v. Wash. Natural Gas Co., Cause No. UG-920840" \c 4 �.


� Exh. No. 333 4:12-17 (Hunt); Exh. No. 335 11 & 12 (Hunt).


� WUTC v. U.S. WEST Communications, Inc., Cause No. UT-950200, Fifteenth Supp. Order at 49 (Apr. 1996)� TA \l "WUTC v. U.S. WEST Communications, Inc., Cause No. UT-950200, Fifteenth Supp. Order (Apr. 1996)" \s "WUTC v. U.S. WEST Communications, Inc., Cause No. UT-950200" \c 4 �.


� Exh. No. 333 6:2-3 (Hunt); Exh. No. 335 3 (Hunt).


� TR. 812:23 – 813:13 (Parvinen).


� See Exh. No. 333 3 (table) (Hunt).


� Exh. No. 238C 15 (Story).


� Exh. No. 423C 12:4 (Russell).


� Exh. No. 237C 17:7-11 (Story).


� Exh. No. 238C 30 (Story).


� Exh. No. 421 6:14 (Russell).


� Exh. No. 237C 17:16-20, 18:6-17 (Story).


� Exh. No. 237C 17:20 – 18:2 (Story).


� Exh. No. 237C 18:18 – 19:1 & 34:20 – 35:9 (Story); Exh. No. 139 9:10 – 10:11 (McLain).  See also POWER, 104 Wn.2d at 811� TA \s "POWER" �.


� Exh. No. 237C 19:5-8 (Story).


� Exh. No. 237C 19:9-12 & 20:10-12 (Story); Exh. No. 238C 16(2.11):5-7 (Story).


� Exh. No. 237C 19:15 – 20:10 (Story).


� Exh. 237C 21:20 – 24:21 (Story); TR. at 831:24 – 839:3 (Russell); Exh. No. 429 3 (Russell); Exh. No. 430 3 (Russell); Exh. No. 431 2:15 & 3:17 – 4:5 (Russell); Exh. No. 432 2-3 (Russell); Exh. No. 433 2 (Russell); Exh. No. 434 3:16-18 & 5 (Russell); Exh. No. 435 3:18-23 (Russell).  See also WUTC v. Puget Sound Power & Light Co., Cause No. U�81�41, Sixth Supp. Order at 19 (Dec. 1988)� TA \l "WUTC v. Puget Sound Power & Light Co., Cause No. U�81�41, Sixth Supp. Order (Dec. 1988)" \s "WUTC v. Puget Sound Power & Light Co., Cause No. U-81-41" \c 4 � ("The Commission notes that it has on rare occasions authorized the recovery of past expenses in instances where doing so is consistent with the public interest and sound regulatory theory.  [For example,] amortization of rate case expense.").


� See, e.g., Driscoll v. Edison Light & Power Co., 307 U.S. 104, 121 (1939)� TA \l "Driscoll v. Edison Light & Power Co., 307 U.S. 104 (1939)" \s "Driscoll v. Edison Light & Power Co." \c 1 � (approving amortization of rate case expenses because "[t]here could rarely be an anticipation of annually recurring charges for rate regulation"); Re Delta Nat. Gas Co., Inc., 198 PUR 4th 132, 142 (Ky. PSC 1999)� TA \l "Re Delta Nat. Gas Co., Inc., 198 PUR 4th 132 (Ky. PSC 1999)" \s "Delta Nat. Gas Co., Inc." \c 5 � (rejecting proposal to normalize rather than amortize rate case expenses).


� Exh. No. 237C 24:2-21 (Story); TR. 839:4-16 (Russell).


� Exh. No. 421 20:16-19 (Russell); Exh. No. 423C 20:3-9 (Russell). 


� Exh. No. 371HC 28:18 – 29:2 (Schoenbeck).


� Exh. No. 371HC 28:9-12 (Schoenbeck).  


� Exh. No. 371HC 29:3 – 17 (Schoenbeck).


� Or. Rev. Stat. § 757.072� TA \l "Or. Rev. Stat. § 757.072" \s "Or. Rev. Stat. § 757.072" \c 3 �; Or. Admin. R. 860-012-0100� TA \l "Or. Admin. R. 860-012-0100" \s "Or. Admin. R. 860-012-0100" \c 6 �; Or. Admin. R. 860-012-0190� TA \l "Or. Admin. R. 860-012-0190" \s "Or. Admin. R. 860-012-0190" \c 6 �.


� Or. Rev. Stat. § 757.072(4)� TA \l "Or. Rev. Stat. § 757.072" \s "Or. Rev. Stat. § 757.072" \c 3 �.


� POWER, 104 Wn.2d at 817-18� TA \s "POWER" �.


� WUTC v. Puget Sound Power & Light Co., Cause No. U�85�53, Second Supp. Order at 42 (May 1986)� TA \l "WUTC v. Puget Sound Power & Light Co., Cause No. U�85�53, Second Supp. Order (May 1986)" \s "WUTC v. Puget Sound Power & Light Co., Cause No. U-85-53" \c 4 �.


� See Driscoll v. Edison Light & Power Co., 307 U.S. 104, 120�21 (1939)� TA \s "Driscoll v. Edison Light & Power Co." � ("[T]he utility should be allowed its fair and proper expenses for presenting its side to the commission."); West Ohio Gas Co. v. Public Utils. Comm'n of Ohio, 294 U.S. 63, 73 (1935)� TA \l "West Ohio Gas Co. v. Public Utils. Comm'n of Ohio, 294 U.S. 63 (1935)" \s "West Ohio Gas Co. v. Public Utils. Comm'n of Ohio" \c 1 � ("The charges of engineers and counsel, incurred in defense of its security and perhaps its very life, were as appropriate and even necessary as expenses could well be.").


� See, e.g., Re Duke Power Co., 79 PUR 4th 145, 175 (S.C. PSC 1986)� TA \l "Re Duke Power Co., 79 PUR 4th 145 (S.C. PSC 1986)" \s "Re Duke Power Co., 79 PUR 4th 145" \c 5 � (commission rejects sharing of rate case expenses between shareholders and customers); Re Cincinnati Gas & Elec. Co., 42 PUR 4th 252, 278 (Ohio PUC 1981)� TA \l "Re Cincinnati Gas & Elec. Co., 42 PUR 4th 252 (Ohio PUC 1981)" \s "Re Cincinnati Gas & Elec. Co., 42 PUR 4th 252" \c 5 � (commission dismisses "out of hand" suggestion that rate case expense should be excluded because it "results in a direct and primary benefit to the company's investors").


� Exh. No. 237C 30:2 – 32:18 (Story); Exh. No. 240C (Story)


� Exh. No. 441 13:13-15; 19:6-10 (Parvinen); Exh. No. 264 6:17-22 (Luscier).


� Exh. No. 264 6:20-22 (Luscier); Exh. No. 237C 29:9-10 (Story); Exh. 238C 25:7 (Story).


� Exh. No. 264 7:1-3 (Luscier).


� Exh. No. 441 14:13-17 (Parvinen).


� Exh. No. 333 7:13-15 (Hunt).


� Exh. No. 333 7:13 – 8:6 (Hunt); Exh. No. 336 1 (Hunt).


� Exh. No. 333 7:15 – 8:16 (Hunt); Exh. No. 237C 29:12 (Story); Exh. 238C 27 (Story).


� Exh. No. 231 16:10-12 (Story); Exh. No. 237C 29:13 (Story); Exh. No. 238C 28:18 (Story).


� Exh. No. 421 28:9-11 (Russell); Exh. No. 237C 26:12-13 (Story).


� Exh. No. 237C 26:13-15 (Story).


� Exh. No. 231 20:18 – 21:4 (Story); Exh. No. 237C 26:12-15 (Story).


� Exh. No. 421 28:9-11 (Russell); Exh. No. 231 21:4-5 (Story); Exh. No. 237C 26:15-16 (Story).


� Compare Exh. No. 237C 26:16-19 (Story) and Exh. No. 238C E8-D:35 (Story) with Exh. No. 421 28:12-13 (Russell); Exh. No. 423 32:22 (Russell); and Exh. No. 423 32:49 (Russell). 


� Exh. No. 238C 1 (Summary):35 (Story); Exh. No. 422C 1:35 (Russell).


� See WUTC v. Puget Sound Energy, Inc., Cause Nos. UE-011570, et al., Settlement Terms for Electric Revenue Requirements, Common Cost and Overall Rate of Return, Exhibit B, at 3, ¶ 7� TA \s "WUTC v. Puget Sound Energy, Inc., Docket Nos. UE-011570, et al." � (stating "[a]mortization of deferred electric rate case expense has been adjusted to $767,264 annually"), and WUTC v. Puget Sound Energy, Inc., Cause Nos. UE-011570, et al., Settlement Terms for Natural Gas Revenue Requirements, Including Common Cost Allocation, and Line Extension, Exhibit A at 2, ¶ 7� TA \s "WUTC v. Puget Sound Energy, Inc., Docket Nos. UE-011570, et al." � (stating "[a]mortization of deferred gas rate case expense has been adjusted to $600,922 annually").


� Exh. 421 19:13 – 20:14 & 21:8-10 (Russell); Exh. 441 7:15 – 8:2 (Parvinen); Exh. 444 2:57 (electric) & 4:47 (gas) (Parvinen).


� Exh. No. 237C 25:15-19 (Story).


� Exh. No. 252 1 (last 2 paragraphs) – 2 and Attachment C (Story). 


� Exh. 237C 28:6-21 (Story); Exh. 239 (next to final page):47 & (final page):92-101 (Story); Exh. 261 10:17 – 11:1 (Luscier); Exh. 264 8:17 – 9:12 & 11:10 – 12:7 (Luscier); Exh. 266 6:67-78 (Luscier).


� See, e.g., Exh. No. 151 8:13 – 9:14 (Valdman); Exh. No. 154 21:6-21 (Valdman); TR. 220:13 – 224:1 (Valdman); Exh. No. 201 11:1 – 21:19 (Cicchetti); TR. 329:18 – 334:3 (Cicchetti); TR. 841:5 – 843:24 (Russell).


� Appendix D sets forth a list of the contested gas adjustments and associated differences in NOI and rate base, as well as a list of the gas adjustments PSE understands are uncontested.


� Exh. No. 451 40:13-18 (Mariam); Exh. No. 261 3:7-11 (Luscier).


� Exh. No. 265 2.01:37 (Luscier); Exh. No. 441 11:1-2 (Parvinen); Exh. No. 443 1:37 (Parvinen).


� Exh. No. 441 10:22-26 (Parvinen); Exh. No. 264 5:4-8 (Luscier).


� Exh. No. 284 13:9 – 14:4 (Heidell); WUTC v. Puget Sound Energy, Inc., Cause No. UE�031725, Tenth Supp. Order (Feb. 2004)� TA \l "WUTC v. Puget Sound Energy, Inc., Cause No. UE�031725, Tenth Supp. Order (Feb. 2004)" \s "Puget Sound Energy, Inc., Cause No. UE-031725" \c 4 �; TR. 594: 17-20 (Heidell).


� Exh. No. 284 15:19-21 (Heidell); WUTC v. Wash. Nat. Gas Co., Docket No. UG�920840, Fourth Supp. Order at 17�18 (Sept. 1993)� TA \s "WUTC v. Wash. Natural Gas Co., Cause No. UG-920840" �.


� Exh. No. 451 44:1-10 (Mariam).


� Exh. No. 451 42:1-6 (Mariam).


� Exh. No. 284 17:8-11 (Heidell).


� Exh. No. 284 15:1-5 (Heidell); Exh. No. 284 16:8-10 (Heidell); TR. 593:6�10 (Heidell).


� Exh. No. 284 16:2-6 (Heidell).


� Exh. No. 261 4:9-13 (Luscier); Exh. No. 264 4:3-6 (Luscier); Exh. 265 2.03 (Luscier).


� Exh. No. 264 6:7-16 (Luscier); Exh. No. 265 2.07 (Luscier).


� Exh. No. 265 2:10 (Luscier).


� Exh. No. 264 6:17-23 (Luscier); Exh. 265 2.11 (Luscier).


� Exh. No. 264 7:1-6 (Luscier); Exh. No. 265 2.13 (Luscier).


� Exh. No. 264 7:7-9 (Luscier); Exh. No. 265 2.14 (Luscier).


� Exh. No. 443 18:3 (Parvinen).


� Exh. No. 441 16:7 – 17:3 (Parvinen).


� WUTC v. Puget Sound Energy, Inc., Cause Nos. UE-011570, et al., Settlement Terms for Natural Gas Revenue Requirements, Including Common Cost Allocation, and Line Extension, Exhibit A� TA \s "WUTC v. Puget Sound Energy, Inc., Docket Nos. UE-011570, et al." � ("Water Heater Settlement"); Exh. No. 441 16:15 – 17:2 (Parvinen).


� Exh. No. 321 2:15 – 3:6 (Karzmar).


� Exh. No. 321 3:12-13 (Karzmar).


� Water Heater Settlement at 2, ¶ 5.


� Exh. No. 321 4:5-12 (Karzmar).


� Exh. No. 321 4:8-12 (Karzmar).


� Exh. No. 321 5:8-13 (Karzmar).


� Exh. No. 324 3:15 (Karzmar).


� Exh. No. 441 16:16-18 (Parvinen).


� Exh. No. 321 8:2-17 (Karzmar); POWER, 104 Wn.2d at 811� TA \s "POWER" �.


� Exh. No. 265 1:34 (Luscier); Exh. No. 442 1:34 (Parvinen).


� Exh. No. 131C 27:12-19 (McLain).


� Exh. No. 131C 28:3-4 (McLain).


� Exh. No. 131C 28:6-7 (McLain); see also, Exh. No. 131C 28:10-12 (McLain); Exh. No. 233C 2.26:19 (Story); Exh. No. 238C 2.26:19 (Story).


� Exh. No. 131C 28:19 – 29:9 (McLain).


� Exh. No. 421 25:8-10 (Russell).


� Exh. No. 131C 30:2-9 (McLain).


� Exh. No. 131C 30:16-21 (McLain).


� Exh. No. 471 (Kilpatrick).


� Exh. No. 421 26:13-16 (Russell); TR. 585:15 – 586:16 (Kilpatrick).


� Exh. No. 421 27:17 – 27:2 (Russell).


� Exh. No. 139 1:18 – 2:2 (McLain).


� Exh. No. 139 2:11-19 (McLain).


� Exh. No. 471 7:8-10 (Kilpatrick).


� TR. 588:25 – 589 (Kilpatrick).


� Exh. No. 139 4:5-7 (McLain).


� Exh. No. 139 4:11-14 (McLain).


� Exh. No. 139 4:20 – 5:1-8 (McLain); Exh. No. 141 (McLain).


� Exh. No. 139 5:9-13 (McLain); Exh. No. 141 (McLain).


� Exh. No. 139 2:2-8 (McLain).


� Exh. No. 131 30:16-21 (McLain).


� Exh. No. 139 5:22 – 6:4 (McLain).


� Exh. No. 421 28:2-5 (Russell).


� Exh. No. 139 7:17 – 8:2 (McLain).


� See Exh. No. 1; Exh. No. 2.


� Exh. No. 421 18:1-10 (Russell).


� Exh. No. 237C 21:13-19 (Story).


� Exh. No. 421 18:17-19 (Russell).


� Exh. No. 61C 3:10 – 10:4 (Markell); TR. 762:5 -24 (Story).


� Exh. No. 371HC 30:17-23 (Schoenbeck).


� Exh. No. 61C 19:10 – 27:8 (Markell); Exh. No. 66C 13:1 – 17:11 (Markell); Exh. No. 237C 8:8-17 (Story).


� Exh. No. 421 13:13 -- 14:11 (Russell).


� Exh. No. 421 14:15 – 15:2 (Russell); Exh. No. 66C 15:18-22 (Markell).


� Exh. No. 237C 8:11-15 (Story).
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