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I. INTRODUCTION

Q.
Please state your name and business address for the record.
A.
My name is Joanna Huang.  My business address is the Richard Hemstad Building, 1300 S. Evergreen Park Dr. SW, Olympia, WA 98504-7250.  My e-mail address is jhuang@utc.wa.gov.
Q.
By whom are you employed and in what capacity?
A.
I am employed by the Washington Utilities and Transportation Commission (“UTC”) as a Regulatory Analyst.
Q.
What is your educational and professional background?
A.
I received my B.B.A. degree majoring in Accounting from National Chung-Hsing University, Taiwan, in 1987 and a Master of Accounting degree from Washington State University in 1991.  Prior to my employment at the UTC, I was employed by the Washington State Department of Revenue as an Excise Tax Examiner.  I performed desk audits on Business & Occupation tax returns.  


I began my employment with the UTC in 1996.  My work generally includes financial, accounting and other analyses for general rate case proceedings and other tariff filings by the electric and natural gas utilities companies regulated by the UTC.  I have attended the National Association of Regulated Utility Commissioners Annual Utility School in 1996 and 2001.  In addition, I have attended numerous training seminars and conferences regarding utility regulations and operations.

Q. 
Have you testified previously before the UTC?

A. 
Yes.  I testified in a PacifiCorp general rate case, Docket UE-032065, and an Avista general rate case, Dockets UE-991606 and UG-991607.  I have also participated in Staff’s investigation in the following general rate case proceedings: Dockets UE-070804 and UG-070805 (Avista); Dockets UE-050482 and UG-050483 (Avista); Docket UE-011595 (Avista); Docket UG-060256 (Cascade); and Docket UG-031885 (Northwest Natural).  
II. SCOPE OF TESTIMONY
Q.
What is the scope of your testimony in this proceeding?
A. My testimony presents Staff’s review of several ratemaking adjustments for the electric and natural gas operations of Puget Sound Energy, Inc. (“PSE” or “the Company”).  These adjustments include an adjustment for Incentive Pay.  I also discuss the issue of officer compensation.

Q.
Which adjustments fall within your area of responsibility?

A.
I am responsible for the following electric operations ratemaking adjustments, as shown in Staff witness Mr. Weinman’s Exhibit No. __ (WHW-2):



Adjustment 11.12, Pass-Through Revenues & Expenses



Adjustment 11.13, Bad Debts

 

Adjustment 11.17, D&O Insurance



Adjustment 11.21, Rate Case Expenses



Adjustment 11.25, Wage Increase



Adjustment 11.26, Investment Plan



Adjustment 11.27, Employee Insurance



Adjustment 11.28, Incentive Pay



I am also responsible for the following natural gas operations ratemaking adjustments, as show in Mr. Weinman’s Exhibit No. __ (WHW-5):



Adjustment 9.08, Bad Debts

 

Adjustment 9.12, D&O Insurance



Adjustment 9.14, Rate Case Expenses



Adjustment 9.18, Wage Increase



Adjustment 9.19, Investment Plan



Adjustment 9.20, Employee Insurance

Adjustment 9.21, Incentive Pay

Q.
Which of your adjustments concur with the Company’s corresponding adjustment?

A.
All of the above-mentioned adjustments are uncontested as between Staff and PSE, except the Incentive Pay Adjustments 11.28 (electric) and 9.21 (Gas).  My Incentive Pay adjustments remove from the test year that portion of the incentive pay that is tied to Earnings Per Share (“EPS”).  
III.   INCENTIVE PAY AND OFFICER COMPENSATION

Q.
Before turning to the Incentive Pay issue, did you review the level of officer compensation the Company includes in its presentation?

A.
Yes.  I reviewed the presentation on officer compensation made by Company witness Mr. Hunt in Exhibit No. __ (TMH-1T).  I also examined the study the Company used to set officer compensation levels and I compared those compensation levels to other comparable regional utility companies.
Q.
Do you concur with the levels of officer compensation PSE proposes to recover in this proceeding?

A.
Yes.

Q.
Please explain your rationale for agreeing to the Company’s proposal on officer compensation.
A.
I reviewed the PSE’s approach from an overall reasonableness standpoint.  Shareholders are responsible for all compensation from the Long-Term Incentive Plan.  That shareholder component accounts for the majority of the total officer compensation, as detailed in Mr. Hunt’s testimony, Exhibit No. __ (TMH-1T), page 12, lines 3-5.
Q.
The Company includes $794,896 for the salary of its Chief Executive Officer in 2007.  Why do you concur with that amount?

A.
I did a thorough study on CEO salary in 2000 in Avista’s general rate case Dockets UE-991606 and UG-991607.  I researched national, regional and local CEO salary levels of comparable utility companies and found that $570,000 per year is an appropriate CEO salary for a company the size of Avista.  I testified that that amount is far more reasonable than the CEO salary of $750,000 per year that Avista proposed in that case.  Nevertheless, the UTC accepted Avista’s proposal for the rate year in 2000.



Given that Avista is a much smaller company in size and was allowed to recover a CEO salary of $750,000 in 2000, PSE, a company at least two times larger in size, should warrant a CEO salary level at $794,896 in 2007.  Taking into account the impact of inflation from 2001 to 2007, the proposal by PSE for a CEO annual salary level of $794,896 is reasonable. 


Q.
Now, turning to the contested issue of Incentive Pay, please describe how PSE calculated its adjustments. 
A.
First, PSE calculated an average of the calendar year incentive paid from 2004 to 2007.  PSE then compared that amount to its test period incentive pay to make the adjustment. 
Q.
How does the test period incentive pay compare to bonuses paid in other years?

A.
Bonuses fluctuated greatly from 2003 to 2007:
· In 2003, bonuses were $2,096,420.
· In 2004, bonuses totaled $7,686,035. 

· In 2005, they increased 122% to $17,082,436.

· In 2006, bonuses totaled to $14,068,599.  

· In 2007, they increased slightly to $14,968,601.

The Company paid significantly higher bonuses from 2005 to 2007.

Q.
What was PSE’s Earnings Per Share from 2004 to 2007?

A.
PSE’s EPS from 2003 to 2007 were $1.23, $0.55, $1.52, $1.89 and $1.57, respectively.
Q.
Could you please provide a table to compare the incentive bonuses and EPS?

A.
Yes.  The table is as follows:
	Calendar Year
	2003
	2004
	2005
	2006
	2007

	Incentive
	$2,096,420
	$7,686,035
	$17,082,436
	$14,068,599
	$14,968,601

	EPS
	1.23
	0.55
	1.52
	1.89
	1.57


Q.
What was the relationship between the incentive payout and EPS?

A.
When EPS reached $1.50, the incentive pool approximately doubled. 
Q.
How was PSE’s total incentive funding pool determined in 2007?
A.
PSE’s total incentive funding pool is based on two equally weighted factors:  EPS and the Company’s performance in meeting its eleven Service Quality Indices (“SQI”).   Exhibit No. __ (TMH-4).  However, when EPS is at or below $1.42, the incentive pool is based solely on SQI performance.  In other words, if EPS is at or below $1.42 no incentive is given for this component of the plan.  In 2004, as is shown in the table above, the EPS is well below the $1.42 threshold and no incentive was paid for the EPS component of the plan.  The 2004 incentive pool payment of $7,686,035 illustrates how the pool was calculated without an EPS component.  
Q.
Has the UTC provided guidance on using EPS to determine incentive payouts?
A.
Yes.  In several orders, the UTC clearly states that incentive plans not tied to goals benefitting ratepayers will be disallowed.  WUTC v. Washington Natural Gas Co., Docket UG-920840, 4th Supp. Order at 19 (September 27, 1993); and WUTC v. Avista Corp., Dockets UE-991606 and UG-991607, 3rd Supp. Order at 73-75 (September 29, 2000). 


The 50 percent portion of PSE’s Incentive Plan that depends on EPS is tied to corporate and business performance that benefits shareholders.  It is not customer-service oriented and does not benefit regulated customers.  Shareholders should bear these costs, not ratepayers.

Q.
Were incentive plan payouts an issue in more recent PSE general rate cases?
A.
Yes.  In the Company’s 2004 general rate case, Dockets UE-040641 and UG-040640, the UTC rejected a Staff adjustment to incentive pay.  However, my review of the record in that proceeding shows that Staff did not specifically identify the amount of incentive payment associated with EPS.
Q.
In your opinion does the current record provide the UTC with the evidence necessary to accept your adjustment?

A.
Yes, it does.  My adjustment focuses entirely on removing only the portion of incentive payments tied directly to EPS and allowing the portion of incentive tied to customer service oriented benefits.
Q.
Please explain how you calculated your incentive pay adjustments.
A.
I removed one half (50%) of the incentive pay representing the amount that was tied to EPS from 2005 to 2007.  I then averaged those amounts with the incentive pool given in 2004 since the pool in that year was not based on EPS.   Finally, I allocated the resulting amount between electric and gas operations using the 63.06% and 36.94% allocator.  



The calculation of my adjustment is shown in Exhibit No. __ (JH-2).   My adjustment reduces electric operating expenses by $1,334,447 and reduces gas operating expenses by $781,705.  The impact to net operating income is an increase of $867,391 and $508,108 for electric and gas operations, respectively.   These impacts on expenses and NOI can be found on Mr. Weinman’s Exhibit No. __ (WHW-2), page 34 and Exhibit No. __ (WHW-5), page 26.
Q.
Does this conclude your testimony?

A.
Yes, it does

