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Recommendation:
Issue:

(a) a declaratory order adopting Puget Sound Energy’s classification of transmission and distribution facilities, as PSE has proposed such classifications in Exhibit A to its Petition; noting that the classification does not set a precedent for other utilities, and

(b) an accounting order authorizing the Company to apply such classification of transmission and distribution facilities in PSE’s accounts and reports to the Commission; clarifying that the classification and accounting treatment do not impact depreciation, as discussed in the conclusions.

Discussion:

On January 2, 2001, Puget Sound Energy, Inc. (“PSE” or “Company”) filed a petition for a declaratory order requesting the Commission adopt PSE’s proposed classification of transmission and distribution facilities and for an accounting order authorizing the Company to reflect such classifications in its accounts.

PSE states in its Petition that its proposed classification of transmission and distribution facilities, and the corresponding accounting treatment of such classifications in the Company’s accounts, is an essential component to the demarcation of the boundaries of this Commission’s jurisdiction and that of the Federal Energy Regulatory Commission (“FERC).  PSE states that such classifications serve the public interest by promoting greater certainty in regulation, and by avoiding regulatory conflicts.

The Company has done the proposed classification of its facilities by application of the seven indicators of local distribution promulgated by FERC in Order 888.  The seven factors applied are:

1. Local distribution facilities are normally in close proximity to retail customers.

2. Local distribution facilities are primarily radial in character.

3. Power flows into local distribution systems; it rarely, if ever, flows out.

4. When power enters a local distribution system, it is not reconsigned or transported on to some other market.

5. Power entering a local distribution system is consumed in a comparatively restricted geographical area.

6. Meters are based at the transmission/local distribution interface to measure flows into the local distribution system.

7. Local distribution systems will be of reduced voltage.

An explanation of how these factors were considered and applied is set forth in Exhibit B to the Petition, the Affidavit of J. Chris Reese, PSE’s System Planning Manager.  He concludes that PSE’s 230 kV (and above) facilities are transmission facilities and all of PSE’s 34 kV (or less) are inherently distribution facilities.  As to PSE’s 115 kV facilities, application of the seven-factor test, confirmed by his power flow analysis, caused him to conclude, with one exception, that they are distribution facilities.

Commission Staff has reviewed PSE’s Petition including the proposed classification of transmission or distribution facilities as set forth in Exhibit A to the Petition, Mr. Reese’s consideration and application of the seven factors, and his conclusions, as confirmed by his power flow analysis.  Staff believes these determinations are reasonable.  However, these determinations should not be construed to be setting precedent for other utilities.  With respect to the requested accounting order, Staff was concerned that the reclassification may impact depreciation.  After Staff’s discussion with the Company, it was clarified that this classification should not impact depreciation rates for individual property until such time that new depreciation studies are performed by the Company and approved by this Commission. 

The Commission called for written comments to be submitted on or before February 28, 2001.  Four parties submitted comments.  Puget submitted comments accepting Commission Staff’s suggestions in the first memo.  Avista Utilities submitted comments generally accepting Staff’s position, but indicating that the procedures used by PSE may not be appropriate for all companies.  Avista comments also lists many things the order is not intended to do, such as, the order should not decide issues concerning the formation of an RTO.  Staff agrees with Avista and believes that the proposed order clearly indicates that PSE’s proposal and method of arriving at their conclusion are not precedential. Two other commenters, Cogeneration Coalition of Washington (Coalition) and Tenaska Washington Partners, LP(Tenaska), took exception to the issuance of the declaratory order at this time.

The Coalition argues that this jurisdictional determination is premature, and that this decision may have significant impacts on the facilities that would ultimately be under control of any regional transmission organization (RTO) that may be formed, thus impacting the ease with which new generators can interconnect to the transmission system.  Tenaska argues that the current 115 kV lines in Watcom County are not currently functioning as distribution facilities.  Further, even if the Commission determines they currently are distribution, changes in Tenaska’s use of those lines will likely render that classification inappropriate.

Staff believes that FERC intends to give deference to state commissions on this matter, and it does not seem reasonable to wait until specific tariffs are actually filed in order to make this decision.  With respect to the effect on development of an RTO, Staff believes that this process will provide guidance as to what terms and conditions will meet the public interest.  Further, Staff does not believe that this determination should be premised on resolving all  RTO issues.  Staff believes that this Commission’s  determination must be made in the context of service to the utilities native load, and that this decision should be based on the intended use of the facilities as they are incorporated in the system today.  Finally, with respect to the pancaking of rates, it is important for PSE’s native load that PSE be allowed to recover costs of their system, this may require that distribution system costs used to connect generation to the transmission system to be charged for separately.  Staff notes that generation integration is subject to FERC jurisdiction.

Recommendation:

Staff believes PSE’s proposed transmission and distribution facilities classification is reasonable. Further, the proposed accounting treatment, consistent with such classification, is appropriate. Therefore, Staff recommends the Commission issue a declaratory order adopting PSE’s classification of its transmission or distribution facilities as set forth in Exhibit A to its Petition.  That order should qualify that it does not set precedent for other utilities and that the facilities classification is unique to PSE.  In granting an accounting order reflecting the classification of facilities in PSE’s accounts, the Commission should clarify that until a new depreciation study is approved by this Commission, the transmission or distribution facilities classification and its accounting treatment should not result in revised depreciation rates for the items so classified.

