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OVERVIE't~

Tke Wasl~i~lgto~l Utilities ai d T~•anspo~-tatio~i Commission (4VUTC or Coznrt~isszon) regulates
tluee ziit7esto~•-owned electzic utilities: Paget Sou~~d Pou7er and Light Coznpat~y (Puget), Pacifc
Power and Ligl~~ Coinp~iiy (Pacific},-and The '4~ashington Wate~~ Powe~~ Compar~.y (~VWP), It
also iegcilates four investoz•-owned gas utilities, Washington Natural Gas Con~~any ('4t~G},
Cascade Natu~•al Gas (Cascade), •The Washington 'Water Pai~Ter Company (~tiVI'~ and Nortli~~est
Natural Gas (NWNG).

The Co~~unissioiz leas cozasidei~ed tl~e methodology a~~d application of utility cost of service
sh~dies for a decade ai2d a l~atf, begrnning with an electric "generic" proceeding in C~~ise U-7~-
O5. In some proceedizags, tie Coi~~i~ission has rejected all cost of ser~~ice analyses, i~~ o#l~ers zt
has accepted a study "for the purposes of tlazs proceeding", and in ma~~.y cases it has accepted
some elements of a study but ordered changes i~~ otlxers.

Iii 19$7, tl~e Co~iui2ission accepted a specific natural gas cost of sez~vice x~1etl~odology, a;~d
re~Tised the a~~proved method in 1991. T~~ 1993, tl~e Commission accepted a specific electric cost
of service methodology. t~Jl~i~e tl~ase methodologies are always sut~ject to zevisioi~ in fi~tl~ze
~zoceedings, the Commission has given i~icreasii~gly. clear g~~ida~~ce as to 1io~~ costs should be
allocated bet4aeen citstoiner classes. Unlike some other coiaunissions,l #lie ~NTJTC has i~ot
adopted any ad~~~zt~ist~~ati~cJe Y~~~les guiding the pze~az~ation of cost of service sh2dies.

Tlie rnethoclologies accepted by tine ~~IJTC generally follow economic, ratl~ez• Haan engineering,
principles. Engineering-lased approaches suc~~ as "fi~ed/variabie" classiftcatio~~ in w1~icl~ all
fined costs a~•e treated as ctemai~d-related, "peak x•esponsibilit}~" ap~roaclies in ~~~l~icla costs
classified as de~i~and-related. are allocated a~~ the basis of a single peak load ~ZZeasuretnent, and
"mii~iu~uln system" rnetliods to classify signi~eaiit poi•tiozls of tine dzstributio~~ itafi~astruet~zre zs
customer-related Dave been consistently ~~ejected.

TI~e ~iupose of this exhibit zs to iciezitif~~ the key eleiner~ts of cost of sezvice analysis, anci track
tine history of Convnissioii decisianmaki~~g iii each ~~Zajoi area. It begins with a st~min~ry of tl~e
.most recent cosh of service methodologies accepted by t1~e C~xntz~issio~~, at~d them traces the
lustozy of major deciszazis ~~hieli ~~ltimately led to those r~ietIioc~s.

There c~u~ be Rio ce~•taiz~ty that past decisions will control fi~fure Caniti~ission actions, nog• Eliot
decisio~ss applied to one utility will be applied to other companies ~v~licl~ may lave diffe~~ent
n~i~es of resources, costs, and custon;ez~s. Tl~e Coz~~cnissiorz Iias ge~~erally riot required that ~•ates
di~•ectly follow t~ze zest~lts of cost shzdies, and has frequently cited other factors s~~cli as
gradualism, ~ezceptiai~s of faiz~t~ess, cl~stoz~ler impact, and economic conditions in the service
te~~~•itary as reasons to de~riate frofn tl~e results of cost of se~•vice studies in setting rates.2

See, e.g., 7o~~a Administrative Code, 199-20.10

See, e.g., Cause U--7~-05, Cause U-89-2688-T, Cause U-86-lOQ
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for eYlmple, ire 19$x, the Coznzx~ission specifically t~efereuces a "cazl~posite" of varying shidies
which it found to set the parameters of "~easoz~ableness." It fizitlier fouiad that a 10%confidence

~ raxige in tl~e relati~re revenue to cost ratios far each class "seems seaisible:"3

ELECTRIC Ct~ST ALLOCATION PRINCIPLES

Iu 1991, tl~e Caz~~~~~ission directed Puget Power, the state's largest elecf~•zc utility, to ale a
fevemie-neutial cost of service and rate deszgt~ proceeding.`' Puget convened a collaborative of
zts residential, co;~nereial, ai d industrial consumers; plus state agencies, low-income atl~~ocates
and oti~ers prior to filing, but in spzte, of considerable ~~•ogiess toward cansensus on some issues,
r~lti~natel~~ t1~e proceeding vas fatly contested. Tl~e Co~nmissio~i made decisions o~i ~najar iss~~es
of cost allocatioza as follaws:s

Px~oduetioit Pla~~t: Baseload genez~atiiig plant anc~ assaczated ex~ez~ses was classified
using the peak credit z~~ethod, iii r~~hicli the radio bet~veeii costs of i~ieeting peak demand
and t1~e total cost of a baselQad facility determines the pz~o~ortior~ of these costs to be
classified as den~ai~d-related. T1ie methodology x•esulted its 13% of baseload ~lat~t and
expe~~ses bei~ig classified as det~land-related, ~t~d 87% being classified as energy-~•ela~ed.

Peale Definitiali: The average conizibution of each ctaston~er class to the highest 200
Fours of system Load was used to allocate the costs wllieli are classified as dex~aand-
related.

Ti~ans~nission: Tratislnissioii plant and ehpenses were classified an tl~e saline nlannez• as
baseload ~roducfion ~~lant aril eY~enses: 87`Yo ~~~ere classified as energy-related and 13%
as dei~iand-•elated.

Distribution: 100% of the cost of poles, conductors, and t~•aris~oirners was elassifzed as
rle~u~nci-related, aiici allocated o~i tl~e basis of class non-coincident de~nai~d. Classes a~•e
sepa~•ated by ~Toltage, and ate allocated oiily those tykes of plant wliicl~ p~•ovide service at
the voltage at ~thicl~ they a~~e sertjed. 112eters and sei=vice comiectiaris ~i~ere classified as
X00°lo ctzstoriier-related, and aIlocatec~ an the basis of ciistolner count weighted by the
t}=pical cast of service coiinectio~~s for elclz class.

Aclrniitist~-ative and General: Aciininistratzve costs related to labor•, suc11 as pensiozls
and benefits, we~~e allocated oxl the basis of allocated labor casts..Otl~er administrative
costs were allocated on the basis o~total allocated O&M cost, including fizet a~lc~
purchased po~~ez. ,

Cause U-84-65, T11ird Supp. Qrc~er, P. 46

Docket UE-901183, Third Supplemental 4~der

Docket No. UE-X20499, Ninth Sup~lemenfal Order

~~
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ELECTRIC COST 4F SERVICE ~- TOPICAL HISTOI2.Y

Thzs section deals tivitli t11e evolution of electric cost of service inetl~odologies by t~jpe of plant or
expense. It is intended to co~lve}~ a sense of the periadic refinement of cost allocation
methodologies Uy #Iie Coiiul~tissian.

Tlie Corrmiission did nat use cost of service studies ~z~ioz• to 1981, Tn a generic investigatia~a of
electric ratei~~aking begun iii 1978 and concluded in 1980, tine Com~nissio~~ considered wlietl~ez•
to rely on marginal or e~nhedded cost of service a~~alyses, Co~nmissio~i staff, Puget, Pacific,
and tl~e lotiv-zncoine intervenors advocated se~~ez~al different €~~argicial cast n~etliods, while W~~P,
Industrial Ci~stoiners, and consumer intervenors ad~~acated va~•iolis embedded cost methods.
Tl~e Coxnrz~ission decided in favor of the use of an appra~ch rel~Jing on "forward-looki~~g
embedded costs" as tie basis fox• fiiture cost allocatio~i decisioils.b

Pt•oduction Casts

Tl~e major issue in aliocatiozi of prodiictiol~ costs is.tl3e classificatiozi mefl~od ~iseti for t1~e ~~ed
costs, #hat is, what part of tine costs aye treated as energy-related versus demand-related. Tl~e
more that costs ara classified as energy-relayed, the st~iallet• fhe prapoi~tion of cos#s allocated to
tl~e residential and othez• Iov~f load-factor classes. t~ second issue has been aver what a3ieas~~re of
de~~3and should the de~uai~d-related costs be spread. Using multiple peaks {eit~~ez~ ~~ultiple hours
du~•ing tlae ~~Jii~ter, or the highest peak demand in each of i~x~iti~3le zx~.aziths) results in more costs
being allocated #o steady-load industrial eustonaers tl~a~~ Mould use of a single peak.

Tl~e fi~•st co~~sideration of a cost of sex•vice study follor~ing tl~e generic decision iii 1980 was iz~ ~
Pacific Pai~~er proceeding zn 1981. There, the Compa~zy ~ro}~osed rise flf the Peak Czedit
methodolog~r based ozl the ~•atio between new leaking and caseload poti~~e~• pla~~ts. Tlie

Cotnnlissio~~ found tl~e Company inetl~od for classifyi~lg ~rodt~ctio~~ costs to be."responsive" a~ad
"acceptable" but clearly left t~~e dooz• a~ez~ to otl~ei• nzethods.7

Latex that STear, iii a Puget ~zoceeding, the Coizunission also accepted a sfudy ~~sing the Peak
Credit ~iletliod. Hoive~Ter, in res~o~ise to a pzoposal by Ii~terve~or.I~Tavy, tine Comn~issioil
clarified that the den~anci- •elated portion of fired production costs s~ioi~ld tie allocated based on
mi~Itiple peaks, rather than a single peak. While it accepted tl~e average of the 5 ~~inter nioilths
beak de~i~and ~~•oposed b3T tl~e Nav~r, it did z~ot preclude ot~ier n~~~lti~~e peak znethods.8

~i 1982, ~~WP pro~oset~ classi£~Ting alI productio~i fYed costs ~s demand-related, az~d allocating

these costs usi~~.g the "average and excess c1er7~~nd" z~letlzod. The Cainz~~issio~z rejected this

method, finding that:

Cause U--7&O5, Decision and Oi~c~er, P. 5

Case U-81-17, Second Sup~lemenfal Ozdez, P. 17

CauseU-BI-4X, Sixth Cupp. Order, P. 23

--~--
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The use of a fried/v~r•iable cost disti»ctiot~ sif~r~ly farts to trecou~at fot• the potive~~ str~~ly
neefls of the cor~r~aazl; ~vhrch u~•e ~t•eclotraij~arztly energy t~atlaef~ thorn capacrty.9

Tl~e Coir~missian directed WWP to prepare futnz~e studies using the Peak Credit me#I~od.

Later its 1982, Pacific Powez• agaizl proposed use of the Peak C~•ectit ~ZetI~od. It was op~osec~ by
i~idustrial intex•veno~•s. The Coininission ruled in favor of the Peak C~•edit inetliod, stati~~g:

~Il~. Schoe~7l~eck's~t°oposecl allQCalion on a fried/vaf~iable rrpp~•oadz rs r~ejectec~ bee~ra~se it
~UTIS ~O 3~ecognrze whether• gener•trtiar~ is constl~~.~cted, fot• baselora~l o~~~e~rking. ~0

T ie next refizie~i~ent of ~roduc#ion cost allocafioz~ methods ca~~le in a 1983 WWP ~~roceedi~~g,
~vlieze tl~e Company complied «~itI~ tl3e Coz~a~zussion's directives in previails cases fio use #lie Peak
Credit uzetliod ai d to allocate dei~~nd-related costs based on ilaultipie pea~CS. W WP classified
8~% of fixed costs ~s e~lergy-related,.and allocated tt~e 20%classified as demand related based
o~i the average of the 12 ~noii#hIy peaks by class. Tha Commission affirmed the Coulpany's
application of tl~e Peak Credit i~zetllad.~ 1

Ii1 a 198 Pacific praceedi~~g, the Co~nn~ission ~•eca}~ih~latec~ all of its previous cost of service
d~cisio~~s, reiterated its suppoz~t of the Peak Credit method a~~d rejection of fixecUva~~iable
n~etIiods, n~~d zestatec~ its preference for multiple peas for allocation of t~e~~~and-related costs.12

Izi a 1985 Puget proceedix~g, tl~e Colninission accepted a company study using file Peak Ca•edit
zz~etl~od.13

Ina 1986 Pacific case, tl~e Peak Credzt ~netliod was not contested. Testiino;~y focussed on file
allocation method for costs classified as dezz~anci- •elated, The Co;i~nission ordered fiituie
eYatl~ina#ian of airon-coincident peak nietl~ad for allocating the deinai~ci-related costs in Iight of
Pacif e's large off peak seasa~~al ir~•igation load.1`~ There has riot been a Pacific gezieral rate case
since 1986.

Between 1986 and l 993, tl~e Cominisszon dial not xender any substazztive orders dealing ~~ith
electric pzoductioii cost allocatio~~. A 1937 Pacife filing was witl~di~ativn, sevez~al cases «sere
settled by stipuiatiaii, and a 1989 Pz~get decision c~iscz~ssed later addressed oily distributiozi cost
allocation,

9 Cause U-82-10, Second Sapp. ~~•c~ei•, P. 36

~° Cause U-&2-I2, Fourth Supp. Order, P. 34

~ ~ Cause U-83-2b, Fifth Sapp. Order, P. 33

i2 Cause U--84-&S,~Third.Supp. Order, P. A4

13 Cause U-85-53, Second Supp. ~~der•, P. 59

1`~ Cause U-8b-02, Second Supp. Order, P. 39

--~--
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In 1992, however, following ayeas•-long collaborative effort, the Cozntnisszo~~ heard a revent~e-
nsuti•al rate design ~zoposal by Puget. This filing vas ultimately consolidated ~~Titli a general rate
increase fili~~g, but tl~e Commission issued atz ia~tez~loci~tory order in 1993 specifically addressing
technical issues of cost allocation, and gave very specific di~•ectio~~ to the parties on classifzcatian
and allocation of pradiictzoi~. casts,

The Peak Credit metl~.od was to be calc~~lated using a factoz• deveLaped by using oi~e-Ralf of tl~e
fixed cos#s of a simple-cycle combt~stia~~ t~~~•bine plus expected operating costs for.200 Hours as
t~~e ~zi~inerato~, and tl~e total fixed anc~ variable cost of a baseloaded con~bitied-cycle gez~e~•ating
~Iant as the denominator, iii ~•ecognition that even a sin~pie-cycle t~irbine ca~~. be used fog seaso~~ai
capacity exchanges, hydrofirming,.and otl~.er non-beak pi~r~oses. Tile Coi~unissioz~ agreed that
the highest 20Q peak Hours of tl~e yeaz• vas #o be used to deteiniine tfie cbntributio~ of each
customer class to peak deznand.~$
Tl~e WUTC •ejected pz~a~osals by indust~•ial c~isto~a~ers to attrib~ite 104°l0 of the cost of a si~~iple-
c}Tcle combustion tuzbi~~e to denaaz~d, and #c~ focus on a ~la~~•ower definition of beak tliai1200
Iioi~rs/yeas•.

Transmission Costs

Iii the early years of alectX•ic cost of service analysis ill Washington (1981--83), transn~issio~l costs
«Tere I~eavily contested. The Comuiisszo~~ seemed to resolve thzs issue ii1 fa~jor of the concept
that tz'ansinissioii costs shaitld be allocated ou the sai~le basis as p~~oduction costs. Campai~ed
with 100°lo del~~azad-based allc~catio~i of tratismissio~s costs, classifying a significant portion of
tr~lsinissiota costs as energy-related shi$s costs away from lo« load-factor classes onto higl~ez•
load-factoz• az~d off-peak classes. A 1985 Puget study v,~hich deviated from fhis approach was
aeee~ted by the Con~znission, c`iTiCl GallSet~ LlI1C~1'~c~1i1~7 as to the Coimilission's ~~erspective. This
issue i~ras decisively resolved in tl~e 1992 Puget p~~oceeding.

Iii a 1981 Pl~get proceeding, tl~e Conunissioz~ stated that:

7'r•ans~~arssio~a costs sl7oicZd not be~rll,}I alloerttec~ to ~lertrancl, bare sT~ocrlc~ Ue ~rlloc~~ted to
both e~~er~y ar~~l to ~lel~tat~cl. ib

The decision did not provide any zz~.o~•e specific guida~~ce on hazy sttcl~ an allaeation should be
~erfor~ned.

In tl~e 1982 ~GVWP pa~oeeeding, the Caznn~ission vas znora specific, stating that:

Clc~ss~ccrtiofz of'tr~crnsfrzis,sro3~ s,~~sterj2 cost shozrlcl be applrecl using the s~trne pr•inci~les fas
for~~~~odarctior~~lr~nt,.,.The ap~~'o~t'i~rte ~istia~ctio~a betit~een el~ergy frr7d ca~~ciry
clussific~ation is 3~e~~zote p~~od~.rctron ~~lant. Colzstr~uctiof~ of bcrseloa~' ever g}J facilities at

r~errtote loc~rtions c;•ec~tes a need fot• ly~ansi~rission. facilities ~vhic0a aj•e energ3~ f•athei~ than

is Docket Na. UE-920499, 9tih Supp. ~rc~er on Rate Design, P. 12

i~ Cause U-8I-41, Sixth Supp. Oder, P. 23

--s--
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e~rpacity cost r•elcrted, aid the classificutforz sd~outd be so applied. !7

In 1982, Pacific proposed a 100% dei~land-based allocation of transmission costs in 19 2, azld
was given the same gezier~l directive as V►'WE',!s

TI~is direetian, ~IOR'~VET, ~~aS SOO13 C~21'I~leCI. II2 I~g2, Puget #filed a ~roceedi~ig iii which
"generation-z~elated° transmission costs were classified on the same t~aszs as production plant,
usang the Peak Credit z~~eti~od, while "Iocat network" tr~nsmissiozz costs weze classified as 1~0%
demand. Citing and affiril~ing its p~•evious positions, the Com.missioz~ stated:

The Co~n~any rs ordeJ~ec~ ira its next jute case to present a cost of ser~l~ice study t1~at
COl)7~UZ72S ZI~SYCIIIj~ lY?tI1 tI12 CQt)?7117S.SIOt2rS CI77~ecli~Je f•elrrte~l to the allocation of
ff~a~~st~tissron costs. The Cotxt~~ission does l7ot intend that r•e~t~ote t~'Qi2Sltt1SS103~ COStS
should lie allocated d~fei•e~~tZy than tot~rl ir~rrnsjtzissia3a costs. ~~

This same di~•ective z3~as repeated in a W~~P decision i~~ 19&3.20

Ina 1984 Pacific proceeding; the Co~n~aazssio~~ reiterated that tra~ismissioi~ casts should be
classified oii tl~e sa~~ae basis as pradtiction costs, anti that remote tx•ansmissio~ costs should not be
treated ciiffezently fiozn oilier t~ansmzssion eosts.2l '

In 1985, tl~e Comulissiou clay lave reversed itself inadvertently on this issue. Paget presen#eci a
studSr in which ~•ei~iote trans~~lissiori costs ~ve~•e classified using the beak credit ~1~etl~oc~, ~s~llile
network tra~~s~taission ~~ere classified as 100% demand-related. TI~e Coimnissio~. accepted the
C0112~c~Tly's cost of service study for the ptuposes of that ~roceedi~ig, althot~gli it t~~ade iio direct
z~eference to airy specific treatn}ez~t of tra~~smission costs. 2

A 399 P~~get proceediYig also offez•ed little guidance ~~ith respect to transinissiol~ costs. Puget
again filed a study treating remote and net~~vork i~-ansmissioz~ difFerezztl~~, but t1~e Commrssiol~
decli~iecl tc~ accept airy of t1~e cost of service studies ~rese~#ed. The o~ii}~ e~irectiva in the ore~er
related to cis#ribution 

costs.23

lYlost recently, in tl~e 1992 Puget z•ever~ue-ne~.ifral cost allocation a~~d rate design proceeding, the

r7 Cause U-8210, Second Supt. Order, P. 37

i~ Cause U-82-12, Fourth Sapp. Order, P. 34

t9 Cause U-82-3$, Thizc~ Supp. Ordei, P, 31

2° Cause U-$3-26, Fifth Supp. Under, P. 33

21 Cause U-84-65, Third Su~~p. 4zder, P. 41

22 Cause U-85-53, Second Sapp. ~rdez, P. 61

23 Cause U.-89-2688-T, Thixd Sapp. Order, P. 7 Z
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Conunission gave very s~eci~c di~•ectioi~ uTith res~~ect to t~•ans~iiission cost allocation, statizag:

C013t13tISS7071 sStpf~s posrtiora co~~for•r~as with oir~• corztirzarrng belief that r~CIdSIP'TIJ1l~lOYi—
related" tr~ans~rrission lines c~~•e co~~sl~•ircted to deliver e3~ergy as it~ell cts to ttzeet~euk
demand. Tliars,. ive r•ecrffrf~r~7 that tr•afasts~rssro~z network costs sdzozrld be classr,'fzed as pert•tly
clr~iven by demand and ~~~~~tly ~ij~ ener g}~, azsing t1~e cr~~arovec~ Perk Cr~ec~it rcetio.2~

Distribu#ion Costs

The ilzajor contested issue iYi distriblitiota ~~laut allocation leas bee~a over t11e n~etliad used to
classify and allocate the basic distribufion iilfrastr~~ctuz'e -- poles, primacy and seco3~daYy
dis#ribi~#can lines, and Iine trailsfaz~i~~ers. On several accasio~ls, utilities and i~iter~renors
z~epresenting large ttsez•s lave advocated the "Zero-Intercept" of "Minimum-System" n~etliods, by
ivliich 50% o~~ more of these costs axe classified as custot~ier-related. Tlie Con~tl~issioz~ has
~e~eatedly rejected thzs ap~roacli, instead adopting the "S~sic C~rstazi~ez" n~etl~od by wi~ich o~zly
service d~•ops at~d ~~xete~•s are classified as ctistorner-related, azxd #lie re~~laiiiing clistribt~tiaz~
ilifrastruclt~ze zs classified as derna~xd-related.

In Cause U-7$-O5, t1~e generic •ate design proceeding, WUTC staff pro~~osed a ~~~arginal cast of
service ~z~etl~odology zvhzcli ~~~ou1d entirely ignore so-called "customer costs," including those
associated with the disfzibution ii~fiastz•ucti~xe. Tlie logic at #hat #ime was that marginal energy
cos#s were sa Ynucli Iiigl~er t~iaz~ avez~age energy costs, azzd were ~ t~aidable if custai~iers used less
er~e~•gy, #hat z~tes should be designed to focus first ox~ moving energy rates t~~ to marginal cost.
That proposal ryas rejected iu favor of the i~se of embedded cQSt of service 

ai~al~~sis.25

Begulniz~g ix~ 182, ttie Con~zxaission began exami~~ing the dist~~ibutiox~ infrastl°~ict~tr~. Iu a ~T~rV~'
proceeding that Near, tl~e Co~z~pai~y advocated ~~se of tl~e minimu~i~ s}'stein method. Relying iii
part on Bo~zbriglits rejection. of tl~e minitnuizi system ai dzero-intercept i~~ethods26, a la«~-income
itztez~~lenor recomine~~ded that t~~e distribufion infiastructure be t~•eated as "u~~allocable" a~it~
distrib~ited among classes on ~t~ke basis of enexgy usage. Bot1i n~etiiods r~+ere rejected, but the
Cozncnissiaz~ stated:

Altlaaugl~ fhe Cot~~t~~issiorz rejects t1~e cr~~t~ocrcl~ suggested by PO~VE1~, it is rzot pe~~sarac~ed
that the rrri~ziJ~~zrrn distr•r`bzrtron. systeraz ~ne~1~o~~~f~ese~7te~l by t7~e cr~3~~~cr~~y is totally co~•rect.
In the co~rapat~y`s next stird3~, the ~of~~mission ~s=ill ~~e~ltrir~e f ar•ther evidence cor~cer"117t2~

the rtaetl~odology for allocating ~rf~d classafj1ir7g crrstorazer• cost 
27

Also i~a 1982, in a Pacific Power p~•oceeding, a different witness for the sane cansu~ner
intervenoa• ~ro~t~sed consideratiazi of the Basic Custamer ~nefliodology. The Cointi~ission stated:

z`~ I~ac~et No. L3E-}2t~49~3, Nil~tll S~xppleznental ~rde~• on Rate ~esigz~, P. 1 Q

25 Cause U--78-OS, Decision acid O~•der, P. 5~

25 8011~IIgI1t, Principles of Pitl~Izc Utzlity Rates, 19b1, P. 347

z7 Ouse U-~2-1.0, Second. Supp. Order, P. 37

--7__
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r~ftef• exte~tsive ~f~esenttrtio3zs, the Coriztrti~s~sion is aivcrr•e thef~e ar e r•eset~vertio~s abazrt tF7e
valydr`ty of each of the rr~etlzodologres, l~rrt c~esrres tl,~e. oppol•t~rnity to exarraine applications
of bath frretl~ods in silnila~• circiattzstc~~zc~s to detet~tnine 3~vl7ich rna,~~ be the ar~~at~op~•iErte
method fot• r•atenz~rkrng parrposes.2s

The Coxnz~zissiaii considered More tletaited ~rese~~tatzolis on the ~~roper way to classify and
aliocatzon distribution infrastz•uctux•e casts in subsequent proceedings. Iii a 1983 W WP
Z~roceediiig, tl~e Commission c~ecisively~rejected tl~e zez~o-intez~ce~t and minimum system method:

TI12 COy11tJJISS1011 3•ejects the cort~~~atiy`s use of ~t12e zef•o-i~~tet•cepf f~zethocl. Tdae trtrt3iitzirftz
systerri ~tiethoc~; of tivhrcl~ t7~e zero-i~rte~•cept f~~ethod is a v«r•iant, is ~~Iso t~ejected. Both
trtethods «re Zrkely to lead to the double allocrrtiorz of costs to t~eside»tial custot~aers crtzEl
o~7er~ allocatiof~ of costs to lo~v zrse ci~stot~~ers.24

Between 19845 ar~d 1992 tliet•e ~veze a,nu~~~ber of ~~oceedi~igs in wl~icli the Cozn~nissioz~ rejected
all cost of service studies, accepted settle~ueilts on rate spread between classes, oz' made z•ate
spread decisions based on fhe i~az~ge of sftidies piesei~te~. This was a period when fl~ere were
i~iajox• z•eveuue ai d polic~r iss~~es~be;fore the Comii~ission incl~zding recovezy of abando~~ed }project
costs (Skagit, WNP-3), and restai~ctuz•ing of power• cost recovery inecl~anisms.

One impoz•tant inefhodological deciszozz an distribution pla~lt cast allocation ti~as i~icorpo~•ated iai
a decision its a 1989 Puget proceeding;

In this curse, t~~e o~zly c~'it•ectr~~e flte Coytt3rtrssio~a will give t•egardingfutu~~e cost ofse~°vice
studies rs to t~e~~ecrt its rejection of tyre incl~lsro~2 of the costs of it naijaitnirm-sized
dist~iUz~tio~z systetjz aj~zong custot~zet~-related costs. As the Co~ritnrssrora stcrfec~ ira p~'EVTO2dS
o1•det~s, the nzinitriuttt systersz js~ethoc~ is likely to lec~c~ to the dozable aXlocatiotz o~f'costs to
r•esider~ticrl cttstot~tet s trnd o~~et~-allocatiofa. of casts to lotiv-use czrstofner•s. Costs such us
meter f~eadin~, billing, tl~e cost of rnetel°s ar2d .se~•vice drops, are ~~ro~ej•ly cr~tr~i7~artuble to
the 3rrcrrginr~l cast of servi~ag Er sira~le ezrstomej~. The cost of a ~~rini~~tcr~rr size~'systefrr rs
raot. The ~a~~ties should Trot use the.~~tit~ir~zartra s3~ste~~a a~~roaelz i~~ fut~~r•e stt~die~.3a

~n light of t~~is decision, iii 1992 Puget proposed t2sing the Baszc Customer method to treat doles,
towers, fixtures, concli~it and transformers as demand-~~elated {az~ approach tl~e Corntnission lead
rejected w1~ei~ proposed bsT an i~rterveY~or iz~ 1982}, ~i~d fo classif~~ service d~~o~s ai d meters as
customer-related. P~~get indicated thaf, wlaile it pz~efer~~ed tl~e ininimuzn syste~~i method, it
considered the Basic CustaYner method zeasonable given the developrzleiit of a mechanistli s~hich
decoi~pled Puget's profit aaiargins from sales volumes in a 1990 }~ioceedir~g:

Despite the unarnbig~~ous direction in the 1989 Puget proceeding against use of a inii~iz~unl

28 Cause U-82-12, Fourti3 Supp. Chder, g. 35

29 Cause U-83-26, Fifth Supp. Orden, P. 33

~° Cause U~89-2&$8-T, Thud Supp. Orden•, P. 71
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syste~l~ ~netl~od, parties re~~zesenting large-~c~alr~zne users dick aci~~ocate tl~e t~se of the ~ninixnuz~~.
system metl~oci in the 1992 Puget cast of service and zate desig~~ proceeding. The Co~1u~lissio~~
agaizl x•ejected this approach, with even greater emphasis:

The Cor~7rfzisszon finds t~2~rt the Basle Czastat3rer• method r~epr•ese~2ts a ~°ecrso~zcrble
c~p~r~oach. This f~~etlrod slioailcl be acsec~ to analyze ~istt°ibutio~a costs, ~~eg~rrc~Iess of the
presence Qr• absei7ce of a decozr~lrr~g trzecha~~isrrt. I~Ye agree ~f~itli Co~~ttl~issio~z Staff that
p~•opo~sents of'the Mir~i~ttu~3i Syste~~t a~~vr•oaclz have oszce ugcri}~ faded to ~tns~vet~ ct•iticisfrts
th~rt Ira;le led z~s to re~ ject this upp~~ocrcl~. ita tdae p~rsl: ~i~e direct tl~e ~rt~~tres ~zo~ to pr•o~ose
the Mit~if~~ut3z Syster~z a~~~~f•ocrc}~ in. the firtur~e ~rt~Iess technological changes in the attililj~
rndzrstry emerge, just~i~~g f~evrsecl pr~o~osals.3~

In this case, l~a~~ing classified the bulk of the distribution infrastructure as det~~and~related, the
Con~zx~isszon then approved (witl~aut con~~ent} a methodology Zv1~icl1 allocated tl~~se dzstribittit~n
des~zand-related costs based on tl~e ~ZO~-cai~lcident demand of each class using plant at the
relevant voltage levels.32

Adininistz•ati~~e aid Genez•al Costs

Aliocatio~~ of administrative and general (A&G), cas#s has been cantested on n~~ilierous accasioYis
before the Co~l~issioi~, in proceedings fi~oni i9$2 forward. 'I'he author vas enable to identify a

single decision iii which the Co~n~nisszoi~ ~~Zade spe~i~c ~iudii~gs z•egarding the a~~p~•o}~riate.
z~~etllfld to allocate t~iese costs.

The oixly decisio~~ which cats be co~istrued as p~•atTidi~ig guida~~ce in this regard is the acceptance

in 1993 of Puget's cost of service methodology vrith specific z~~.odifications zegtiesiec~ by the
Conl~nission. Its that proceeciiz~g, '«get pro~ased (and the sfi~dy reques#ed by the Conimissioii

dzd rzot modi~7) ail allocation of most A&G accounts ozl the subtotal of O&M e~pezase, except
Z~u~~cl~asec~ powez• ai d fuel. Cextaiil acco~~~~.ts were allocated differently: Property Iiasurance vas
allocated o~~ the subtotal of Plaizf in Service; Injuries ~c Damages anc~ Pensia~s &Benefits ~veze

allacated oza tl~e subtotal of labor e~pezase; Franchise Req~~ire~nei~ts tivere allocated oil air ~nez•gy
basis; ai d Reg~zlatoz~y Coirunissioz~ Expense eras allocated oz~ the basis of 

~even~~e.33

G.r~S COST ALLOCATION PRINCIPLES

Tl~.ere is not zzeat~ly the lez~gtlzy history fay gas cast allocation as is ~~~esented above for elect~~ic

COSt &IIQCc~~iflIl, as there are ot~}~ t~vo decisions by the Commission setting forth guida~~.ce for

acceptable cast allocation ~3letliods. The frst is the 1986 Cascade proceeding, Cause U-86-100,

where the Coiru~aission adopted t ie ine#~~odolagy S~~' ~Ol'tll ~3~' Stc'}~f 1I7 all ~YIlIbIt O~ GO11Sll~taTlt

~ I Docket No. UE-920499, N~infh Su p. Order on Rate Design, P. 1 i

~2 Docket No. UE-920499, Ni~ith Sapp. Order on Rate Design, P. X 2

33 Docket No. UE-92;2,62;-Revised Response to Bench.Request No. 515-e
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Kimberly Herbig (i~lodified to reflect a .l 00°/a coiiu7lodity allocatioia of pipeline demand charges
prapased b}~ Public Coi2nsel). The second is a W~~~ pzoceeding, Cause tTG-901459, ~uheze tl~e

~•~ Commission adopted the me#hodology set fortis by Staff in an exhibit of Jol~i~ Btzsl~ell.

Iii 1986, Cascade Natu~•al Gas Compar~~~ filed a general rate iz~c~•ease. The parties settled the
x~evea~t~e requirement paz~#ioii of the ~ioceedi2~g, bait could ziot agree on cost allocation principles.
The Company pzoposed a peak respo~isibilzty l ~iiitumuin syste~~1 method. Staff and ind~~st~•ial
itita~•vei~o~•s ~raposed a method which was coinzziodity-weigh#ed except for fired changes frot~~
the pipeline. Public Counsel proposed a i~~ethod similaz• to that advocated by ~#aff, but with a
cQirunodity-based. allocation of ~~ipeliaae fixed e~~arges as well. After exte~~si~~e I~eari~igs, the
Caxuiziission adopted the methodology proposed by staff, ~~ti#li tl~e modification to pipeline fixed
costs p~•oposed by Public Counsel.3`~

In 1990, #lie Washiz~gtc~n Water Power Co;n~a~~y #fled a gas cost ~allocatian proceeding as dart of
a proceeding in which it reconfigured gas tra~~s~oi•tation service. Iai t1~at praceedzng, the
Commissiai~ a~~ro~jed a ~~~odificatioii to the methodolog~~ it had relied on iri Cascade, by ~~rlucli it
specifically separated "upsfieam" gas su~~ply costs from "do~vnstrean~" {~IStl'lbtl~l031 COStS.3S

In many ways tl~e ~~rWP deczsion ~~Tas a refinement of the Cascade inetl~odoiogy. C~iazlges ~~Tere
i3~ade to tl~e allocation of baseload gas supply cos#s, storage costs, a~~d adaninistrative &general
costs. The ~najar issues resolved in these ~roceedizags were as follows:

Production: All baseload gas supply fixed costs in Cascade were treated as coz~ul~odily-
related costs; in W~VP this was refi►aed to 90% coz~it~~odity and 10%demand. Peak
demand is ineasuz•ed by a irniiti-~,~ear average of sustained beak demand.

Tz'c7I]SII11SSifli1: N~1t~1~T C3SCat~~ PLOT ~~VJP ~~aVE c~Ily S1~I11~1Catlt c~I1101Ii1~ £3£~?lailt iTl the
transmission accounts. Iu Cascade, t~l~ 4ll~y h~ausmission plant was directly assigned to
an individual class. In '4VWP, it vas included iii #lie distz~ibutian pl~t~t accounts.

Distribution Mains: In t~otl~ Cascade and WWP, investme~~t iz~ distribution inai~~s vas
classified as 25°lo coincidez~.t den~aud-z~elated, 25°10 Holz-coincident deznanci-related, aald
5Q% commodity-related. In Cascade, ~chtat peak demand far tl~e test year was used to
allocate cietnaud-related costs. In W'4'VP, the demand-zelafed costs we~~e allocated based
on the 3-yeaz~ average of 5-day sustauied beak deinaiid.

Meters and Services: Ili both proceedings, mete~~s axed services z~Teze classified as 50%
custo~~~er-related, 2S°lo deinancl-related, acid 25°lo co~n~noc~ity-related. Pxo~~osals by the
companies to classify these as 100% ciistotner-related weze •ejected.

Administrative and. Gex~ei•al Casts: ~i Cascade, A&G costs uTez•e allocated basest on
to#al e.~~ez~ses by class, including the cast of gas for ail classes (sales and t~~anspo~-tation}.

3`~ Cause U-8&-100, Fourth Supplemental Orden, P. 1 ~

3s Docket Na. UG=901459, Thud Supp. Order
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Iii WWP this was ~~e~necl to reflect t11e avail~~ility of f;•a~lspo~•tafioii service. Labo~•-
related A&G cosis (pensions and be~ie~its} were allocated based on cii~ectly allocated
labor• expense; plant-zelated t~&G costs (pz~o~ez•ty inst~zat~cej were alloca#ecl based oi~
directly-allocated plant costs; all atlier A&G accounts urere allocated 50% based are
throughput, and SO°~o based on D&M expense aflie~• #li~ii purchased gas cost.

Tl~zee other ~roceedi~~gs considered -- bi t did not resolve -- cost of service issues. Tn a 198b
WNG t~•acker, t~~e Coz~ipa~zy ~zo~osed a reallocation of costs based on a cost of service stud~~.
The Cozmnissia~~ rejected tl~e co~zce~t of reallocation ire a trackex without addzessing s~3ecific
issues of cost allocatio~i.36 t~ 1988 W't~rP proceeding included a Coinpaz~y cost of service study
using a methodology diffe~•ent t1~an the Cascade n~etliodalogy. TIie Conunissiai~ aejected that
methodology, reaffirming the Cascade clecisiaz~.3~ Finally, ix~ a 1992 ~~~~G proceeding the
Conuizissiozi rejecfed all of tine cost of sez•vice studies. it also rejected a r~.te s~3reac€ ap~~z•aaclz
based ~~poxl a Company-ldvocated cost o~ service inetlioctalagy, and accepted tl~e Staffs z-ate
spread proposal which in tutu was based ~ipoi~ the Cascade/WWP n~ethodologies,3s

GAS CAST OF SERVICE -~ TOPICAL HISTORY

The only differe~~ces bet«Teexl Cascade and ~rWP related #o the treat~2e~rt of baselaacl gas supply
costs, the inclusion of storage as a separate category of costs, az~d tl~e znet3lod used for allocating
administrative and general costs. Hoti~~ever, tl~e z~iet~ZOds proposed originally by the two utilities
tivere very ciiffere~~t, az~d tixe znazu~ex• i~~ v~~l~icl~ tl~e Co~nz~iission addressed those proposals is
perlla~s of greater iznpflz•tai~.ce tl~at~ t1~e minor changes izl the results.

Pz•oductio~~ Cysts

Iii the 1986 Cascade proceeding, t~~e Coti~pany ~~~•o~osed to classify pipeline ODL-1 D-1 detnan~i
charges ~s de~~iand-zelatec~,.~vl~ile D-2 az~d coa~nnodity charges ~~ere classified as comrnodity-
related axed allocated oz~ a tluoughput basis. At that time, separate tt•ai~sportatio~i service teas ~~.ot .
ge~e~-ally available. Public Counsel argued that tl~e Coi~ipany was zz~. capacity surph~s aa~d that
therefore all i~aseload gas sup~l}~ ~~ed costs {at that tizz~e, ODL-I Dema~~d Cli~rges) sl~ot~lc~ 1ue
classified as can~nodity-related and alloeatec~.over all fl~~•oughput volumes includins
#rans~ortation., The Cortunission stated:

r~fter~ ~r. 3~el~ie~t~ of the cost of se~~vice stredies subrrrrttecT, tl~e Cof~z~~tissro~a fi»ds ft~ost

3•ecrso~lcrble tfre [StcffJ Jolarzsor~/~Ierl~ig stud}; ~a}ith otze i~2odifrecrtiosa. The tf•eatrtzer~t of L~-

1 costs s~rotrld be rt2oclrfrec~ to conforrji ~vrtlz tlae position of ~u81ic Co~i~7seX. ThErt is, D-1

costs shoi~l~l be sli~st~e~l fey atl classes thtrt rise gas delive~~ecl tl~~•oYrgdz the pi~aeline,.

3G Cause U-86-11'7, Third Sup~leiilental Order, P. 6

~7 Cause U-$8-2384-T, Third Su~plelnental Order, P. 35

3s Docket No. UG-920840, Fourth Sapp. Order•, P. 34; P. 42-44
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incl~t£Izng r'nte3°t•u,~til~Ze custo~~ier"5.39

Circumstances were difFerent in the 1990 ttrWP proceeding, as W~TP had reduced its beak,
demand on the pipeline, a~~d did not attempt to i~~chtde excess capacit~j in tl~e overall cost
allocation scheme. However, Wt~jP clid propose to classify those pi~eiil~e clelnand charges it dick

include in rates as 100°/a de~~iatxd-related.

Staff proposed instead to use the egi~ivale~~t of the Peak Credit methad long used iii the electt•ic
iz~dustky to classify these demand charges, 1v~3ereb~T only the po~•tio~i of deina~id charges equal to
the #"axed costs associated with a peaking zesattz~ce would be (rented as demand-zelated.. It
~z•oposed that 90% of these costs be classified as coininodit~~-related.

WWP paoposed to allocate pipeIiz~e dezz~az~d charges based an the single cold-daSF }peak
e~periencec~ o~~ Fe~ru~iy 2, 1989. Public Coi~nsei objected to fhe single-day peak det~rl7~inafioi~,
argtFir;g for amulti-day definitio~~ of peak demand.

Tl~e Comn~issio~~ accepted flee staff cost of service approach, but orde~•ed the use of a S-day
sustained peak, averaged o~Te~ three yeazs,~as the i~asis for assignment of those costs ti~~~iicl~ we~•e
determined to ~e peak-related, stating:

The Cot~r~~iissron •ejects the cotrr~an3~'s pyo~os{rl to allocate c~emanc~'-t•elated costs on the
basis of a single peak d~ry..4 figzrr•e rrvel•~rgi~~g .rever°al r~rrys for' sever~crl yeap s rs r~iof•e
Zikely to E~~~oic~ ~nic~e ,sjvi~ag,~ from year to yecr~~ dzae to 2rmtsual ~s~ecrther conditions that n3~e
zrnlikely to occatt~fregz~etztly.Q°

Stor:~ge Casts

Cascade did i~ot owe any sto~•age ~~lazit at the fiii~e oftl~e 1986 p2~oceedi~lg, but did ocvn some
propane-aix• facilities; these ~i~ei~e exchided from ~•afes as part o~ tl~.e zevemze regiiire~nezit
settleii~.ent in U-86-100. T11e ~i3~ounts «sere siziall aiid ciid riot materially af~'ect the results.

~jWP owns oiie-third of the Jackson Prazt~ie storage facility, and indicated that it used that plant
for balai~ciiig, seasonal cost-sliavi~~g, a~~d other purposes. ~n tl~e ~~Jti~~P case, tl~e costs of storage
mere ciassif~ect by the Coin~any as 22.73% deitiaud-related and 77.27°lo coi3~a~odity-related lased
on the xatio between the average in~niber of days of expected it~terz•i~ption of inter~-~~ptible
customers and the starage capacity of the field at inaxim«~n daily dispatch. Staff su~pazted this
classification, but fay c~zf~ere~it seasons. 'I'lze methodology was accepted without specific
comu~erit by the Conunissian.

Tl~e dez~~ax~d-related }portion of casts wexe allocated by WWP solel~T to fittn sales customers; the
eati~noc~ity-related poz~tion v~Tas allocated to all sales se~~~ice but ~~ot to transpoi~tatioii cc~stoniers.
~~jitl~ ttze e~ce~tion of the definitzoi~ of "peak" discussed above ttndei• Productian, this was also

3g Cause U-86-1 Q0, Fouz-~h Supp. Order, P. 11

`~Q Docket No. UG-X01459, Thud Supp. Order, P. 8
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accepted by tl~e Co~i~nission ~vitliout cammer~t as well.

Distributioa~ Costs

In Cascade, tlae Coi~~~iany proposed to t~se tine minitnuin-systez~~ ~netllocl tg classify dis#ri3~ix#iaz~
~naiiis beti~=ee~i de~i~and an~i customer, resulting iti 53°to of these casts c~assifieci as denland-
relateci at~d 47% classified as eustoiner-related. Staff ~~roposeci classificatiQ~~ 25% on the basis of
coincident peak, 25% on iron-coincident peak, aaici 50°10 cornnzodity. I'Ol' Ill£~BYS and services, t~~e
Company proposed a 100% customer classifcation. Staff pzo~~osed classifyi~3g n~ete~•s aaicl
services 2S% cc~mtlioc~ity, 25°la non-coincide~at beak, a~~d 50% custouie~•-zelated. Tl}e
Con~~~~issian acce}~ted the staff study without s~eeific con~niez~t ota this issue.

In W~VP, tl~e Company proposed ctiz•ect assignment of dista•ibution plant to large vol~~n~e
et~stoine~s, ivitli tl~e balance classified as c~ezx~a~~d-xelated, auk ~lloc~ted on t~~e cold-day peak
cieseribed above ~~ncIez• P~•oductio~i. Staff proposed cozy#iz~iiatioz~ of the Cascade u~etl~odology.

Tl~e Coini~lissiQn rejected the direct asszgzunents ~ro}~osed by tl~e Cozi~~az~y, stating:

.t~er~~ovi~~g c~~ad dit~ecttjj crssrg~~irzg pla~at o3~ly fot~ ra select grAo~r~ of eaastot~~er~s 3~~ith lo~ve~~
costs is nat co~zsiste~~t ~vilh the etnl~ecl~le~l cost class crllocatiof~s zr~2~ler•lyi~~g the rest of the
co~r~par~y sttttlj~. As clesej•ibed by Public Counsel ora bt•ief, direct r~ssigj7r1~e3zt co~cld be
cor~sidet~ed to lie cost-Uased only f it ~vei•e applrsd to tl~e entif~e utilii}~ j•atlzer• tl~rrn to one
customef• 3nit7i corli~etitz~~e alterruatives.`~i

In acceptzzig the Cascade ulethodolagy for• allocatiai~ of.distriUz~tion plant a second tizize, tlae
Conunzssion took ~~otice of one piece oftestit~~oz~y ~~~liich it foot~loted:

As discussed Gy co~~l~Jay~y witness Cllr. MitcJ~ell or1 c~~oss-e~:crr~~rr~atro~~, iy2crecrsing the size
of a ~r7tti~a ~y 1 t10 times increfrses tl~e cost bJ~ cr ftrctor• of less tl7rn~ three ti~:res.42

I~~ tP~e bad~r of the decision, tlae Commission #lieu stated:

AZt1~oz~g17 the company pf•ovrded engi»eerz~~g testirnorzy a~io~rt tl~e desiga~ of drstrr~iutio~~
systeltas, this i~rfor~nar~ti~~3 does not lecr~' ~rir~ot~ar~licalZy to the co~f7paY~y's co~7clusiot2s. 7'Ire
C4St Of Ct P72C1117 CI42S 110f T32C3•ec~se ~f~apor'~101?ftlZ~ CdS ITZB S7Z2 O~fI92 t)7QIt1 lS 111Ct~etrsect. TI~e
syste~t~ ~vrrs b~arlt to delive3~ gcrs darl~>. ~'ost-of set•vice~a~alysis t~~trs sl2ozcld t•eflect t17e fctct
tdz~rt fixed costs are irxcur•l~ed for tl7e coj~r~~~ny to delive3• gus year-3•outz~, not just ot~ a
peak c~~d~~. TI~e Stt~~f',s crllocatrofa pj~opos~rl recognizes tl~rs.~3

I~~ Cascac~~ az~cl WWI', tl~e Co~i~~zissioli ~.ccepted #tae ~x~etl~odolog~T for ~11oc~tian of ~istributioaa

`~I Docket No. UG-901459, Third Sapp. Ozder, P. 7

~2 Cause UG-901459y T~11TC1 SLI~~3.O~~der, P. 8

`~3 DocketNo. UG-901459, Thud Supp. O~dex, P. 8
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costs pro~~osed Uy Staf£ fii ~ 1992 '4~jNG ~~roceeding which was proposed as a race ii~cxease, but

{ ultii~~ately resulted in an ovexall •ate decrease, staff proposed t1~e sai~ie znetl~odology, ~vl~ile tl~e

Company pz~esezzted a peak responsibility / iz~inimuni system. based study. Public Counsel

supported the Staff :naetl~odology, but presented a sepaxate stixdy on calci~Iatioa~ of customer• casts,
tivhich~inchided 50°/o of inetei•s, services, meter reading, billing, acid associated A~~G expenses as

custon~e~•-related.

The Coinn~ission rejected all of the studies in the proceeding, zn large .part because they did not

sepa~•ate transportatio~i costs fram gas supply costs, but fhen spread rates betvYeen classes based

generall~~ on the approach proposed by Staff: The Commission dick provide guidance on one
issue iii the WNG }~roceedi~~g, the determinatio~i of tl~e level of custamez~-related costs:

The reduction to residetatirrl r~~ttes shoarld Ise egr~al to the s}~stetlz crver•r~ga, ~t~ith the
l~ec~irctron frr~st c~pglred to r•edzrce the custo~rier• c~a~tge front 54.51 to X4.00, ota the I~asis of
Public Coz~nsel's cast at7alysrs. Any fut~t7~ej• ~•edriction sT7oz~lc~ be applied to the
corPatfaodity f~crte. ̀~4

Ac~~uittistrative and Genez•aI Costs

Ac~minist.rative anc~ genez~al costs ia~ere lxeavily contested in bot1~ the Cascade and ~~VWP cases. Its
both ~~•oceedings, tl~e Con~i~iission decided to allocate about half of A&G e~~el~ses on the basis
of tlu~oughpi~t, anti about half on the s~i~total of iron-gas O&Rj1 costs, but used different inefhocis
to reach the sable end.

At tl~e time of t1~e Cascade case, cost of ser~~ice for all classes was can~pz~ted iii a mar~~er which
included gas sup~l~j costs. Tile Com~3an}T proposed to allocate ~-1&G costs oli the subtotal of all
O&M expense for each class, less purchased gas cost. Given the Company's n~inz~ni~z~a-sysfem
distributiai~ plant classificatian ~~lathadology, this effectively resulted in the classification of
t~iese costs as about ~°fo coinmodiiy-related, 20%o demand~related, cud 76% ciistoz~~e~•-related.
Staff ~roposet~ that A&G cflsts be allocated on tl~e basis of the subtotal of all O&Ivf expenses
incluctizz~ gas costs; t11e net effect of Ellis is #a classify these costs as abatzt 70% comn~odity-
reIateci, 15°lo demand-related, and. 15°/fl cttstoiner-related. Tl~e Coilunissioii 1ece~ted the staff
proposal witliottt specific coxmnent oii t1~is issue.

In t~~~~~P, gas casts ti~Jere not i~~cluded in flee calculation of cost of se~~vice fog• flee Transportation
customers. ~Tlae Cax~~~at~y pzo~osed a different appzoact~ fro~zi either that advocated by Cascade
ar adapted by the Coinmissiot~, altoc~ting mast A&G costs o~~ tl~e basis of t11e subtotal of labor

expenses allocated to each class. Since the largest component of lal~o~• on a gas s~~stem is i1let~r
1•eadialg and billing, this appraac~i also resulted in the vast majority of A&G expenses being
effectively classified as ct~ston~ez•-related. Staff pro}~osed that the Coin~~aiiy's labor i~iefliod be
used #or tl~ase A.&G casts 4vllicfi are di~•ectly iaboz•-ielateci {pensio~ls and benefits), that property
insu~•ance be a~loca#ed on the basis of allocated plant, and that franchise and regiilatoiy expenses
3~e allocated an file basis of reve~lue. Staff allocated the reizlainilig items, which ca~~stit~lte the
majority of A&G expenses, 50% on the basis of tht•augi~pi~t, atxd 50% oz~ the basis of total 4&I~i
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less cost of gas by class. since gas costs were abort 54% of total O&M on tl~e Cascade system,
this z~lethod produces very similar iest~its to tl~e inetl~oc~ accepter# by the Coniinissian in Cascade. -
Tlie Cozni~~zssion accepted the staff proposal witi~aut s~~ecific comment an #his issue.

SUMMARY

The discussion above seeks to capsuiize a decade and a half of Coiluliissian decisions on electric
and gas cost altocatzoz~. By doing sa, ;7iajo~• elements of testimony a~~.d exhibits conf~•ibutiilg to
those decisions laas been passed over very iigl~tlST. I~~ these deczszo~is, the Co~~znissian has been
fairly coz~sisteiit on several issues. ~`ix•st, "cash of service" is oily ane of many coz~sidex`ations
~~Ilich gc~ i~ita •ate sp~•ead ai d z•ate design deczsio~is; issues s~~cl~ as customer x~~~~~act gradiialisiiz,
pezceptiozls of equity azad fairness a~~d otf~er facfors a;e given weight as weIi. Second, facilities
used thtaugliot~t the Sear are to be allocated axnang tl~e classes painiarily oz~ measures of annual
usage.. Tl3ircl, the definitio~~, of "custot~~er costs" s1~oi~ld be very narrow, c~ealifig only ~~=itl~ costs
such as xt~eters acid meter reading which rise ai~c~ fall with tlia ililmber of custoiiiers, and do riot
include tl~e distrib~~tion infrastruct~~re fQ~• either electric oz gas ciistributian systems.

Tlie au#hor has attei~lpted to be objective iil p~•esentizlg tt~e results of ti~ese proceedi~ags, at~d any
subjective com~~~eY~t or selecti~~e cita#ion is solely the responsibilif~T of the ai~tlior. The fiili .
testimony, exhibits, and ba•iefs for each of these cases aye available fo~~ review in tl~e WUTC
az•chives, The fiill text of eaci~ order is available fi~o~~~ the Coinmissian Records Center (P.O. Bot
x'7250, Olympia, ~~V.F1. 98504)..
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