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Rob McKenna

ATTORNEY GENERAL OF WASHINGTON

Utilities and Transportation Division :
1400 S Evergreen Park Drive SW « PO Box 40128 « Olympia WA 98504-0128 « (360) 664-1183

September 15, 2006

Carole J. Washburn, Secretary

Washington Utilities and Transportation Commission
1300 S. Evergreen Park Dr. SW

P. O. Box 47250

- Olympia, Washington 98504-7250

Re:  Puger Sound Energy General Rate Case
Docket Nos. UE-060266 and UG-060267 Consolidated

Dear Ms. Washbum;

Enclosed please find the original and 16 copies of the Staff/Company Agreement on Revenue
Requirement Adjustments in thesé dockets. The document is an agreement of Staff and the
Company on several accounting adjustments which those parties have been able to resolve. No
other party has filed testimony on the issues addressed by the agreement.

Staff and PSE propose that the agreement be marked as a joint exhibit of Mr. James M. Russell
for Staff and Mr. John H. Story for the Company. Mr. Russell and Mr. Story will explain the
agreement through additional direct examination when each of them testifies at hearing next
week. Of course, they will also be available for questions from the bench on the agreement.

Pleasg’contagt me if you have any questions concerning this matter.

BERT D. CEDARBAUM
Senior Counsel

‘Enclosures

RDC:klg
cc: Parties



Exhibit No.
Docket Nos. UE-060266 /UG-060267
Witnesses: James M. Russeli

Fohn H. Story

DOCKET NOS. UE-060266 AND UG-060267
STAFF/COMPANY AGREMENT ON REVENUE REQUIREMENT
ADJUSTMENTS

Section 1 — Revenue Requirement Adjustments — agreement on rebuttal changes

The following items describe adjustments presented in the Company’s rebuttal case with
which Commission Staff agrees: :

Wages and Investment Plan — Commission Staff has confirmed the amounts and

_ reasons for the changes made in the Company’s rebuttal filing for the Wage Increase and
Investment Plan, Adjustments 20.20 and 20.21, Exhibit No. _ (JHS-20) and
Adjustments 12.12 and 12.13, Exhibit No. _ (KRK-12). The Company and
Commission Staff agree that these adjustments as shown in the Company’s prefiled
rebuttal are uncontested as presented by the Company.

Wild Horse - The Company and Commission Staff agree that the Company’s Wild
Horse Wind Plant Adjustment shown on page 20.26, Exhibit No. __ (JHS-20) reflects
the deferred taxes associated with this project correctly and that this adjustment is
uncontested With this agreement, the Miscellaneous Operating Expense Adjustment
becomes uncontested except as to differences caused by different rates of return as
applied to ratebase.

Incentive Plan — The Company and Commission Staff agree for purposes of settlement
of this issue in this proceeding that the calculations presented by the Company on page
20.27, Exhibit No. __(JHS-20) and page 12.15, Exhibit No. _ (KRK-12) are
uncontested as presented by the Company.,

- Revenues and Expenses gas adjustment — Commission Staff has reviewed this
adjustment as presented on page 12.01, Exhibit No. (KRK-12) and is in agreement
with the Company’s correction of the error. This adjustment is uncontested as presented
by the Company.

Everett Delta Pipeline Expansion — Commission Staff has reviewed this adjustment as
presented on page 12.21, Exhibit No. ___(KRK-12) and is in agreement with changes
proposed by the Company in its prefiled rebuttal testimony. This adjustment is
uncontested With this agreement, the Miscellaneous Operating Expense Adjustment
becomes uncontested except as to differences caused by different rates of return as
applied to ratebase. :

Spiritridge — Upon further review of the Company’s rebuital and review of subsequent
data request responses Commission Staff is not proposing an adjustment for Spiritridge
and withdraws its adjustment G.22 page 26 Exhibit No. _ (JMR-4),

Docket Nos. UE-060266 and UG-060267 7 _
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Section 2 — Revenue Requirement Adjustments — Compromises between
Commission Staff and the Company

_The following items describe Company and Commission Staff agreement on formerly
coniested revenue requirement items, in some cases based on information that has
become available since the Commission Staff filed their testimony and exhibits:

Baker Relicensing O&M and Ratebase — The Company received the Final
Environmental Impact Statement associated with the Baker Relicensing on Friday,
September 8™ 2006. With the receipt of this document it is now highly likely that the
Company will receive the final license in late 2006 or early 2007. The Company and
Commission Staff agree to include the amounts for Baker Relicensing as presented in the
Company’s Power Cost Adjustment, page 20.03 and as shown on the Miscellaneous
Operating Expense Adjustment, page 20.08 of Exhibit No. ___ (JHS-20). With this
agreement, the Miscellaneous Operating Expense Adjustment becomes uncontested
except as to differences caused by different rates of return as applied to ratebase. This
agreement will change pages 8 and 13, Exhibit No. _ (JMR-2). See Attachment A for
updated pages for Exhibit No. __ (JMR-2) reflecting this agreement as well as
additional supporting workpapers necessary to reflect the agreed upon changes.

The costs associated with Baker Relicensing ratebase will be adjusted based on the actual

-in service date at which time AFUDC will cease and the costs associated with the license
will be placed in-service and will be included in the PCA Production Rate Base costs.
Production O&M is considered a fixed cost in the PCA Mechanism. Production O&M
costs associated with Baker Relicensing will be considered variable until they are set at a
fixed amount in the next regulatory filing that changes the PCA power cost bascline rate.
The Company will also file an update on the licensing process to the Commission by
Thursday, December 1%, :

Muckleshoot Scttlement Payment — The Company and Commission Staff agree that
this payment should be included in revenue requirement with a four year amortization.
This agreement will impact the Power Cost Adjustment, page 20.03, Exhibit No.
(JHS-20) and page 8, Exhibit No. __ (JMR-2). See Attachment A for an updated page 8
for Exhibit No. ____ (JMR-2) reflecting this agreement. See Attachment B for an updated
page 20.3 for Exhibit No. __ (JHS-20) reflecting this agreement. Both Aftachments A
and B include additional supporting workpapers necessary to reflect the agreed upon
changes.

Ratecase Expenses — For purposes of settlement of this issue in this filing, the Company
and Commission Staff agree to a ratecase expense adjustment as shown in Attachment A,
adjustment E.16, Exhibit No. ___ (JMR-2) and adjustment G.09, Exhibit No. __ (JMR-4)
and Attachment B, page 20.16, Exhibit No. _ (JHS-20) and page 12.09, Exhibit

No.___ (KRK-12). This adjustment is not based on specific disallowance of any type of
expense nor is it considered precedent setting for future filings.

Pocket Nos. UE-060266 and UG-060267 ‘
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Section 3 — Procedures Related to Revenue Requirement

The following two items have no impact on revenue requirement in this proceeding but
are an agreement between Commission Staff and the Company as to procedure for future
filings associated with these items. '

Domestic Manufacturing Deduction (IRS Section 199) — The Company will include
the benefit of any deduction forecast to be received under this IRS Section in the yearly
Production Tax Credit filing. The forecast benefit will be adjusted to the actual benefit
received when the Company completes its Corporate tax return for a given year. For
example, if a benefit were forecast to be available in year xxx2, the benefit would be
included in the Production Tax Credit filing in October of year xxx1 for the year xxx2.
The amount of benefit actually received would be known in September, xxx3 and any -

" adjustment between forecast and actual would be reflected in the October, xxx3

‘Production Tax Credit filing.

Tree Watch — The Company and Commission Staff agree that there will be no deferrals
associated with the two million dollars allocated for Tree Watch. In March of each year
the Company will file a report detailing the amount spent on Tree Watch for the previous
calendar year and provide an explanation for any deviations greater than 5% from the two
million dollars allocated to this program.

Docket Nos. UE-060266 and UG-060267
Agreement on Revenue Requirement Adjustments ' Page 3
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PUGET SOUND ENERGY-ELECTRIC
E.03-POWER COSTS

Pocket Number UE-060266 & 060267

Exhibit No.

Page

__(IMR-2)
8

REVISED 9/15/06

FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2005

R

GENFERAL RATE INCREASE
LINE , INCREASE
NO. DESCRIPTION ACTUAL PROFORMA (DECREASE)
1~ SALES FOR RESALE 3 (142,929,914)
2
3 PURCHASES/SALES OF NON-CORE GAS ©20,154,644 547,386 (19,607,258)
4 WHEELING FOR OTHERS 11,340,015 10,373,140 (966,875
5 31,494,659 10,920,526 {20,574,133)
6
7 TOTAL OPERATING REVENUES 182,652,987 19,148,940 (163,504,047)
8
9 FUEL 72,975,508 5 12,933,963
10
11 PURCHASED AND INTERCHANGED (81,621,390)
12 RATE DISALLOWANCES FOR MARCH POINT 2 AND TENASKA (11,807,274)
13 SUBTOTAL PURCHASED AND INTERCHANGED (3 (93,428,664)
14 WHEELING 43,994,427 SoEEaEEAGHTRGT 9,013,466
15 SCH. 94 - RES/FARM CREDIT (177,350,021) - 177,350,021
16 TOTAL PRODUCTION EXPENSES ‘ $ 727875244 § 834 644,031 § 106,768,787
17 HYDRO AND OTHER POWER ' 53,185,137 £5 j‘r’ 9,852,208
18 TRANS. EXP. INCL. 500KV O&M 604,461 257,787
19 .
20 TOTAL OPERATING EXPENSES h $ 781664842 § 898,543,624 § 116,878,782
21
22 INCREASE{DECREASE) OPERATING INCOME(LINE 7-LINE2C $  (599,011,855) $  (879,394,684) § (280,382,329)
- X _ . _
24 REDUCTION TO STATE UTILITY TAX SAVINGS FOR LINE 4 3.85% {37,225
25 INCREASE {(DECREASE) INCOME $ (280,345,604)
26 INCREASE (DECREASE) FIT @ 35% (98,120,961)
27 INCREASE (DECREASE) NO{ 3 - (182,224,643)
Attachment A
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Docket Number UE-060266 & 060267
: Exbibit No. ___(IMR-2)
x ) . . Page 13
s ‘ PUGET SOUND ENERGY-ELECTRIC REVISED 9/15/06
E.08 - MISCELLANEOUS OPERATING EXPENSE
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2005
GENERAL RATE INCREASE
LINE PRUFORMA :
- NO. DESCRIPTION . ACTUAL RESTATED ___ ADJUSTMENT
1 QOPERATING EXPENSES ‘
2 AMORTIZATION OF DEFERRAL PURSUANT TO WUTC DOCKET NO. UE-051527 - 1,834,669 1,834,669
3 RECOVER NORMALIZED CARRYING COSTS RELATED TO LINE 2 ABOVE - 222,571 222,57t
4 MISCELLANEOUS NON- OPERATING 964 - (964)
5 OREGON BACK TAXES : : - 45360 745,360
& AMORTIZATION OF BAKER LAKE RELICENSING ‘ B T 593,319
7 TREEWATCH. : 1,016,571 2,000,000 983,429
8 NYSEPSE COMMON STOCK FEES 55,825 | 55825 -
9 CWIP "IN SERVICE" BUT NOT TRANSFERRED TO PLANT - DEP EXP . 87,231 87,231
10
11 DNCREASE (DECREASE)IN EXPENSE § 1073360 % 5538975 8§ 4,465,615
12 : _
13 INCREASE(DECREASE) OPERATING EXPENSE : : ' 4,465,615 5
14 INCREASIXDECREASE) FIT @ _ 35% {1,562,965) . :
15 _ _ .
16 INCREASE(DECREASE) NOI . $ _ {2,902,650)
17
18 RATEBASE : : _
19 . CWIP "IN SERVICE" BUT NOT TRANSFERRED TO PLANT - - 3,370,522 3370,522
%, 20 CWIP "IN SERVICE" BUT NOT TRANSFERRED TO PLANT - ACC DEP ' - (52788) (52,788)
21 BAKER LAKE RELICENSING GROSS UTILITY PLANT : : -Eae ke 26,699,337
22 BAKER LAKE RELICENSING ACCUMULATED AMORTIZATION (AMA) - R0y {444,989)
23 : ,
24 TOTAL ADJUSTMENT TORATEBASE - $__ 29,572,082
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Docket Numbers UE-060266

gy

INCLUDES AGREED UPON CHANGES AS 01 " Exhibit No. (JHIS-20)
AS OF 9/15/2006 ) PAGE 20.0
PUGET SOUND ENERGY-ELECTRIC
POWER COSTS .
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2005
GENERAL RATE INCREASE
. LINE - INCREASE
NO. DESCRIPTION ACTUAL PROFORMA (DECREASE)
1 SALES FOR RESALE : $  151,158328 § 9,077,310 § (142,081,018)
2
3 PURCHASES/SALES OF NON-CORE GAS 20,154,644 499,969 (19,654,675)
4 WHEELING FOR OTHERS ) _ 11,340,015 10,373,140 (966,875)
5 31,494,659 70,873,109 (20,621,550)
s - | _
7 TOTAL OPERATING REVENUES - 182,652,987 19,950,419 (162,702,568)
9 FUEL $ 72,975,508 § 87,552,580 % 14,577,072
10 . , ‘
11 PURCHASED AND INTERCHANGED 788,255,330 724,228,155 (64,027,175)
12 RATE DISALLOWANCES FOR MARCH POINT 2 AND TENASK. - (11,790,755) (11,790,755)
13 SUBTOTAL PURCHASED AND INTERCHANGED - $ 788,255,330 § 712,437,400 § (75,817,930
14 WHEELING ' 43,994,427 53,907,894 9,913,467
15 SCH. 94 - RES./FARM CREDIT (177,350,021) - - 177,350,021
16 TOTAL PRODUCTION EXPENSES § 7274875244 3 §33,897,873 3 126,022,629
17 HYDRO AND OTHER POWER 53,185,137 9,690,379
18 TRANS. EXP. INCL. 500KV O&M 604,461 862,248 257,787
19 ‘ i . j
20 TOTAL OPERATING EXPENSES $ 781,664,842 § 917,636,138 § 135,971,296
21 Co .
22 INCREASE (DECREASE) OPERATING INCOME (LINE 7-LINE: §  (599,011,855) § -~ (897685718 § (298,673,863)
23 : _ ' ‘ ‘ '
24 REDUCTION TO STATE UTILITY TAX SAVINGS FOR LINE 4 " 3.85% (37,225)
25 INCREASE (DECREASE) INCOME 5 (298,636,639 -
26 INCREASE (DECREASE)FIT@ 15% ’ : (104,522,824)
27 INCREASE (DECREASE) NOI - - : L : 3 (194,113,815
Attachment B
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PUGET SQUND ENERGY
GENERAL RATE CASEH
DETERMINATION OF NEY POWER COSTS FOR GRC PAGE 16.0¢
TEST YEAR ENDED SEPTEMBER 30, 200¢
RATE YEAR ENDED DECENEER 31, 200

Rate Year

Aftar Prod
12ME Less tess Amert Remava Net Befora Factor of
*"Une FERG  Toscipdon 12342007 Ho nsRlﬁ WidHorze__ cfRegAssels _ Ben8Tax  ProdFagior 089109
. 1 Fuel : 2
2 501  Steam Fuet 3 32243830 $ - § 52,243.23 § s ! :
3 547 Fuel 35,376 35¢ 718,503 . 35,0 35,774,243 ti
4 497,620,184 - ~ 719,503 - aaﬁ;_i?_i 07,552,580 :
5 Purchased and Inlerchangad: : .
6 555 Purchased Powsr 751,585,380 (27,860,620} - 12STISTEO  TIR267,461 i
82 555 Yenaska Buyout Dissfiowanca (8,322,633} : (8,322,633 {B,248,478) H
6a 555  Tenaska Prudence Disaflowante {2,507,807) {507,804} (2A435,456) i
B2 555  March Polit 2 Prudence Disaliowance {1,066,322) (4,605,322 {1,056,824)
T 85F  Gther Power Expanse 7.699.604 - (670,323 7,023,271 5,960,654
8 747,305,227 - “ T EBIER) . (076,320 718,842,454 712,437,400
g . -
0 585 Wheslng 58,867,762 (221,721} (1,653,580} ‘. 54,392,531 53,007.804 i
bb| - ;
12 various Hydro and Other Powar RIS  [ATI000) (5,921,359) (2132493) 65441278 @ !
13 - i
14 varous Trans. Exp. Incl, 500Kv 0&M £70,000 870,000 802,248 :
15 447  SslesforResale 9,136,516} {8,156.916) (8,077,316} :
16 456  PurchasesiBales OF Non-Core Gas (504484 (504480 499,569 :
?‘g (8,793,380} - - = - (8,783,380} . i
19 NetPower Costs 545,106,928 {4729,000]  (12.843.075)  (26,803,847) (2.808,816) 948,222,400 908,055,858 :
g varipus  Varlable Transmission income {10,468.3¢6) - {10,465.395) 10,373,140}
-22 Power Costs Pages 16.03 Line 22 04 E mim
2 : 2
24
25 Recanciifation uf Total power Cosls H
26
27 Power Costs Providet by Power Cast Analysis Dept - §855106932  § 456507835 !
- 23  Bensfits and Taxes (2,808,816) {2,783,788) i
. 2% Vargble Transmission Incoms (10,468,306} {10,373,140) o
‘30, New Planis {17.272.675) (17.118,180Y i
31 Amorization of Regulatory Assets : 803,64 Z2B547,0 ot
32 Power Coats Page 1605 Eine 22 $ 905,75 585,719 o
a3
34 Power Costs Paga 1608 Line 22 § 905.756,005 ¥ 897685719
35  Add Amorization of Requlatory Asssts 30,298,340 30,028,381 -
. 86  Add Omer Cosla o 557 #626.810 5576676
37 New Plants 17,272,075 17,118,180
38  Purchased Power 61,881 61,300
39  Other Power Supply 359,976 ' 356,769
40 Leas Transmission Income not related fo 3 aliowed fransmizsion lines 6,561,861 8,508,381
41 Lines 34 - M ‘and Power Cast Portion of Line 23a of Extiblt A-1 3 9%33 ] 957,330 438
42 : }
. s .
o~ — _.- . ::. !‘ P . .
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Daocket Numbers UE-060266

INCLUDES AGREED UPON CHANGES ASOF  ~ Exhibit No. (JHS-20)
AS OF 9/15/2006 PAGE 20.16!
g : PUGET SOUND ENERGY-ELECTRIC
RATE CASE EXPENSES
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2005
GENERAL RATE INCREASE
LINE
NO. DESCRIPTION AMOUNT
1 DEFERRED EXPENDITURES TO BE AMORTIZED: -
'3 2001 GRC EXPENSES BALANCE @ %/30/2005 ' - $ 609,277
4 LESS 2001 GRC AMORTIZATION FROM 10/01/05 - 12/31/06 315,000
5 REMAINENG 200 GRC DEFERRALS TO BE AMORTIZED ' , 294,277
-6
7 ANNUAL AMORTIZATION (LINE 5.+ 2) 147,139
'8 LESS TEST YEAR EXPENSE: 2001 GRC AMORTIZATION ' 466,695
‘9 INCREASE (DECREASE) EXPENSE (319,556) $ (319,556
10 - ’
11 2004 GRC EXPENSES BALANCE @ %/30/05 3 868,449
12 LESS2004 GRC AMORTIZATION FROM 10/01/05-12/31/06 ' 449,198
13 REMAINING 2004 GRC DEFERRALS TO BE AMORTIZED 419,251
14 . ,
" 15 ANNUAL AMORTIZATION (LINE 13+2) _ ‘ 209,626
16 LESS TEST YEAR EXPENSE: 2004 GRC AMORTIZATION 209,626
17 INCREASE (DECREASE) EXPENSE 0% -
18
519
< 20 EXPENSESTO BE NORMALIZED:
21
22 ESTIMATED GRC EXPENSES TO BE NORMALIZED 5 1,960,000
23 .
24 ANNUAL NORMALIZATION (LINE 22/ 2 YEARS) : 930,000
25 LESS TEST YEAR EXPENSE: GRC DIRECT CHARGES TOFERC928 1,143,911
26 INCREASE (DECREASE) EXPENSE i 1 (163,911)
27 ‘ _ :
28
29 ESTIMATED PCORC EXPENSES TO BE NORMALIZED E ] 500,000
30 _ _
31 ANNUAL NORMALIZATION (LINE 29/ 2) e 250,000
32 -LESS TEST YEAR EXPENSE: PCORC DIRECT CHARGES : 290,712
33 INCREASE (DECREASE) EXPENSE ‘ b4 0,712)-
34 '
35
T _ .
37 TOTAL INCREASE (DECREASE) EXPENSE ‘ _ . ' § (524,179)
" _ .
3,9 INCREASE{DECREASE)FIT@ . SR R 35% : 183,463
40 INCREASE(DECREASE) NO} e . S o [3 340,716
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REFLECTS AGREED UPON CHANGES

Docket Numbers UE-060266

Exhibit No. {KRK-12
PAGE 12.09

AS OF 9/15/2006
' PUGET SOUND ENERGY-GAS
RATE CASE EXPENSES
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2005
GENERAL RATE INCREASE
LINE
NO. DESCRIPTION AMDUNT
1 DEFERRED EXPENDITURES TO BE AMORTIZED:
2 .
3 2001 GRC EXPENSES BALANCE @ 9/30/05 833877
4 LESS 2001 GRC AMORTIZATION FROM 10/01/05-12/31/06. 431,310
5  REMAINING 2001 GRC DEFERRALS TO BE AMORTIZED 402,567
s ;
7 ANNUAL AMORTIZATION (LINE 5+ 2) 201,284
8 LESS TEST YEAR EXPENSE: 2001 GRC AMORTIZATION 451,668 .
9 INCREASE (DECREASE) EXPENSE (250,385) § -(250,385)
10 ’
11 2004 GRC EXPENSES BALANCE @ 9/30/05 379,326
12 LESS 2004 GRC AMORTIZATION FROM 19/01/05-12/31/06 192,720
13 REMAINING 2004 GRC DEFERRALS TO BE ANMORTIZED 186,606
14 :
15 ANNUAL AMORTIZATION (LINE 13« 2) ) . 93,303
16 LESS TEST YEAR EXPENSE: 2004 GRC AMORTIZATION 89,936
" 17 INCREASE (DECREASE) EXPENSE 3.367 3,367
"18 '
19
20 EXPENSES TO BE NORMALIZED:
2t . :
-22 ESTIMATED GRC EXPENSES TO BE NORMALIZED 1,966,000
3
24 ANNUAL NORMALIZATION (LINE 22 /2 YEARS) 980,000
C .25 LESS TEST YEAR EXPENSE: GRC DIRECT CHARGES TO O&M 611,781
26 ’ .
27 INCREASE (DECREASE) EXPENSE 368219 g 368,219
28 '
29 )
30 TOTAL INCREASE (DECREASE) EXPENSE $ - 121,202
12 INCREASE({DECREASE) FIT @ (42,421}
33 INCREASE(DECREASE) NOI $ T {78,781)
Attachment B

Page 14



