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November 24, 1992

Mr. Richard Sonstelie
Chief Executive Officer
Puget Sound Power & Light
P.C. Box 97034

Bellevue, WA 98009-9734

Re: Puget Power 1992-1993 Least Cost Plan, Docket No. UE-910151

Dear Mr. Sonstelie:

We have reviewed Puget Power’s 1992-1993 Least Cost Plan, as well
as the written and oral comments made by other interested parties.
In this letter we accept the company’s plan and provide our

reactions to the evolving least cost planning process at Puget
Power.

Washington Administrative Code (WAC) 480-100-251 defines least cost
planning for electric uwtilities regulated by the Commission, and
establishes two important requirements. First, it regquires each
utility to assess its future loads, and the options available to
meet those loads; and to undertake to acquire the mix of resources
necessary to meet those loads at the lowest cost to its customers,
given appropriate levels of reliability. This respensibility is
ongoing: the utility’s success in achieving the "least cost" mix
is monitored in several forums, most notably in general rate cases.

Second, each utility is required to report the results of this
planning process every two years in a document known as the "least
cost plan," which is prepared in censultation with the public and
Commission staff. The filed document is essentially a snapshot of
the utility’s plan at a given moment in time. The Commission does
not “approve® plans filed under WAC 480-100-251. However, in
previous plan filings, we made general comments about some cf the
major questions raised by the filing utility and by interested
persons. This letter should noct be taken either as an endocrsement
or condemnation of any element of the plan.

The least cost plan must contain six elements: a range of forecasts
of future demand, incorporatinag the impacts of a range oOf
reasonable variables; an assessment of technically feasible
improvements in electricity use; an assessment of tecnnically

feasible supply options; an evaluatiocn of these assessments with
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regard to cost-effectiveness; and using this information to develop
2 and 20 year plans for meeting current and future resource needs
at lowest cost to consumers. Also, a progress report on the prior
least cost plan must be included.

Puget’s 1992-1993 Least Cost Plan contains these elements, and
meets the requirements of WAC 480-100-251.

OVERVIEW

Once again, along with other commenters, we noted the amount of
effort and overall high quality of Puget’s plan. The company has
presented necessary information concisely, in non-technical
language. Individual elements of the plan stand alcone well, and we
found tables and graphs easy to read. We appreciate the company’s
efforts to make underlying assumptions explicit.

Puget’s aggressive pursuit of demand side management through
conservation is consistent with the intent of least cost planning
principles. The plan clearly identifies general system goals for
savings, and specific goals, particularly in the residential
sector, to which progress can be tracked. The plan also identifies
the savings associated with reduced need <far expansion of
transmission and distribution facilities, as well as generation, if
demand is reduced. We look forward to similar progress in “the
industrial and commercial sectors, and to adjustment of savings
estimates with actual savings, in future plan data.

One area that needs additional clarification is the presentation of
the short and long term plans. Although the company goes into
detail on elements of the forecast and the resource plan, it is not
clearly stated 1) what the specific components are of the short and
long term plans nor 2) that this mix of resources is in fact least
cost, and why. We believe that a clear demonstration of the cost-
effectiveness of conservation programs, bodkx for participating
ratepayers and ratepayers in general is caxlled for by the least
cest planning process. Such a presentaticm waald best meet the
intent of WAC 480-100-251 (2) (e) and (£f)., and. provide a clearer
picture of the company’s directicn, particziarty for comparisan in
subsequent plans and rate cases.

We would like to single out the company’s handling of supply side
options as an example of a strength of this plan. The campany has
developed a broad spectrum of supply sida options, including
existing and emerging rescurce types, and a description of
benefits, drawbacks, and risk in conjuncticm with each option. The
company’s pursuit of risk minimization, especiz2lly with regard to
non-utility generation contracts, balances least cost and least
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risk criteria well. The Sudden Loss of Resource scenari g is a good
exercise and is consistent with the Share the Shortage effortgand
the need for a plan to manage emergencies.

FUEL SWITCHING AND CO-GENERATION

The company’s interest in natural gas as a method Qf gjirectivy
supplying retail customers may prove worthwhile in meeting avErall
goals of flexibility and least cost. However, any cosst estimate
must include full costs, risks and other factors fox- both the
company and the ratepayers - for example, availability asf pipelines
or the cost to the ratepayer of conversion. We encouracge Puget to
proceed with caution on this issue and specifically %5 consider
total cost issues. These would include impact on consumersg impact
on transmission, distribution and supply, impact con P‘Qget"s <ty
components, and cost effectiveness versus increased Conservation
measures.

Puget is actively pursuing co-generation as a non—utility supply
scurce, on the grounds that it may have several bensafjts: peore
efficient use of existing waste material or excess heat and other
resources, reducing subsequent envirammental impact. While the
opportunities for exploiting co-generzticn appear larga, the jeast
cost apprcach must direct the pace at which Puget procaegds in +his
direction, particularly until more and better data are avajlable on
specific processes and projects. Again, of particular Qoncern here
are costs essential but external ta Puget’s productigp. These
might include the share of costs of building a garbage inpcinerator
borne by garbage ratepayers or county <taxpayers. Should these
costs exceed alternatives (such as a landfill), the Project is not
feasible because it is not cost-effective.

RISK

Understanding and guantifying the risk involved in both +he 10ad
forecast and resource availahility and price on the SuPply - y g
an imperfect and evolving area, and Paget has done wel]l generally
in illustrating where risks are higher or lower. ADPPIrOpriate risk
allocaticon between ratepayers and shareholders is an issue that
would benefit from further examination, as the COMpany moves
towards less emphasis on direct generation and more on coptracted
resources and DSM. We believe that the company should continue to
work with the financial markets and rating companies tO jinform them
how well they are managing this transition and perceiyed risks

This should help to diminish uncertainty and preclude increases j_1:1
the cost of capital. In general, pursuing a least cost gt+p

3 - . ate
should help to control the ccmpany’s cost of capital. 9y
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EXTERNALITIES

The Governor'’s Order 90-06 mandated that the Energy Office canduct
a study and make recommendations on the environmental costs of
energy development. That study was completed in June 1992, after
the submission of this plan. For lack of better available
information, Puget accounted for this impact broadly by giving a
10% pricse credit to conservation and renewable resources.
Commenters noted that this method needs to be refined and supported
with actual information as available. We hope that Puget will work
with Commission staff and others to further refine these estimates.

SUMMARY

In general, these comments represent refinements to the current
plan and areas of future effort, rather than current deficiencies.
We also expect to see Puget include information and calculations
+hat will efficiently 1ink the least cost planning process, the
general rate case, and the resource bidding process with regard to
timing, information presentation and tracking, and staff effort.
The rate case should be clearly supported.by'the least cost plan
where possible; where the two diverge, an explanation should be
provided. ;

We feel that Puget has contributed greatly to the evolution and
refinement of the least cost planning process. The company appears
+o have made an effort to integrate the principles of least cost
planning into management practices. We would also like to note the
gcod use Puget has made of puhlic'participaticn in its planning
afforts. At the same time, it is impnrtant'to.recognize that this
plan is ultimately the product of the company 2an2 +»oflects the
company’s judgment and direction. We hope that Puget’s future
plans will continue to reflect +he level of effort and gquality of
work in this plan, while refining areas aof current uncertainty as
new information becomes availanie-

Sincerely, oy ) Yo .
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spharcon L. Nelson Richard D. Casad .. "Bud" pPardini
Chairman Commissioner ,%cékmissioner



