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I. INTRODUCTION

 AUTONUM 
The fundamental legal question in a general rate case is whether the rates and charges proposed by the company are fair, just, reasonable, and sufficient.
  In making these determinations, the Commission is bound by the statutory and constitutional mandate that a regulated utility is entitled to (i) reasonable and sufficient `compensation for the service it provides
 and (ii) the opportunity to earn “a rate of return sufficient to maintain its financial integrity, attract capital on reasonable terms, and receive a return comparable to other enterprises of corresponding risk.”
  All the parties in this proceeding have either signed or do not object to five (5) settlement stipulations that effectively resolve every issue in this case
 except one.  The settling parties have agreed that the terms of the settlements, including the revenue requirement of $130.2 million  for electric and $49.2 million for gas, provide for rates that are fair, just, reasonable and sufficient.  
 AUTONUM 
The single remaining issue in this general rate case is whether the power cost only rate case (“PCORC”) should continue to be available to Puget Sound Energy, Inc.'s (“PSE” or the “Company”) as a mechanism for adjusting the Company’s power costs and bringing in new resources.  The PCORC is a key component of the Power Cost Adjustment ("PCA") Mechanism, both of which were originally approved by the Commission in WUTC Docket No. UE-011570.
  When initially established, the parties envisioned that the PCA mechanism, which includes the PCORC, would be a long-lived mechanism and its existence today is as vital as when the mechanism was initially established in 2002.  
 AUTONUM 
PSE has provided evidence demonstrating the continued need for the PCORC, and Commission Staff has supported the continuation of the PCORC with some minor revisions.  Since its approval by the Commission, the PCORC has been a beneficial regulatory tool that has allowed PSE to obtain timely recovery of its long term power resource needs.  
 AUTONUM 
Customers have benefited and will continue to benefit from the Company’s ability to bring new cost effective resources on line as opportunities arise, in order to meet growing load and customer service demands.  Under the PCORC, PSE has been able to act promptly to take advantage of new resource opportunities, such as the acquisitions of Goldendale and Fredrickson I gas generation facilities, and PSE was able to put Hopkins Ridge Wind Farm into rates as it went into service.  The PCORC not only gives the Company increased flexibility but also provides assurances to counterparties that PSE will be able to deliver on its financial obligations.  

 AUTONUM 
The PCORC is important for obtaining a prudence determination for new resources on an expedited basis.  Timely prudence determinations continue to be important going forward, regardless of whether the merger
 is approved.

 AUTONUM 
Public Counsel and the Industrial Customers of Northwest Utilities ("ICNU") have failed to demonstrate support for their position that the PCORC is no longer needed.  They do not dispute PSE’s need to acquire significant long-term resources or that the PCORC provides an expedited mechanism for getting such resources into rates.  They argue, incorrectly, that the PCORC circumvents the PCA.  However, their explanation of the purpose of the PCA and PCORC are contrary to the evidence presented at the time these mechanisms were initially created.  As discussed in more detail below, they disregard the evidence presented at the time the PCA Mechanism was created that the PCA is intended to address short-term extreme changes in power prices, while the PCORC is intended to adjust the Power Cost Rate to reflect the changes in normal power costs.  
 AUTONUM 
The PCORC does not circumvent the PCA.  It sets the appropriate base line rate so that the PCA can function properly (i.e., measure extreme, short-term variations from normal).  
 AUTONUM 
These parties also ignore the plain language of the settlement stipulation that created the PCORC, which states that the PCORC was intended both to (1) true up the Power Cost Rate to all power costs identified in the Power Cost Rate, and (2) provide a means to incorporate new resources into the Power Cost Rate.
  
 AUTONUM 
Further, PSE disagrees with the assertion that the PCORC should be eliminated because it is too complex.  The PCORC is intended to use the same methodologies as were used in the most recent general rate case, updated for current prices and forecast periods.
  As discussed in more detail later, ICNU has increased the complexity of the PCORC by introducing new methodologies in these expedited procedures.

 AUTONUM 
Notwithstanding the above, PSE has agreed to several procedural changes that should address concerns regarding the PCORC's alleged complexity and expedited time frame, including (1) increasing the procedural time frame from five months to six months; (2) shortening the turn-around time for data request responses, (3) providing AURORA models at the outset of the case, if a confidentiality agreement has been signed; (4) limiting the number of power cost updates; and (5) requiring that the methodologies from the last general rate case, as updated for current prices and forecasts, be used for a subsequent PCORC.

 AUTONUM 
For the reasons set forth herein, PSE respectfully requests that the Commission issue an order approving the continued existence of the PCORC with the revisions discussed herein, and rejecting the position of Public Counsel and ICNU that the PCORC should be eliminated or otherwise modified.  

II. HISTORY AND PURPOSE OF THE PCA AND THE PCORC
A. Market Conditions Leading to the Establishment of the PCA and PCORC

 AUTONUM 
In her prefiled testimony and at hearing, Kimberly Harris discussed the forces that led to the creation of the PCA and PCORC in 2002.  The PCA and PCORC were created in the wake of the devastating energy crisis following California’s failed experiment in deregulation and market economics (the "Western Power Crisis").
  Electric utilities in California had been forced to sell their generation assets and replace them with wholesale market power acquired via short-term day-ahead and real-time (“spot market”) auction systems.

 AUTONUM 
Lessons learned from the Western Power Crisis were not limited to the importance of acquiring new generation or long-term purchased power resources.  They included the realization that the increasing importance of the short-term wholesale power market in the industry added significant new levels of variability and risk.
  The industry saw extreme price increases in the spot and day-ahead markets, and financially devastated utilities were forced to purchase power in the market to meet load at the time these high prices were in effect.
  Such utilities, having purchased the power to meet customer load, had no choice but to recover such costs from their customers.
  In addition, the Western Power Crisis was fueled in part by spikes in natural gas prices at a time of extreme drought conditions.
  Industry participants were well aware of the increase in and variability of gas prices and its impact on generation costs.
  
 AUTONUM 
It was clear to the parties involved in the 2001 general rate case, as well as the Commission, that rather than facing forced divestment of its generation assets, the Company would, for the foreseeable future, need to continue to generate power for its customers and enter into long-term (i.e., greater than two years) purchased power agreements (“PPA”).
  The Western Power Crisis had taught everyone a harsh lesson in the risks of relying too much on purchasing power in short-term wholesale markets to serve load.  Because many of the Company’s generation and long-term PPA resources were expiring during the coming decade and because demand for power in the Company’s service territory was continuing to grow, the parties and Commission also knew that the Company was facing an extended period in which it would need to acquire a large number of new resources.

B. The PCA and PCORC Were Designed To Work Together
 AUTONUM 
In response to the concerns discussed above, several parties in PSE’s 2001 general rate case
 designed the PCA Mechanism, which includes the PCORC; signed the PCA Settlement Stipulation; and recommended approval of the PCA Mechanism to the Commission.  Though the PCORC and PCA serve different purposes, they were designed to work together.  

 AUTONUM 
The PCA was created to address extreme, short-term imbalances between power cost recoveries and actual power costs.
  These are the costs that reflect current market issues and risks such as hydro and load volatility that are largely uncontrollable by the Company.  The PCA was designed to track the power costs that deviate from normal resource costs included in the Power Cost Rate
 for each 12-month PCA period.  The bands in the PCA are used to determine the sharing of the over or under recovery of power costs between customers and the Company within each 12-month PCA period.  The purpose of the surcharge under the PCA was to either collect or refund to the customer any over or under recovery of power costs when the cumulative ending balances of the PCA periods reached $30 million.
  The surcharge was created in this manner to address power costs deferrals over time.  The parties expected that the over and under balances would offset each other, over time, and the deferrals would be minimized.
  In fact, this balancing has occurred, and the surcharge has never been triggered.
  

 AUTONUM 
In contrast to the short-term imbalances captured by the PCA, the PCORC was intended to adjust rates for long-term trends in production related costs.  The PCORC was intended to adjust both fixed and variable power costs in addition to allowing for the timely inclusion of resource acquisitions in rates.
  The settling parties designed the PCORC to adjust the normalized production related power costs used to determine the PCA Power Cost Rate.  In turn, the Power Cost Rate is used in the PCA to determine the over or under collection of actual power costs during a PCA period.
  When the Company’s portfolio changes, or when costs currently included in the Power Cost Rate change due to contractual agreements or  market prices, it is necessary to have a PCORC so that there is a proper measurement of normalized power costs during the future PCA period.
  In the Company's last general rate case, the Commission confirmed the importance of resetting the baseline rate to reflect normalized power costs. "The Commission’s goal is to set the Power Cost Baseline Rate as close as possible to what is expected to be experienced in the rate year and expect this to continue going forward."
 
 AUTONUM 
Another key component of the PCA Mechanism, when it was established, was the Least Cost Plan (("LCP"), also referred to as the "Integrated Resource Plan" ("IRP")), Section E of the PCA Settlement Stipulation.  In this section of the Settlement Stipulation, the parties emphasized that the Company was expected to increase its capability of reviewing long term resource development and move away from a short-term, market purchase type of portfolio.
  This is further discussed by Commission Staff witness Mr. Lott at the settlement hearing:
One of the parts of this mechanism is . . . the integrated resource planning process, and that new resources should be coming out of the integrated resource planning process.  And in other words, there should be discussion about and the company should be following that process. . . .

. . . .  And it has not been the company's plan and is definitely not Staff's thought that the company should be going to a market purchase type of portfolio or a short-term type of portfolio.  It is Staff's belief that the company should be going to a utility-type portfolio, where they have the resources and control the resources.
If that's a direction that does not come out of least cost planning, if least cost planning moves more toward short-term portfolio, then this portion of this will have to be looked at again to make sure that we're still consistent with the intent of costs flowing through this mechanism.
  
 AUTONUM 
The purpose of the PCA, including the IRP and the PCORC, therefore, was to develop and approve some regulatory means by which the Company could better deal with the financial pressures associated with changing market prices and bringing new resources into PSE’s power portfolio to move from a short-term market purchase type of portfolio to a utility-type portfolio.  The PCORC complements traditional rate making by aligning the goals of PSE and customers to move to long-term resources.
  The PCORC also resolves issues of prudence in a timely fashion, and it minimizes the cash flow constraints the Company experiences both during acquisitions and long-term changes to its power costs.  
C. The Settling Parties Anticipated a Long-Term Need for the PCORC and the Need For the PCORC Remains

 AUTONUM 
Commission Staff, in the 2001 settlement hearing, explained that the PCA Mechanism, including the PCORC, would be a long-lasting process, subject to occasional modifications, and a process that would be long-lived:  “This mechanism would hopefully last for a long period time, with modifications that take care of unintended consequences….”
  Commission Staff explained that if unintended consequences do occur, the intent was to modify the process rather than eliminate it.
  Mr. Lazar, Public Counsel’s witness supporting the PCA Settlement, agreed that the PCA Mechanism should be long-lived:  “My guess is that unless there’s some egregious problem with it, that [a general rate case] will be the time that the parties would look to fine-tune it.”
  As recently as the 2006 general rate case, no party identified any “egregious problem” that would warrant substantial changes to the process, much less its elimination.  

D. PSE Customers Have Benefited From Timely Acquisition of Resources through the PCORC

 AUTONUM 
Customers have benefited from PSE’s ability to timely acquire resources and obtain regulatory approval of such resources through the PCORC.
  Despite the risk factors PSE faces, including low internal cash flow and inability to actually earn the return on equity that has been authorized, as described by Mr. Markell,
 PSE’s customers have benefited by the addition of low cost resources through the PCORC, including Fredrickson I in 2003, Hopkins Ridge in 2005 and Goldendale in 2007.  The shortened regulatory process allowed the Company to bring these resources into its portfolio without exacerbating these risk factors.  The Company and its customers benefited by PSE’s opportunistic acquisition of these resources at a cost below the then-current-build costs through the PCORC.
  
E. The PCORC Is Not the Reason the PCA Over or Under Recovers Power Costs

 AUTONUM 
It is not surprising that the Company has at times over recovered and at times under recovered under the PCA.  As Mr. Story pointed out at hearings, this was contemplated in the design of the PCA Mechanism.
  Indeed, at the time of the PCA settlement hearing in the 2001 general rate case, Mr. Lazar testified that the parties anticipated such variations in the deferral, and that the goal was for such variations to offset one another:

[T]he amount of deferred power cost must reach $30 million before a surcharge is triggered. . . .  This is likely to be relatively infrequent. . . .  In most cases a "bad" year or group of years would be followed by one or more "good" years that would erase some or all of the deferred power costs before a surcharge would be triggered.

 AUTONUM 
Mr. Lazar was accurate in his prediction that there would be groups of years in which the Company under earned and groups of years in which the Company over earned and that the two would balance one another to limit the triggering of the surcharge.  That is precisely what PSE has experienced.  The reasons for the variations from normal power costs are provided in each of the Company's annual PCA compliance filings.  Typically they related to hydro runoff, temperature, natural gas and power prices, and increased loads.  Thus, it is not the changing of the Power Cost Rate that causes the over or under earning.  It is necessary to change the Power Cost Rate to reflect the expected power costs during a PCA period so that the PCA measures the appropriate power cost variations.
  
III. THE COMPANY NEEDS TO ACQUIRE SIGNIFICANT RESOURCES OVER THE NEXT SEVERAL YEARS, AND THE PCORC IS ESSENTIAL TO THIS PROCESS

A. The Company’s Need To Acquire Significant Resources Is Undisputed

 AUTONUM 
The external forces that were the drivers behind creating the PCORC
 remain today.  PSE is still faced with expiring generation and long-term PPA resources, as it  faces increased load due to customer growth.
  PSE also still faces increasing fixed and variable power costs.  The PCORC is a tool proven useful to mitigate these challenges, and it continues to be a valuable regulatory tool for resource acquisition, planning, and financing.

 AUTONUM 
An electric utility is obligated to meet the public’s continuing demand for power, and this requires that the company continue to seek supply sources.
  In PSE’s 2003 PCORC, 2004 general rate case , 2005 PCORC, 2006 general rate case, and 2007 PCORC, the Company extensively documented its need to acquire additional power resources now and well into the future.  No party contested PSE’s need to acquire additional resources in any case in the past six years, and this proceeding is no exception.  The Company has a continuing need to acquire additional generation resources amounting to 480 aMW by winter of 2010, growing to 1,650 aMW by 2015 and to 2,125 aMW by 2020.
  The Company’s IRP illustrates that this need will continue.  “The combination of economic growth and expiring supply contracts means that PSE faces large electric resource needs in the years ahead.”

 AUTONUM 
Acquiring additional resources is complicated by the difficult planning environment that exists today.  PSE must acquire additional resources in an environment in which new laws and rules have been and are being adopted, the demand for renewable resources and energy efficiency is rising, regional transmission access is constrained, and intermittent resources must be integrated.
  These factors all lead to substantial uncertainty in resource planning and acquisition.  

 AUTONUM 
Specifically, PSE witness Kimberly Harris describes in detail the following challenges that PSE faces in resource acquisition: 

(i)
a new renewable energy portfolio standard, also known as the Energy Independence Act, which requires the Company to meet 15% of customers’ needs by 2020 with renewable energy resources, as defined in RCW Chapter 19.285;

(ii)
increasing cost pressures as a result of high demand for renewable and gas resources, price increases in the commodities markets, and a marked decline in the Dollar exchange rate with the Euro and other currencies; and

(iii)
increasing financial pressures, as the Company must invest approximately $1.9 billion to acquire the necessary energy resources to meet our customers’ needs.  This significant amount of financial investment will strain the Company’s ability to make such investments.
 

 AUTONUM 
PSE must navigate these challenges in order to pay cash to asset sellers, contractors or vendors engaged in the sale or construction of a facility.  Any enterprise with which the Company partners or from which the Company purchases a resource will be concerned about the Company’s ability to make such payments in a timely manner.  The PCORC process was designed to ease the effects of this cash requirement.
B. The PCORC Is Necessary to Timely Recover the Incremental Cost of PSE’s Power Portfolio and to Send a Proper Price Signal to Customers
 AUTONUM 
The PCORC is an essential regulatory mechanism to ensure rates reflect the costs of power utilized by the customers.  It is critical to ensuring that the customers receive proper price signals.  In order to minimize cash flow constraints, it is important that the Company have the capabilities to include new resource acquisitions in rates at the same time (or very shortly after) the new resources are placed into service.
  

 AUTONUM 
Investors also rely on the PCORC process for assurance that PSE will be able to repay borrowed capital in a timely manner.  This is especially important in this extreme financial market.  If rating agencies and the capital markets view the Company as a risky investment because the Company may have trouble raising cash or recovering its investments in a consistent and timely manner, investors will demand more return for their investment (i.e., in the form of higher interest rates on debt).  This will only make investments more costly for customers.
  The PCORC is an important risk-mitigating cost-recovery mechanism that investors depend on to provide some level of security and consistency. 
C. The Alternatives Suggested by Public Counsel Are Insufficient

 AUTONUM 
Throughout Ms. Smith’s testimony there are discussions that increased revenue and load growth have the ability to offset the Company’s under earnings due to increased costs.  It is implied in her testimony that the Company would have the capability to earn its allowed rate of return without a PCORC through other mechanisms such as deferral accounting, filing of general rate cases, etc.  But, as pointed out by Mr. Markell, the Company has failed to earn its authorized rate of return even with the PCORC and occasional deferrals of resource-type costs (i.e., Goldendale).
  The insufficient alternatives suggested by Ms. Smith will only exacerbate the Company's under earning.
1. The PCORC Was Created To Complement Traditional Ratemaking By Aligning the Company and Customers Goals to Move From a Market Purchase Portfolio To a Utility Portfolio Where the Company Owns and Operates Resources 
 AUTONUM 
For the past six years, the PCORC has provided regulatory certainty and stability that is critical for the Company as it moves from a utility with a market purchase portfolio to a utility that owns and operates its resources.  The challenges PSE faced six years ago as it began this transformation continue today, and it is imperative that the Company continue to have the PCORC available to complement other traditional ratemaking tools and allow PSE to move quickly and opportunistically to acquire needed resources. 

 AUTONUM 
Ms. Smith’s argument that traditional ratemaking is sufficient for PSE and provides incentive to control costs misses the point of why the PCORC was created in 2002.  As discussed previously, in the wake of the Western Power Crisis, the Commission and parties to PSE’s general rate case realized that traditional ratemaking could not timely or proactively address the Company’s challenges with respect to the volatility of market prices nor could it support the Company’s efforts to acquire electric generation resources.
  As new resources are generally more expensive in the first few years than the market power they are replacing, a mechanism needed to be put in place that would provide the Company a timely prudence determination and recovery in rates.  That mechanism was the PCORC.  
 AUTONUM 
It is over the life of the plant that these new resources save money for customers.  As shown in the chart provided by Ms. Smith, the revenue deficiency for Fredrickson I in the 2003 PCORC was $18.3 million,
 in contrast to the $84.8 million net present value savings over 20 years.
  For Hopkins Ridge, the 2005 PCORC showed a revenue deficiency of $38.5 as compared to the net present value savings of approximately $30 million over 20 years.
  For Goldendale, the 2007 PCORC listed a revenue deficiency of $31.4 million as compared to the benefit associated with adding Goldendale to the portfolio which was in excess of $100 million over the remaining life of the project.
  
 AUTONUM 
Ms. Smith would have the Company absorb the fixed costs of operating and financing the resource (as well as the variable costs of operating the resource) by eliminating the PCORC and thus delaying the recovery of such resources.  
2. Accounting Petitions Serve a Different Purpose Than a PCORC
 AUTONUM 
Contrary to arguments made by Public Counsel and ICNU, the availability of accounting petitions to defer costs related to resource acquisitions does not support elimination of the PCORC.  In the short term, accounting petitions serve the limited purpose of protecting the  income statement from expenses that should be borne by the customer and protect the Company from additional under earnings; however, they provide for no cash flow until a prudence determination has been made and resources are included in rates.  
 AUTONUM 
There are many uncertainties associated with accounting petitions.  There is no guarantee that the parties will support an accounting petition when taken before the Commission or that the Commission will grant a petition for such an accounting order.
  Moreover, there is no statutory time frame by which the Commission must rule on an accounting petition, and petitions have, at times, languished for many months without resolution.  
 AUTONUM 
Even if the accounting petition is approved, the additional delay of several months or more before an acquisition is determined to have been prudent, which would only be done in a general rate case under Public Counsel and ICNU proposal, is perceived as an additional risk to PSE’s recovery of invested funds.  Such delay and uncertainty are unsettling to financial markets, and as discussed previously, will only lead to increased credit costs.

 AUTONUM 
Further, deferral of costs does not cure the cash flow problems that would be created by elimination of the PCORC.  The recovery of costs deferred through an approved accounting petition only begins at the completion of the next PCORC or general rate case.  In the meantime, the Company has to allocate or borrow cash to fund the resource acquisition.  Until revenues are collected to repay the investment, the Company has to turn to other sources of cash for its operations or for acquiring additional resources.  

3. General Rate Case Takes Twice As Long As a PCORC
 AUTONUM 
A general rate case process takes at least twice as long as a PCORC to prepare and litigate to conclusion.  As Commission Staff witness Mr. Parvinen points out, past PCORCs have resulted in a time savings of about six months to bring new resources into rates.
  “This savings in months helps the Company match more closely the in-service date of new resources with retail rates.”
  

 AUTONUM 
If the PCORC were eliminated, PSE would experience longer, more difficult cash flow constraints because it can take up to a year and a half to two years before an investment that has been acquired and put into service for customers can be included in rates through a general rate case.  

D. Elimination of the PCORC Would Only Exacerbate the Company’s Chronic Under earning
 AUTONUM 
The Company has provided undisputed evidence of its chronic under earning over the past several years.
  As Mr. Markell testified, “[t]he Company suffers from chronic under-earnings in its regulated business.  Since 2003, the Company has under-earned its authorized rate of return every year.”
  Elimination of the PCORC in this period of heavy resource acquisition would exacerbate regulatory lag, worsen already existing financial pressures, 
 and take away PSE's opportunity to earn a sufficient rate of return.

 AUTONUM 
Public Counsel would have the Commission believe that the Company has the opportunity to earn its return under “traditional ratemaking” methodologies;
 however Public Counsel ignores the fact that even with the PCORC the Company has not been able to earn its allowed rate of return.  Public Counsel's own analysis shows that without the PCORC “overall customers would have paid somewhat less", yet Public Counsel argues that "the Company would not have suffered major financial losses.”
  Even if the Company did not suffer "major financial losses," any loss due to customers paying less would create further under earnings for the Company. 
 AUTONUM 
Public Counsel also does not explain how revenue growth between general rate cases has the potential to offset increases in costs when the revenue growth is already included in Mr. Markell’s analysis and when revenue growth associated with 23.7%
 of power cost recoveries are credited back to customers in the PCA.
  Public Counsel’s argument that “traditional ratemaking allows an opportunity for the recovery of all costs” rings hollow based on Public Counsel's attempt to eliminate the ability of the Company to update its resource costs,  yet keep the benefit of crediting sales growth back to customers.
 
IV. THE PCORC WAS DESIGNED TO UPDATE ALL POWER COSTS 
 AUTONUM 
Public Counsel and ICNU incorrectly claim that the main objective of the PCORC is to provide a timely inclusion of the costs of new resources as opposed to updating all production related costs.  They claim that the PCORC is being misused because in the three PCORC proceedings the amount of revenue requirement needed to recover the new resource was only a fraction of the total revenue deficiency requested in each PCORC filing.
  These arguments ignore the fact that resources are only one part of the power cost calculation.  The purpose of the PCORC is to update all power costs so that the PCA Mechanism measures the difference between actual unanticipated or uncontrollable power costs as compared to the normal, expected power costs for the rate year.  In order to measure this difference, it is necessary to know the normal, expected power costs, which the PCORC provides.  The Commission has recognized the importance of updating the Power Cost Rate:
The Commission has reset the Power Cost Baseline Rate on several occasions . . . .  The Commission’s goal has been to set the baseline as close as practicable to what is likely to be experienced during the rate year.  We expect that practice to continue and we also expect the parties to continue to refine the method and improve the data upon which we act.

 AUTONUM 
The Company’s portfolio will change with the inclusion of a new resource and the Company must reflect the impact of that new resource on all of the costs of providing power to customers.  This was contemplated when the PCORC was established.  As noted by Commission Staff witness Merton R. Lott in testimony supporting the PCA Settlement Stipulation, “these single issue rate cases [PCORC] will look at all costs included within the PCA mechanism.”
 It is not feasible to bring in new resources and ignore their impacts on the overall power portfolio.  
 AUTONUM 
It is hard to understand how parties can argue that known and measurable changes  in the forecast costs of providing power that electric customers consume should not be reflected in their rates.  There are real limits to what the Company can do to hold down its power costs.  Preventing the Company from passing through the basic costs of providing electric service to customers is inconsistent with the fundamental regulatory compact that a regulated utility be given the opportunity to recover its costs.
  
 AUTONUM 
Public Counsel also errs in claiming that because of the PCORC filings, the Company is not incented to hold down costs and that the customers and the Company are not treated symmetrically.  As Ms. Harris testified, the Company has significant incentive to control its power costs and the historical evidence shows that the Company has reasonably controlled its power costs:


Because of the sharing bands and the uncontrollable nature of much of the financial risk to which the Company is exposed, the Company is absolutely incented to control its power costs (as well as its other costs) to the greatest extent reasonably possible. . . .  In addition, PSE’s operations and hedging strategies, which are reflected in PSE’s short-term power costs, were deemed prudent in each of PSE’s five PCA Compliance filings that have been completed to date—proof that PSE is properly and reasonably addressing the costs of the power to meet customer demand.

 AUTONUM 
Public Counsel witness Ms. Smith ignores testimony and evidence in the 2001 general rate case in reaching her conclusion that “the addition of new resources would be the major driver behind PCORC filings.”
 The testimony of Commission Staff witness Merton R. Lott at the time the PCORC was established demonstrates the intent that the PCORC would be available both to update power costs to reflect increased costs due to existing resources and  to update costs associated with new resources:  

[I]n the collaborative PSE expressed the need to deal with increased costs associated with adding new resources for growth or replacing old low-cost resources.  Thus, new resources will not be recovered directly through the PCA, but the Company may periodically update its general rates to reflect increased power supply costs associated with new resources or increased costs of existing resources.

(Emphasis added).  Mr. Lott’s testimony is consistent with the PCA Settlement Stipulation, which states that in paragraph 8 that the PCORC would true up the Power Cost Rate to all power costs and would also be used to add new resources to the Power Cost Rate.  It should also be noted that under the PCORC process and the PCA compliance filing, all parties have the ability to review any power costs (long term or short term) for prudence.
V. THE PCORC SHOULD CONTINUE TO BE AVAILABLE TO UPDATE POWER COSTS AS WELL AS TO INCORPORATE NEW RESOURCES INTO THE POWER COST  RATE
 AUTONUM 
The PCORC is important for obtaining a prudence determination for new resources on an expedited basis.  Timely prudence determinations continue to be important going forward, regardless of whether the merger is approved.  The Company cannot recover its investment in a new resource until it obtains a prudence determination in a general rate case or PCORC.  Until the revenues are collected to repay the investment, the Company has to turn to other sources of cash for its operations or for acquiring additional resources.  This could place serious financial constraints on the Company
 at a time when the Company is facing the need to acquire significant resources over the next decade.

 AUTONUM 
PSE and Commission Staff have provided evidence demonstrating the continued need for the PCORC. 
  Since its approval by the Commission, the PCORC has been a beneficial regulatory tool that has allowed PSE to obtain timely recovery of its long term power resource needs, and provide benefits to customers as explained in more detail below.  Through its Integrated Resource Plan, PSE has estimated the need to acquire resources for 2,125 average megawatts (“aMW”) by 2020.
  PSE faces challenges in acquiring these resources due to increasing cost pressures associated with financing acquisitions and, in addition, the increase in the cost of the available resources themselves.  Over the past five years the Company has been very successful in taking advantage of resource acquisition opportunities as they have arisen, to obtain low cost resources and put them into service for its customers' benefit.  Now is not the time to change the regulatory environment under which the Company can adjust its power cost portfolio in a relatively timely and simplified manner. 

 AUTONUM 
The framers of the PCORC mechanism expressly stated that the purpose of the PCORC was twofold: (1) it would be a periodic proceeding specific to power costs that “would true up the Power Cost Rate to all power costs identified in the Power Cost Rate.” (emphasis in original); and (2) it would be a means to incorporate new resources into the power cost rate.
  Thus, the PCORC has always been as much about updating the level of all power costs recovered in rates generally as about bringing the costs of new resources into rates on an expedited basis.  
 AUTONUM 
ICNU has proposed that a PCORC should be filed only when PSE acquires a new resource.  Mr. Schoenbeck testified on behalf of ICNU stating, “In my view, the main objective of the PCORC was to provide a timely inclusion of the costs of new resource [sic] in rates.”
  Please note, however,  that ICNU was not a signatory to the PCA Settlement Stipulation that instituted the PCORC mechanism.
  Mr. Schoenbeck's “view” of the process does not reflect the way the PCORC was intended or the way it has operated ever since it was initiated.  But most importantly, it does not reflect the expressed terms of the settlement agreement.  Further, Mr. Schoenbeck himself points out that PSE has limited every PCORC proceeding to those instances when it has acquired new resources.
  Accordingly, ICNU proposes restrictions on the PCORC to correct a “problem” that does not exist.  
 AUTONUM 
Commission Staff articulated its view of the objective of the PCA and PCORC mechanisms in testimony supporting the PCA Settlement in WUTC Docket No. UE-011570.
The Company may periodically update its general rates to reflect increased power supply costs associated with new resources or increased costs of existing resources.  These Power Cost Only rate proceedings are an exception to the general rule that a company should not be allowed to file single issue rate cases. . . .  Further, these single issue rate cases will look at all costs included within the PCA mechanism.  And, the Company will be required to support these rate proposals in the same detail it must support power supply costs in a general rate proceeding.
  
 AUTONUM 
Under both ICNU and Public Counsel's proposals, they would modify the PCA to recover power costs that would be recovered under a normalized scenario—rather than using the PCA to track extremes.  

VI. THE PCORC SCOPE IS LIMITED
A. The PCORC Deals With Power Costs 
 AUTONUM 
While a PCORC deals with a complex subject--the forecast of future power costs for a future load--the process is intended to be narrow in scope and can be completed in an expedited time frame.  This was expressed well by Public Counsel witness Jim Lazar at the time of the 2001 settlement hearing:

Our goal here was to have a narrow process and a tight time frame. . . .  [O]ur goal was . . . to have a narrow set of issues addressed and have it addressed in a very efficient fashion. . . .
  
 AUTONUM 
Such topics are reserved for general rate cases.  Company witness David Mills also testified that while a PCORC proceeding does involve thorough and complete review of projected power costs, it excludes many other cost components that are addressed in a general rate case.
  A PCORC does not deal with cost of money or changes in non production-related expenses or ratebase.  Given this, it is appropriate that a PCORC proceeding be relegated a shorter time frame.  
 AUTONUM 
The Company has completed three PCORC proceedings since the Commission approved the PCA mechanism in 2002.
  The parties have been able to work together during these proceedings to complete the expedited review of power costs in the timely manner anticipated by the parties to the PCA Settlement.  In addition, two of the three PCORC proceedings were successfully resolved through Commission-approved settlements.
  
B. The PCORC Does Not Pose an Unreasonable Regulatory Burden 

 AUTONUM 
Ms. Smith laments that the PCORC poses an unreasonable regulatory burden on all parties and the Commission.
  However, the Commission expressly authorized the PCORC as an exception to the rule governing general rate increases

We established on the record, and conclude, that the Power Cost Only Rate Review provisions do fall within the exception to this rule governing general rate increase filings . . . .

 AUTONUM 
As discussed above, the PCORC serves an important purpose of implementing PSE's Integrated Resource Plan as an element of the PCA Mechanism and transforming PSE's portfolio from a short-term, market power portfolio to a portfolio with owned resources.  

 AUTONUM 
Given the Commission's express authorization of the PCORC and the PCORC's limited scope, Ms. Smith's characterization of this approved regulatory mechanism as a "regulatory burden" is puzzling.  The Commission should not penalize the Company by eliminating an established and well-functioning regulatory mechanism because an intervenor finds it burdensome. 
VII. THE COMPANY HAS AGREED TO REVISIONS TO THE PCORC THAT ADDRESS THE CONCERNS RAISED BY OTHER PARTIES

 AUTONUM 
The argument of ICNU and Public Counsel that the PCORC is too complex should be rejected.  During cross examination ICNU used the example of a new load forecast as an indication of how the PCORC did not allow enough time to review the validity of a new power cost proposal.  However, the PCORC is not the only venue that presents this type of updated information.  New forecasts such as load and current market prices are routinely discussed in other venues—such as the IRP process—prior to being used in the PCORC.  

 AUTONUM 
To the extent these parties find the PCORC too complex, it may be because they have elected not to participate in these processes,
 or they are trying to bring in new theories or methodologies during the PCORC process to change the way power costs are set in rates.
  The Commission should require  that only the methodologies used in setting power costs in the most recent general rate case, updated for current prices and forecasts, should be used in determining the power costs for a subsequent PCORC.  

 AUTONUM 
Notwithstanding the above, in response to parties’ concerns expressed through the PCORC collaborative and settlement negotiations and response testimony in this proceeding, PSE has agreed to revisions to the PCORC that will respond to concerns about the expedited time frame and allow for increased time to review PSE’s proposed power cost adjustments while streamlining and further improving the efficiency of the PCORC process.  
A. Expand the PCORC To a Six Month Time Period Rather than a Five Month Period
 AUTONUM 
In order to serve its fundamental purposes, and also considering the single issue of production related costs, the PCORC process must be significantly shorter than a general rate case.  PSE and other parties have settled or litigated three PCORC proceedings since the PCORC mechanism was initiated in 2002.  It is clear that interested parties are now very familiar with the PCORC process, the Company’s resource acquisition process and the methodologies underlying rate year power cost projections, such that the process is efficient and focused.

 AUTONUM 
Nonetheless, in response to parties’ concerns that more time is needed for these cases, PSE has agreed to extend the time period of the PCORC proceeding from five months to six months.  

B. Formalize a Shortened Turn Around Time for Data Request Responses

 AUTONUM 
In response to parties’ concerns that there is not adequate time to fully evaluate the data provided by the Company in the PCORC’s expedited timeframe, PSE has agreed to shorten the turn around time for data request responses from ten days to five days for PCORC proceedings.
  This will provide parties more time to evaluate the data provided by the Company.
  
C. Provide  the AURORA Model as Soon as a Confidentiality Agreement Has Been Signed

 AUTONUM 
PSE witness David Mills testified at hearing that the sole trigger for PSE providing intervenors with copies of the AURORA model is the intervenors’ filing of a confidentiality agreement.  “First, the date that the Aurora files are provided to the counterparties is not a random exercise.  It has everything to do with when we get the signed confidentiality agreements back from parties.”
  In PSE’s 2007 PCORC proceeding, Docket No. UE-070565, intervenors signed a confidentiality agreement and received the AURORA model even before a prehearing conference had been held.
  PSE agrees to follow this practice in all future PCORC proceedings, further increasing the efficiency of the PCORC proceeding.
 
D. Limit Updates to Gas Prices

 AUTONUM 
Commission Staff has proposed that PSE limit updates to power costs to one update with an additional power cost update if the Commission determines the update is necessary due to increased gas costs and orders that such update be made as part of the compliance filing.
  PSE has agreed to such proposal with the modification that the power cost update should be available if gas prices decrease as well as if they increase.
  

 AUTONUM 
When the Company updates its power costs with new gas prices, this typically causes other elements of the power cost projection to change.
  For example, when the power cost model is updated for gas prices, AURORA-modeled rate year resource costs and generation change.
  For consistency, power costs are also updated to include rate year short-term power and gas for power contracts at the date of the gas price forecast.  Thus, the update for more recent gas prices should include all changes in power costs that are triggered by changes in gas prices.  The methodology for updating power costs with new gas prices is discussed in Mr. Mills’ prefiled direct and rebuttal testimonies.
  As clarified at hearing, these updates involve only a change to the input, not a change in methodology.
  When such updates are made, the Company provides to other parties the model runs and detailed work papers that compare the updated to the earlier version.  The Company will continue this practice.

E. Utilize Methodologies From Last General Rate Case
 AUTONUM 
The complexity of the PCORC can be minimized if the parties use the same methodologies for updating power costs as were used in the preceding general rate case, updated for current prices and forecasts.  As noted by Mr. Story, the PCORC was meant to be simplified in that it is based on approved power cost methodologies from the most recent general rate case plus the prudence of new resources.  It does not deal with the cost of money or changes in non production related expenses or ratebase.  Also new methodologies for determining power costs were intended to be limited to the general rate case filing.  Unfortunately, parties have veered from the course and have proposed new methodologies during PCORC proceedings.
 AUTONUM 
As discussed by Mr. Mills, some of the same parties who complain about the complexity of the PCORC are the ones who contribute to its alleged complexity:
I think part of the challenge . . . that we're facing is not only from the Industrial Customers but potentially from other interveners, there's typically new proposals that are suggested in rebuttal testimony, things having to do with adjusting the forced outage rate or the availability of the Colstrip coal plant, how to model and impute a value for sales and resale as opposed to using the Aurora model, recommendations for how to provide gas supplies to . . . the Goldendale combustion turbine, how to provide gas supply from what inherently was an asset that belonged to the core gas book, how to swing that back, core gas transportation to provide raw heat gas to the Goldendale plant.  Those types of proposals take everybody a significant amount of time to dial in and to try to understand one another in terms of the assumptions and the data points that are used.  

Another problem that we typically have that kind of finds its way into the Aurora process is people focus—interveners come in with different suggestions or recommendations about changing either the availability or the total capacity factors of various units that . . . are dispatched in the Aurora model.

So all of that combined, that makes it a more challenging process.

 AUTONUM 
To address this concern, Mr. Story had proposed in his rebuttal testimony a slight revision to the sixth bullet point of C.8 of the Settlement Stipulation
:

· A calculation of proforma production cost schedules that are consistent with the Company's most recent general rate case, including power supply and other adjustments impacting then current production costs.  
 AUTONUM 
The intent of this revision is to emphasize that new methodologies for determining normalized power costs should not be brought into a PCORC.  The parties should use the same methodologies used in the most recent general rate case, updated for new forecasts and resource prices.  
 AUTONUM 
By prohibiting the introduction of new methodologies in a PCORC proceeding, while still allowing updates for current prices and forecasts, the complexity of a PCORC is minimized. 

VIII. CONCLUSION

 AUTONUM 
PSE has demonstrated an ongoing need for the PCORC.  The PCORC was created through the PCA Settlement Stipulation in 2002 to address needs that continue to exist today.  The PCORC aligns the interests of PSE and its customers in transforming the Company from a short-term, market power utility to a utility that owns and manages its resources.  

 AUTONUM 
PSE has done what it was asked to do in 2002 when the PCORC was created.  PSE has worked diligently to acquire cost effective resources to meet its load.  It has been successful in using the PCORC to acquire these low cost resources when opportunities have arisen.  It has actively engaged in the least cost plan/integrated resource plan process.  Even so, the conditions that led to the creation of the PCORC continue today, including PSE's need to still acquire significant new resources to meet its growing load and to replace expiring contracts.  

 AUTONUM 
The arguments raised by Public Counsel and ICNU misconstrue the intent of the PCA and PCORC and demonstrate that they do not grasp the policy reasons for the creation of the PCORC.  Their suggested solutions to replace the PCORC are short sighted and do not provide any reason to eliminate the PCORC, which has been functioning as planned.
 AUTONUM 
For the reasons set forth herein and based on the evidence submitted in this case, PSE respectfully requests that the Commission approve the ongoing existence of the PCORC, with the modifications agreed to by the Company.  
DATED this 26th day of September, 2008.
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