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Mr. David W. Danner
Executive Director and Secretary

Washington Utilities and Transportation Commission

1300 South Evergreen Park Drive S.W.

P.O. Box 47250

Olympia, WA  98504-7250

Subject:
Docket No. U-100522
Examination of Whether New Regulations are Needed to Govern Conservation Incentive Mechanisms or Address Declines in Revenues Due to Company-Sponsored Conservation or Other Causes of Conservation

Comments of Puget Sound Energy, Inc.

Dear Mr. Danner:

Puget Sound Energy, Inc. (“PSE” or the “Company”) appreciates the opportunity to participate in the Commission’s examination of whether new regulations are needed to govern conservation incentive mechanisms or address declines in revenues due to company-sponsored conservation or other causes of conservation.  In response to the Commission’s Notice of Opportunity to File Written Comments dated July 2, 2010 in Docket No. U-100522, PSE offers the following response. 
Summary Response To Four Policy Options
	Policy Option
	PSE Response

	Full decoupling, including all declines and all increases in sales from any source.
	Conditionally Support

(for both Electric and Natural Gas)

	Lost margin adjustment for declines in sales due only to company sponsored conservation efforts.
	Support

(for both Electric and Natural Gas)

	Attrition adjustment based on the results of an attrition study.
	Conditionally Support
(for both Electric and Natural Gas)

	An independent conservation provider (i.e. similar in concept to the Energy Trust of Oregon).
	Oppose
(for both Electric and Natural Gas)


Detailed Response To Four Policy Options
Policy Option 1: Full decoupling, including all declines and all increases in sales from any source.
PSE supports the use of full decoupling as one method of addressing the issue of unrecovered fixed costs due to conservation, provided the decoupling mechanism reflects the full difference between the growth rate of a utility’s load without conservation and the corresponding growth rate of the item that revenue is being coupled with (e.g., the number of customers served).  
Effective decoupling mechanisms could be developed a number of ways.  One effective approach would be to adjust allowed revenues associated with the decoupling mechanism by adjusting the growth on the coupled component of the decoupling mechanism, such as customers, so that the revenues generated are equivalent to what the utility would have experienced in the absence of conservation.  Such an approach would remove utility disincentives for supporting aggressive conservation, while also meeting the intent of RCW 80.28.020, RCW 19.285.050(2), and RCW 80.28.260(3) by producing financial results in the rate year that are equivalent to the results that would have been experienced in the absence of conservation.  As a result, the utility’s disincentives for supporting conservation are removed since its financial health is unaffected by the effects of conservation on its sales of energy.    

The form of decoupling discussed in the Commission’s June 29th workshop is sometimes referred to as a “revenue-per-customer freeze.”  Under this form of decoupling, use per customer in the rate year is forecast to be the same as in the historic test year insofar as fixed cost recovery is concerned.  Since the use per customer in the rate year is predetermined for purposes of fixed cost recovery, such an approach also requires that those fixed costs reflect rate year levels so that revenues and costs will be properly matched.  Basing such a mechanism on a historical test year obviously adds risk to the utility in that any growth in unit costs associated with new customers and system replacement would not have the potential for recovery.  

There are undoubtedly other ways to develop effective decoupling mechanisms.  PSE is supportive of a decoupling mechanism that would make utilities completely indifferent to all forms of conservation.  Mechanisms such as those approved for Avista or the prototypical NRDC approach are not acceptable forms of decoupling to PSE as they would provide only partial recovery of lost margin and therefore inadequately address disincentives for supporting conservation.
PSE urges the Commission to memorialize into its rules the ability of electric and natural gas companies to file a decoupling mechanism that truly makes them indifferent to the effects of conservation on its financial results.  PSE suggests the following rule language.
Suggested Rule Language:

WAC 480-100-xxx.

To align the interests of utilities and their customers with the energy strategy and policies of the State, the commission shall approve upon application [by an electrical and/or natural gas company] rate adjustment mechanisms that: (i) provide full and timely recovery of all prudently incurred cost-effective expenditures for conservation; (ii) ensure that utilities recover authorized non-fuel revenue requirements that would have been recovered absent the presence of conservation; and (iii) do not rely on energy sales for the recovery of any or all utility fixed costs.  
Policy Option 2: Lost margin adjustment for declines in sales due only to company sponsored conservation efforts.
PSE supports the use of a lost margin adjustment as one method of addressing the issue of unrecovered fixed costs due to conservation.  Such an approach would remove utility disincentives to pursue aggressive conservation programs, while also meeting the intent of RCW 80.28.020, RCW 19.285.050, and RCW 80.28.260(2). With respect to mechanisms to address unrecovered fixed costs, it is important to consider the legal mandate of RCW 80.28.020, which requires the Commission to fix rates that are just, reasonable, and compensatory.  These statutory requirements must be taken into account when addressing unrecovered fixed costs.
If the Commission determines that lost margin adjustment mechanisms are preferable to the full decoupling option discussed above, it should memorialize the ability of electric and natural companies to file such a mechanism into its rules.  PSE suggests the following rule language.
Suggested Rule Language:

WAC 480-100-xxx.

To align the interests of utilities and their customers with the energy strategy and policies of the State, the commission shall approve upon application [by an electrical and/or natural gas company] rate adjustment mechanisms that: (i) provide full and timely recovery of all prudently incurred cost-effective expenditures for conservation and (ii) ensure that utilities recover the non-fuel revenue requirements that would have been recovered absent conservation savings.
Policy Option 3: Attrition adjustment based on the results of an attrition study.

PSE considers past application of attrition adjustments by the Commission to be a more cumbersome approach to forward test year ratemaking.  In PSE’s experience, the application of this approach is very contentious and no clear direction has been laid out as to the required, and accepted, methodologies needed for such an adjustment.  
In fact, past orders by the Commission have not provided utilities comfort that such adjustments would be met with much success.  According to the Commission, attrition adjustments should be used “only when to do so is necessary to avoid setting rates so low as to be confiscatory under the Hope and Bluefield tests.”
  The Commission goes on to note that a utility “bears a particularly difficult burden of proof”
 for obtaining approval of an attrition adjustment and that “[s]ince attrition adjustments invariably require projections or estimates of certain components, and since both the Washington Supreme Court decision regarding used and useful property in rate base and the Commission’s own policies regarding the use of average rate base may result in inconsistent projections and estimates in an attrition analysis, it would appear that the safest course of action for the Commission is to reject attrition adjustments altogether.”
 (emphasis added)  

Many states combine decoupling mechanisms with a future test year or a separate revenue adjustment mechanism to address attrition.  For example, Attachment 1 to these comments demonstrates that 21 states with decoupling or similar cost recovery mechanisms also allow use of future or hybrid test years for ratemaking.  States with an approved cost recovery mechanism that also allow future test years include leaders in energy efficiency, like California, Connecticut, Hawaii, Minnesota, New York, Oregon and Wisconsin.

With such a high and uncertain regulatory hurdle created by past Commission precedent as to attrition adjustments, PSE would support a new rule that clearly allows rates to be based on a future test year.  Since this approach goes beyond the scope of the current proceeding, a subsequent rulemaking could be undertaken to clarify the information and methodologies required for a future test year rate filing.  Use of a future test year would serve the twin goals of (i) allowing utilities to reflect the effects of conservation in the rate year, thereby mitigating the utilities disincentive to support conservation, and (ii) better address the financial attrition created by the effects of conservation.  There are many states that currently regulate using future test years.  Methodologies used in these states could serve to guide the development of a comparable future test year methodology in this state.  
Policy Option 4: An independent conservation provider (i.e. similar in concept to the Energy Trust of Oregon).
PSE opposes this policy option for several reasons.  First, having a different conservation provider does not eliminate the issue of unrecovered fixed costs (lost margins) that results from aggressive conservation programs, a problem that is aggravated in Washington by the use of historical test years. (Note that PSE uses the term “different conservation provider” rather than “independent conservation provider”, because the entity would not be financially independent if they are taking funding from the utilities.)  Second, unrecovered fixed costs (lost margins) occur independently of who provides the conservation programs.  Third, energy utilities have intrinsic advantages as conservation program administrators.  Finally, energy utilities continue to play an important role in promoting conservation even when conventional programs are provided by different administrators.  The design of rates and the selection of funding levels for conservation programs are two of many examples that illustrate this.  
For all of these reasons, the majority of states that have established a separate provider that is responsible for conservation programs (e.g., Hawaii, New Jersey, Oregon and Vermont), have also allowed some form of decoupling for utilities in the state. So, based on the experience of other states, if this Commission is going to pursue Policy Option 4 it must also simultaneously pursue Policy Option 1. 
PSE appreciates the opportunity to present its viewpoint on these policy options.  Please direct any questions regarding these comments to Eric Englert at (425) 456-2312 or the undersigned at (425) 462-3495.

Sincerely,

/s/ Tom DeBoer



Tom DeBoer

Director – Federal & State Regulatory Affairs
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