
Rate Case 
2003 PCORC 
2004 GRC 
2005 PCORC 
2005 PCORC Update 
2006 GRC 
2007 PCORC 
2007 GRC 

The 2005 PCORC Update included power cost updates for the 6-month period beginning July 1, 2006. 

Docket 
UE-031725 
UE-040640 
UE-050870 
UE-060783 
UE-06266 
UE-070565 
UE-072300 

Gas Contract MTM 
(Gain) 1 Loss ($ in Millions) 

Long-term contracts includes the MTM on the following: 

$ 0.5 $ (144.7) $(144.2) $ (122.1) 

3 mo. Average 
Prices Ending 

9/27/2003 
9/30/2004 
4/29/2005 
4/28/2006 

1 1 /30/2006 
511 012007 
311 112008 

Rate Year 
Beginning 

4/1/2004 
3/1/2005 

12/1/2005 
7/1/2006 ' 

1/1/2007 
9/1/2007 

1 1/1/2008 

- Aquila Contract - physical, fixed price contract which began in July 1993 and expired June 30,2008 
- CanWest Contract - physical, fixed price contract which began October 1991 and ended October 31, 2005 
- AquilalDeutsche Bank Contract -financial, fixed price contract which began January 2004 and ended June 30,2008 
- Toronto Dominion Contracts (CanWest Replacement) - two physical, fixed price contracts which began November 2005 and ended June 30,2008 
- The amortization of the gain on the CanWest Contract ($316,459/month) from November 2005 throught June 30,2008 

DEM-WP MTM from 03PCORC - 07 GRC-Staff DR 204.xls 

($0.0) ($1 3.6) ($1 3.6) 11 $ (12.5) 
($0.0) ($22.8) ($22.9) 9 $ (17.1) 
($1 .O) ($28.3) ($29.3) 7 $ (17.1) 
$0.5 ($1 6.0) ($1 5.5) 6 $ (15.5) 
$4.3 ($33.8) ($29.5) 8 $ (19.7) 
$1.9 ($30.1 ) ($28.2) 1 4 $  (32.9) 

($5.2) $0.0 ($5.2) 1 7 $  (7.3) 

Months 
in Rates Total 

Short-term 
Contracts 

Gas Contract MTM 
(Gain) 1 Loss 

Summary 

Estimated 
Customer 

Benefit 
Long-term 
Contracts Total 

($1 3,646,294) 
($22,857,013) 
($29,311,808) 
($1 5,457,742) 
($29,546,879) 
($28,194,046) 
($5,165,642) 

Short-term 
Contracts 

($0) 
($24,490) 

($1,003,537) 
$509,276 

$4,295,714 
$1,908,869 

($5,165,642) 

Long-term 
Contracts 
($13,646,294) 
($22,832,523) 
($28,308,271) 
($1 5,967,018) 
($33,842,593) 
($30,102,914) 

$0 

DEM-21 
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2003 PCORC 

CT Hedges 

Encogen (LT Contracts ONLY) (1,010,093) (974,844) (958,159) (1,036,351) (1,048,211) (1,003,642) (1,059,680) (1.1 80,703) (1,423,018) (1,510,425) (1,253,063) (1,188,105) (13,646,294) 

Total Gas Hedge MTM (1,010,093) (974.844) (958,159) (1,036,351) (1,048,211) (1,003,642) (1,059,680) (1,180,703) (1,423,018) (1,510,425) (1,253.063) (1,188,105) (13,646,294) 

No short-term contracts included in 2003 PCORC. 

No gas hedges per 9.26.03 KWI cube. 

DEM-WP MTM from O3PCORC - 07 GRC-Staff DR 2 0 4 . ~ 1 ~  2003 PCORC 
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2005 PCORC Update 
Jul-06 - Auq-OB Se~&3 Oct-06 Dec-06 6-months 

Tenaska $0 $336.459 $1 15,408 $101,235 $0 $0 $553,102 
Freddy 1 $335,845 $182,451 $75,198 ($70,863) ($186,045) ($380,412) ($43,826) 

Encogen (LT Deals) ($2,105,432) ($2,237,692) ($2,235,125) ($2,373,799) ($3,141,753) ($3,873216) ($15,967.018) 

DEM-WP MTM from 03PCORC - 07 GRC-Staff DR 2 0 4 . ~ 1 ~  2005 PCORC Update 
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2006 GRC 

(Gain) / Loss Jan-07 Feb-07 - Mar-07 Mav-07 Jun-07 Jul-07 Aua-O'l H O c t - 0 7 -  Nov-07 Dec-07 Rate Year 
Tenaska $769,371 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $769,371 
Freddy 1 $1,212,085 $1,249,687 $700,760 $0 $0 $0 ($56.956) ($6,273) $427.040 $0 $0 $0 $3,526,344 

Total (Gain)lLoss in 06 GRC $1,981,456 11,249,687 $700,760 $0 $0 $0 ($56,956) ($6,273) $427,040 $0 $0 SO $4,295,714 

Encogen (LT Deals) ($3,253,759) ($2,993,870) ($3,724,441) ($2,347,382) ($2,386,312) ($2,390,054) ($2,526.611) ($2,617.206) ($2,605,661) ($2,716,355) (53,136,124) ($3,744,878) ($33,842,593) 

Fixed-Price Gas Contracts for Rate Year 2007 

PPlayl of pse-kwi 113006 (Reporter) 

Wednesday, December 13, 2006 5:39:44 PM 

DEM-WP MTM from 03PCORC - 07 GRC-Staff DR 204.xls 
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2007 PCORC 

31 29 31 30 31 31 366 
Seo-Ol Oct-07 - Nov-07 Dec-07 Jul-08 Rate Year Fsb-08 Aor-08 H Jun-Ol - Jan-Otl 

Gotdendale Fln'l 
FixedCantracl5 5 5,532,000 5 2,292,450 5 2,370,000 $ 4,109,825 5 2,840,375 $ 1316600 5 1,356,250 $ - 5 - 5 - $ 1,136,150 $ - 5 20,953,650 
F w d  daily MMBtu 25,000 10,000 10.000 15,000 10.000 5 000 5,000 5,000 
F w d  monthly MMBtu 750,000 310,000 300,000 465,000 310,000 145,000 155,000 155.000 2,590,000 
Fixed $/MMBtu 57 38 57 40 57.90 58.84 59 16 $9 08 $8 75 $0.00 50 00 50 00 57.33 50.00 58 09 

Sumas Market $lMMBtu 57 19 $7 34 58.30 58 98 $9 00 $8.97 $8 70 $7.14 57 08 57.23 $7.37 $7.55 57 90 
Dlffereoce 5 0 1 9 s  0 0 6 5  (0.40) 5 (0 141 5 0 16 5 0 11 $ 0.05 $ (7.14) 5 (7.08) 5 (7.23) $ (0.04) $ (7.55) $ 0 19 

NIM In 36 MTM Adjustment 5 141,190 $ 18.494 $ (119,953) $ (64,917) 5 50.914 5 15.748 $ 7.540 $ - - $ - 5  - $ (6,358) $ - 5 42,658 

Gas Fired Resources Financial 
F~xedCantract$ $ 3.261.000 5 4.636.825 5 7,478,250 5 12,632,500 $ 10,194.350 5 8,173,750 $ 8,332,025 $ - $ - $ - $ 2,368,400 5 2.387.000 $ 59,461,100 
Flxed daily MMBtu 15,OW 20,000 30,000 45,000 35,000 30,000 30,000 10,000 10,000 18,770 
Fixed monitly MMBtu 450.000 620.000 900,000 1,395,000 1,085,000 870,000 930,000 310,000 310,000 6,870,000 
F w d  5IMMBtu 57.25 57 48 58.31 59.06 59.40 59 39 58.96 50.00 $0.00 53 00 $7.64 $7.70 $8.66 

Sumas Market$/MMBtu 57 19 $7 34 58.30 58.98 59.00 58 97 58.70 $7.14 $7 08 $7 23 57.37 57.55 $7 90 
Difference 5 0 0 6 $  0 1 4 5  0.01 5 0.08 5 0.40 $ 0 42 $ 0.26 $ (7 14) 5 (7 08) 5 (7 23) $ 0.27 5 0.15 5 0.75 
MTMAdjustment 5 26,514 $ 88,913 $ 8,391 5 108,274 5 431,236 5 365.639 5 239,763 $ - $ - 5 - 5 83.384 $ 46,599 5 1,398,714 

Gas Fired Resources Physical 
Fixed daily MMBtu 20,000 20,000 20,000 20.000 20,000 20,000 20,000 11,639 
Fixed monthly MMBtu 600,000 620,000 600,000 620.000 620.000 580,000 620,000 4,260,000 
Plemium 5IMMBtu 50.085 50 085 $0.085 50.085 $0 085 $0 085 $0.085 50.000 $0 000 $0 OD0 50.000 $0.000 50 085 
MTMAdjustment $ 51,000 $ 52,700 5 51,000 $ 52,700 $ 52,700 $ 49,300 5 52,700 $ - $ - 5 - 3  $ - 5 362,100 

Nibl in29 Gas Fired MTMAdj. 5 77,514 5 141,613 $ 59,391 5 160.974 $ 483.936 $ 414,939 $ 292,463 $ - 5 - $ - $ 83,384 5 46,599 16 1,760,814 

Other MTM 
Freddy 1 $ 403 352 $ :9 322 $ (31,476) 5 (60 131) $ 88 889 5 (59 652) $ (79,260) 5 - 5 - 5 - 5  - 5  - $ 281 044 
Tsnaska $ (175 648) 5 5 - 5 - $ - 5  - 3  - 5  $ - 5  - 5  - 5  - 5 (175648) 

Tatai Other $ 227705 5 19 322 $ (31,476) 5 (60 131) $ 88 889 5 (59 652) $ (79.260) 5 - $ - 5 - 5  - $  - 5 105396 - 
Total (Galn] Loss In 2007 PCORC - 5 77,025 $ 46,599 5 1,908,869 

Encogen LT Deals $ (2,232,549) 5 (2,344,850) $ (2,851,860) $ (3,593,022) $ (3,899,7751 $ (3,711,6941 5 (3,802,5261 $ (2,537,0031 f (2.557.3491 $ (2,572,2861 $ - $ - 5 (30,102,914) 

DEM-WP MTM fmm O3PCORC - 07 GRC-Staff DR 204.xls 2007 PCORC 
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8.13.09 8.13.09 <= price date
MTM Calculation on Gas Transportation for Encogen Rebuttal Update Difference

Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 RY RY RY
Encogen 30 31 30 31 31 30 31 30 31 31 28 31
Occidental Transport w/ PSEG Gas Supply
Vol of Delivery MMBtu/Day 16,884              16,884           16,884           16,884           16,884            16,884            16,884            16,884            16,884            16,884            16,884            16,884           
Sumas Gas for MTM AURORA INPUT
Rockies Gas for MTM AURORA INPUT
Basis (Gain) / Loss Rockies-Sumas
PSEG Added
Net Basis (Gain) / Loss $/MMBtu
TOTAL MTM (GAIN)/Loss to NIM

Station 2
8.13.09 8.13.09 <= price date

MTM Calculation on Gas Transportation for Freddie 1 Rebuttal Update Difference
Freddie 1 RY RY RY
AECO from AURORA AURORA input
Exchange rate US$/CAD$ 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815
Frcsted Station 2 Basis to AECO in CAD/GJ CAD$/GJ
Frcsted Station 2 Basis to AECO in US$/GJ US$/GJ
Conversion Factor MMBtu->GJ GJ/MMBtu
Frcsted Station 2 Basis AECO in US$/MMBtu US$/MMBtu
Station 2 $/MMBtu
Sumas AURORA input
Station 2 to Sumas Basis $/MMBtu
Sumas quantity MMBtu/Day 21,747 21,747 21,747 21,747 21,747 21,747 21,747 21,747 21,747 21,747 21,747 21,747 260,964 260,964 -                         
Station 2 quantity in MMBtu/D incl. 2% Fuel loss 2% 22,191 22,191 22,191 22,191 22,191 22,191 22,191 22,191 22,191 22,191 22,191 22,191 266,290 266,290 -                         
Calculated Basis (gain) loss to NIM

8.13.09 8.13.09 <= price date
MTM Calculation on Gas Transportation for Mint Farm (Transport contract with FB Energy starts in 11/1/09) Rebuttal Update DifferenceMTM Calculation on Gas Transportation for Mint Farm (Transport contract with FB Energy starts in 11/1/09) Rebuttal Update Difference
Mint Farm RY RY RY
AECO from AURORA AURORA input
Exchange rate US$/CAD$ 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815
Frcsted Station 2 Basis to AECO in CAD/GJ CAD$/GJ
Frcsted Station 2 Basis to AECO in US$/GJ US$/GJ
Conversion Factor MMBtu->GJ GJ/MMBtu
Frcsted Station 2 Basis AECO in US$/MMBtu US$/MMBtu
Station 2 $/MMBtu
Sumas AURORA input
Station 2 to Sumas Basis $/MMBtu
Sumas quantity MMBtu/Day 25,498 25,498 25,498 25,498 25,498 25,498 25,498 25,498 25,498 25,498 25,498 25,498 305,976 305,976
Station 2 quantity in MMBtu/D incl. 2% Fuel loss 2% 26,018 26,018 26,018 26,018 26,018 26,018 26,018 26,018 26,018 26,018 26,018 26,018 312,220 312,220
Calculated Basis (gain) loss to NIM

8.13.09 8.13.09 <= price date
MTM Calculation on Gas Transportation for Goldendale (NEW Westcoast Contract ) Rebuttal Update Difference
Goldendale RY RY RY
AECO from AURORA AURORA input
Exchange rate US$/CAD$ 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815 0.815
Frcsted Station 2 Basis to AECO in CAD/GJ CAD$/GJ
Frcsted Station 2 Basis to AECO in US$/GJ US$/GJ
Conversion Factor MMBtu->GJ GJ/MMBtu
Frcsted Station 2 Basis AECO in US$/MMBtu US$/MMBtu
Station 2 $/MMBtu
Sumas AURORA input
Station 2 to Sumas Basis $/MMBtu
Sumas quantity MMBtu/Day
Station 2 quantity in MMBtu/D incl. 2% Fuel loss 2%
Calculated Basis (gain) loss to NIM

Total Basis Gain

Redacted Information DEM-22(C) 
Page 1 of 2
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Westcoast Pipeline Fixed Transport Costs (From Fixed Gas Transport UPDATED tab)
RY

Freddie 1 (21,823 dth/day) $2,824,062
Mint Farm - FB Energy Contract (25,498 dth/day) $3,299,743
Goldendale (20,000 dth/day) $2,591,968
Total Westcoast Fixed Costs $8,715,772
Mint Farm - FB Energy Reg Asset Amort ($392,150)
Total Westcoast Fixed Costs after FB Energy Reg Asst Amort $8,323,622

Station 2 - Sumas Basis Gain from Above Calculations
Freddie 1 ($1,923,561)
Mint Farm ($2,255,343)
Goldendale ($1,769,035)
Total Station 2 - Sumas Gain ($5,947,939)

Additional Basis Gain to Assume (Difference between Fixed costs and basis gain)
Freddie 1 ($900,501)
Mint Farm ($652,250)
Goldendale ($822,932)
Total Difference in Fixed Costs and Basis Gain ($2,375,683)

DEM-22(C) 
Page 2 of 2 
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DEM-______Page 1 of 1
Transacted Gas Contracts for Rate Year Apr10-Mar11 using 3 mo Average ending 8.13.09 gas prices 8.13.09 3.20.09 <=Price Date

Update As Filed Difference
30 31 30 31 31 30 31 30 31 31 28 31 365 365 0

AT 8.13.09 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Rate Year Rate Year Rate Year
Fixed Sumas Gas Volume
Fixed Gas Fixed Cost
Fixed Sumas 3 mo. Ave. @8.13.09
Fixed Difference
Fixed Gas MTM 2,163,942  901,310     694,012  5,660,808  5,216,250  5,004,675  2,957,237  2,937,975  3,677,471  4,137,651  3,764,316  3,893,823  41,009,470  34,484,717  6,524,753       
Fixed Rockies Gas Volume
Fixed Gas Fixed Cost
Fixed Rockies 3 mo. Ave. @8.13.09
Fixed Difference
Fixed Gas MTM 447,462     223,324     16,779    464,898     433,903     205,755     (185,494)    (98,837)      365,656     727,051     671,023     621,936     3,893,455    7,090,911    (3,197,456)     
Index Gas Volum
Index Premium

Index Gas MTM (4,018)        15,998       15,482    4,652         4,652         4,502         15,998       15,482       15,998       15,998       14,450       15,998       135,192       736,596       (601,404)        
Fixed + Index Total MTM 2,607,386  1,140,631  726,273  6,130,358  5,654,805  5,214,932  2,787,741  2,854,620  4,059,124  4,880,701  4,449,789  4,531,757  45,038,117  42,312,224  2,725,893       

Copy of DEM-24 Gas MTM Summary.xls Gas for Power ContractsCopy of DEM-24 Gas MTM Summary.xls Gas for Power Contracts

Redacted Information 
DEM-24(C) 
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Copy of DEM-25 Gas Purchases.xls Gas - Pwrsm Download 0 1 .09 DEM-______Page 1 of 6

Gas Hedges Deta l.ppx of Powersimm_33631_081309 (Reporter) As-Filed Contract
New Contract for Update

Friday, August 14, 2009 11 45 38 AM

8/14/2009 11 45

A l Books,All De ivery Dates,All Traders,A l Counterparties All Demand Pro ile All Buys/Sales Both Phy-Fin Both Fixed-Float All Commodities Statistic Description All Delivery Regions Forward Regions Curve Date Forward Curve Initiated By FAS Tracking MEASU

Contract $ MTM $ mmBTU
Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU

CT Hedges . Financial . Fixed . Sumas
F N1014
F N1015
F N1016
F N1017
F N1018
F N1019
F N1088
F N1089
F N1090
F N1091
F N1107
F N1108
FIN1109
FIN1121
FIN1122
FIN1128
FIN1160
FIN1161
FIN1162
FIN1163
FIN1164
FIN1165
FIN1188
FIN1189
FIN1190
FIN1191
FIN1192
FIN1193
FIN1194
FIN1217
FIN1218
FIN1219
FIN1225
FIN1226
FIN1227
FIN1247
FIN1248
FIN1257
FIN1258
FIN1259
FIN1260
FIN1266
FIN1267
FIN1268
FIN1273
FIN1274
FIN1275
FIN1276
FIN1277
FIN1278

RY (Apr/2010 - Mar/2011) 2010/Apr 2010/May 2010/Jun 2010/Jul

F N1306
F N1307
F N1308
F N1309
F N1312
F N1313
F N1314
F N1315
F N1316
F N1340
F N1341
FIN1342
FIN1367
FIN1368
FIN1369
FIN1431
FIN1457
FIN1458
FIN1459
FIN1460
FIN1487
FIN1488
FIN1489
FIN1494
FIN1496
FIN1506
FIN1507
FIN1508
FIN1542
FIN1543
FIN1544
FIN1545
FIN1546
FIN1562
FIN1563
FIN1564
FIN1565
FIN1566
FIN1575
FIN1576
FIN1584
FIN1585
FIN1595
FIN1596
FIN1597
FIN1598
FIN1599
FIN1608
FIN1609
FIN1610
FIN1628
FIN1639
FIN1640
FIN1641
FIN1642
FIN1644
FIN1648
FIN1649
FIN1650
FIN1701
FIN1702

Copy of DEM-25 Gas Purchases.xls

DEM-25 
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Copy of DEM-25 Gas Purchases.xls Gas - Pwrsm Download 0 1 .09 DEM-______Page 2 of 6

Gas Hedges Deta l.ppx of Powersimm_33631_081309 (Reporter) As-Filed Contract
New Contract for Update

Friday, August 14, 2009 11 45 38 AM

8/14/2009 11 45

A l Books,All De ivery Dates,All Traders,A l Counterparties All Demand Pro ile All Buys/Sales Both Phy-Fin Both Fixed-Float All Commodities Statistic Description All Delivery Regions Forward Regions Curve Date Forward Curve Initiated By FAS Tracking MEASU

Contract $ MTM $ mmBTU
Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU

RY (Apr/2010 - Mar/2011) 2010/Apr 2010/May 2010/Jun 2010/Jul

F N1724
F N1725
F N1726
F N1729
F N1730
F N1738
F N1756
F N1757
F N1758
F N1759
F N1770
FIN1786
FIN1787
FIN1788
FIN1789
FIN1790
FIN1791
FIN1792
FIN1793
FIN1794
FIN1796
FIN1797
FIN1808
FIN1809
FIN1814
FIN1815
FIN1816
FIN1817
FIN1818
FIN1831
FIN1832
FIN1837
FIN1845
FIN1846
FIN1847
FIN1848
FIN1849
FIN1853
FIN1855
FIN1867
FIN1868
FIN1879
FIN1880
FIN1881
FIN1882
FIN1883
FIN1887
CT Hedges

CT Hedges . Financial . Fixed . Rockies
FIN1393
FIN1394
F N1395
F N1396
F N1397
F N1398
F N1399
F N1400
F N1401
F N1402
F N1420
F N1423
F N1424
F N1425
F N1435
F N1436
F N1437
FIN1438
FIN1439
FIN1444
FIN1451
FIN1452
FIN1466
FIN1467
FIN1468
FIN1469
FIN1470
FIN1471
FIN1472
FIN1473
FIN1502
FIN1503
FIN1504
FIN1505
FIN1554
FIN1581
CT Hedges

Total Fixed Deals

No Strategy . PhysP-BIOE-0001
No Strategy

No Strategy . PhysP-PSEG-0327
No Strategy

No Strategy . PhysP-IGI-0090
P-SHELLC-0096
No Strategy

Total Index Deals

<Back out> P-BIOE-0001 (See No
Adjusted Total Index Deals

Note  P-BIOE-0001 is the gas purchase contract with BioEnergy to buy gas produced at Cedar Hi ls faci ity.
The purchase price is the  AECO index plus $0.40 premium/mmBTU.  This $0.40 premium is captured in separate calculations - please see "Cedar Hills MTM" spreadsheet.

Copy of DEM-25 Gas Purchases.xls

DEM-25 
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Copy of DEM-25 Gas Purchases.xls Gas - Pwrsm Download 0 1 .09 DEM-______Page 3 of 6

Gas Hedges Deta l.ppx of Powersimm_336

Friday, August 14, 2009 11 45 38 AM

8/14/2009 11 45

A l Books,All De ivery Dates,All Traders,A l 

CT Hedges . Financial . Fixed . Sumas
F N1014
F N1015
F N1016
F N1017
F N1018
F N1019
F N1088
F N1089
F N1090
F N1091
F N1107
F N1108
F N1109
F N1121
F N1122
F N1128
F N1160
F N1161
F N1162
F N1163
F N1164
F N1165
F N1188
F N1189
F N1190
F N1191
F N1192
F N1193
F N1194
F N1217
F N1218
F N1219
F N1225
F N1226
F N1227
F N1247
F N1248
F N1257
F N1258
F N1259
F N1260
F N1266
F N1267
F N1268
F N1273
F N1274
F N1275
F N1276
F N1277
F N1278

Contract $ MTM $ mmBTU
Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU Contract $ MTM $ mmBTU

Contract $  /  
mmBTU

MTM $  /  
mmBTU

2010/Nov 2010/Dec2010/Aug 2010/Sep 2010/Oct

F N1306
F N1307
F N1308
F N1309
F N1312
F N1313
F N1314
F N1315
F N1316
F N1340
F N1341
F N1342
F N1367
F N1368
F N1369
F N1431
F N1457
F N1458
F N1459
F N1460
F N1487
F N1488
F N1489
F N1494
F N1496
F N1506
F N1507
F N1508
F N1542
F N1543
F N1544
F N1545
F N1546
F N1562
F N1563
F N1564
F N1565
F N1566
F N1575
F N1576
F N1584
F N1585
F N1595
F N1596
F N1597
F N1598
F N1599
F N1608
F N1609
F N1610
F N1628
F N1639
F N1640
F N1641
F N1642
F N1644
F N1648
F N1649
F N1650
F N1701
F N1702

Copy of DEM-25 Gas Purchases.xls

DEM-25 
Page 3 of 6Redacted Information



Copy of DEM-25 Gas Purchases.xls Gas - Pwrsm Download 0 1 .09 DEM-______Page 4 of 6

Gas Hedges Deta l.ppx of Powersimm_336
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On June 29, 1989, the Company executed a 20-year contract to purchase 70 
average MW of energy and 80 MW of capacity, beginning October 11, 1991, from the 
March Point Cogeneration Company ("March Point"), which owns and operates a 
natural gas-fired cogeneration facility known as March Point Phase I, located at 
the Equilon refinery in Anacortes, Washington. On December 27, 1990, the Company 
executed a second contract (having a term coextensive with the first contract) 
to purchase an additional 53 average MW of energy and 60 MW of capacity, 
beginning in January 1993, from another natural gas-fired cogeneration facility 
owned and operated by March Point, which facility is known as March Point Phase 
I1 and is located at the Equilon refinery in Anacortes, Washington. A dispute, 
currently being litigated, exists between the Company and March Point over the 
PURPA status of and the Company's obligations to buy the output of Phase IT. 

On February 24, 1989, the Company executed a 20-year contract to purchase 
108 average MW of energy and 123 MW of capacity, beginning in April 1993, from 
Sumas Cogeneration Company, L.P., which owns and operates a natural gas-fired 
cogeneration project located in Sumas, Washington. 

On September 26, 1990, the Company executed a 15-year contract to 
purchase 141 average MW of energy and 160 MW of capacity, beginning in July 
1993, from Encogen Northwest L.P. ("Encogen") (a limited partnership having a 
general partner that is a subsidiary of Enserch Development Corp.), which owned 
and operated a natural-gas fired cogeneration facility located at the Georgia 
Pacific mill near Bellingham, Washington. The contract had obligated the Company 
to pay Encogen fixed and escalating fees well above current and projected future 
market prices through mid-2008 for the output of the plant. On November 1, 1999, 
the Company purchased the 160 megawatt plant from Encogen. The Company paid $55 
million in cash and assumed $109 million in debt to acquire the partnership, 
which owned no significant assets other than the plant. Pursuant to an October 
27, 1999 order from the Washington Commission approving the purchase, the 
Company will depreciate the original owner's net book value of the plant over 
the remaining 23 year useful life of the project. The difference between the 
purchase price and the net book value of the plant (approximately $72.5 million) 
will be amortized over 9 years (the remaining term of the power purchase 
contract). The purchase is expected to reduce the net cost of power from the 
co-generation project by approximately 17% annually. 

In December 1999, the Company bought out the remaining 8.5 years of one 
of the natural gas supply contracts serving Encogen from Cabot 011 & Gas 
Corporation which provided approximately 60% of the plant's natural gas 
requirements. The Company will become the replacement gas supplier to the 
project for 60% of the supply under the terms of the Cabot Agreement and expects 
the agreement wlll reduce this portlon of gas costs by 5% to 15% annually. The 
Wash~ngton Commission has issued an order creatlng a regulatory asset relatlng 
to the $12 m~lllon payment that requlres the Company to accrue carrying costs on 
the unamort~zed balance over the f ~ r s t  3 years. 

On March 20, 1991, the Company executed a 20-year contract to purchase 
216 average MW of energy and 245 MW of capacity, beginning in April 1994, from 
Tenaska Washington Partners, L.P., which owns and operates a natural gas-fired 
cogeneration project located near Ferndale, Washington. In December 1997 and 
January 1998, the Company and Tenaska Washington Partners entered into revised 
agreements which will lower purchased power costs from the Tenaska project by 
restructuring its natural gas supply. The Company paid $215 million to buy out 
the project's existing long-term gas supply contracts, which contained fixed and 
escalating gas prices that were well above current and projected future market 
prices for natural gas. The Company became the principal natural gas supplier to 
the project and power purchase prices under the Tenaska contract were revised to 
reflect market-based prices for the natural gas supply. The Company obtained an 
order from the Washington Commission creating a regulatory asset related to the 
$215 million restructuring payment. Under terms of the order, the Company is 
allowed to accrue as an additional regulatory asset one-half the carrying costs 
of the deferred balance over the flrst five years. These revised arrangements 
are expected to reduce the Company's power supply costs from the Tenaska project 
an average of between 15 and 20 percent over the 14 year period from 1998 
throuqh 2011, net of the costs of the restructuring payment. 

ELECTRIC RATES AND REGULATION 

The order approving the merger of the Company, Washington Energy Company 
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Calculation of Proposed  Rebundled Power Costs EXHIBIT B
Revision 2

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
Current Power Contract Costs (dollars in thousands) (dollars in thousands)

1 Estimated Generation (MWH) (245MW, 98%LF,11mos/yr) 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 1,928,003 26,992,042
2 Current Power Contract Rate ($/MWH) $52 8 $59 6 $62 5 $66 0 $69 9 $72 8 $78 2 $82 6 $87 5 $90 4 $94 3 $98 2 $102 1 $106 3
3 Current PowerContract Payments ($x1000) $101,799 $114,909 $120,500 $127,248 $134,767 $140,359 $150,770 $159,253 $168,700 $174,291 $181,811 $189,330 $196,849 $204,947 $2,165,533

Gas Cost Savings
4 TGC Gas Price ($/MMBtu) ($2 07 in 1993, esc @ 8 5%/yr) $3 11 $3 37 $3 66 $3 97 $4 31 $4 68 $5 07 $5 51 $5 97 $6 48 $7 03 $7 63 $8 28 $8 98
5 Repl Gas Price ($/MMBtu) (Forward Market Quotes as of 9/23/97) $1 73 $1 71 $1 73 $1 77 $1 81 $1 87 $1 92 $1 98 $2 06 $2 13 $2 24 $2 35 $2 47 $2 61
6 Gas Price Difference ($/MMBtu) $1 38 $1 66 $1 93 $2 20 $2 50 $2 81 $3 15 $3 53 $3 92 $4 35 $4 79 $5 28 $5 81 $6 37

Heat Rate
7 Annual Gas Burn (MMBtu) (8300Btu/kwh Heat Rate) 16,064,121 16,133,529 15,936,873 16,008,209 16,079,545 16,150,881 16,222,217 16,291,625 15,936,873 16,008,209 16,079,545 16,150,881 16,222,217 16,291,625 225,576,351

8 Gas Cost Savings ($x1000) $22,168 $26,812 $30,737 $35,296 $40,159 $45,379 $51,109 $57,430 $62,442 $69,648 $77,048 $85,266 $94,216 $103,801 $801,512

Rebundling Prorata Power Cost Recovery
9 Current PowerContract Payments ($x1000) 101,799$      114,909$ 120,500$       127,248$  134,767$ 140,359$ 150,770$ 159,253$ 168,700$ 174,291$ 181,811$ 189,330$   196,849$ 204,947$ 2,165,533$      

10 Gas Cost Savings ($x1000) ($22,168) ($26,812) ($30,737) ($35,296) ($40,159) ($45,379) ($51,109) ($57,430) ($62,442) ($69,648) ($77,048) ($85,266) ($94,216) ($103,801) ($801,512)
11 New Power Costs 79,630          88,097     89,763           91,952      94,608     94,979     99,661     101,823   106,258   104,643   104,763   104,064     102,633   101,145   1,364,021        
12 Federal Tax on New Power Costs (27,871)         (30,834)    (31,417)          (32,183)    (33,113)    (33,243)    (34,881)    (35,638)    (37,190)    (36,625)    (36,667)    (36,422)      (35,922)    (35,401)    (477,407)          
13 215 000 215 00013 Gas Supply Contract Buyout Cost 215,000        215,000         
14 Federal Tax on Buyout Costs 8 00% (5,017)           (5,017)      (5,017)            (5,017)      (5,017)      (5,017)      (5,017)      (5,017)      (5,017)      (5,017)      (5,017)      (5,017)        (5,017)      (10,033)    (75,250)            -35%
15 Interest Net of Tax 5 20% 11,389          11,457     11,547           11,534      11,401     11,127     10,700     10,101     9,329       8,352       7,111       5,580         3,717       1,349       124,696           
16     Net Power Costs  to be Recovered (deferred charges) 273,132        63,704     64,877           66,286      67,880     67,847     70,463     71,269     73,381     71,354     70,190     68,205       65,412     57,060     1,151,060        
17 Power Cost Recovery Based on % of Original Power Contract (54,110)         (61,078)    (64,050)          (67,637)    (71,634)    (74,606)    (80,140)    (84,649)    (89,670)    (92,642)    (96,639)    (100,636)    (104,632)  (108,937)  (1,151,060)       
18 Cumulative Unrecovered Deferred Charge 219,022        221,648   222,475         221,123    217,369   210,611   200,935   187,555   171,265   149,976   123,528   91,097       51,877     -               2,288,481        
19 Before Tax Recovery Rates 83,246          93,967     98,539           104,057    110,206   114,778   123,292   130,229   137,954   142,527   148,675   154,824     160,973   167,595   1,770,861        

20 Savings 18,553          20,942     21,961           23,191      24,562     25,581     27,478     29,024     30,746     31,765     33,135     34,506       35,876     37,352     394,672           
21 Net Savings 12,059          13,613     14,275           15,074      15,965     16,627     17,861     18,866     19,985     20,647     21,538     22,429       23,319     24,279     256,537           

22 Current Power Contract Rate ($/MWH) $52 80 $59 60 $62 50 $66 00 $69 90 $72 80 $78 20 $82 60 $87 50 $90 40 $94 30 $98 20 $102 10 $106 30
23 Future Power Bundled Rate ($/MWH) $43 18 $48 74 $51 11 $53 97 $57 16 $59 53 $63 95 $67 55 $71 55 $73 92 $77 11 $80 30 $83 49 $86 93
24 Savings $9 62 $10 86 $11 39 $12 03 $12 74 $13 27 $14 25 $15 05 $15 95 $16 48 $17 19 $17 90 $18 61 $19 37

25 Gross Savings % line #20 / Line #3 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2% 18 2%

Total 98-2011 Total '00-2011

Gross Savings 394,672$      355,177$       
Current Contract Payments 2,165,533$   1,948,825$    
Savings % 18.2% 18 2%
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Agenda Date: December 29, 1 999 
Item Number: 2B 

Docket: UE-991918 
Company Name: Puget Sound Energy 

StaE Thomas E. Schooley, Policy Research Specialist 
Roland C. Martin, Energy Regulatory Consultant 

Recommendation: 

Staff recommends the Commission approve the accounting petition as amended and 
described below. 

Discussion: 

On December 8, 1999, Puget Sound Energy (PSE) filed a petition for an order regarding the 
accounting and rate making treatment of the assignment of a gas purchase agreement with 
Cabot Oil and Gas Marketing Corporation (Cabot). The Gas Purchase Agreement relates to 
the gas supply at the Encogen cogeneration project from which PSE purchases the electrical 
output. PSE recently purchased the generating plant from Encogen where it received an 
accounting order in Docket LIE-99 1498, October 27, 1999. This gas purchase agreement 
represents about 60% of the natural gas used by the plant. PSE's accounting and rate 
making proposal is structured such that the purchase price and financing costs are ratably 
spread forward in proportion to the original contract costs. 

PSE states in the petition that assignment of the gas purchase agreement will allow the 
Company to lower the gas costs at the electric plant, thereby producing significant savings 
for customers. These savings are estimated to be $7.4 million over the remaining 8.5 years of 
the gas contract. Under the Assignment and Assumption Agreement, PSE pays to Cabot 
$12.0 million and receives fiom Cabot the Gas Purchase Agreement. PSE estimates 
transaction costs of $906,000. Upon completion of the assignment, PSE will retire the 
current Gas Purchase Agreement and replace it with new gas supplies purchased under its 
normal gas market activities. Gas cost savings are significant, based on forward market prices 
available today. Total savings are reduced by the net purchase price, federal income taxes, 
and three years of capitalized interest resulting in savings available to customers of about 
$7.4 million. PSE claims that the savings in power costs resulting from this transaction are 
substantial and that delay of the transaction lessens the value to customers. This transaction 
deals with only one gas supply contract of the facility, of which there are three. 

To achieve targeted earnings, the Company requires an accounting order that obtains 
desired rate making treatment and satisfies financial reporting and accounting needs. The 
Company seeks authorization to: 
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Docket LIE-99 19 18 
December 29, 1999 
Page 2 

(a) Capitalize, for recovery in rates, the purchase price paid for the gas supply contract; 

(b) Begin amortization of the purchase price immediately; 

(c) Capitalize the interest costs at a rate of 8% on the net regulatory assets for three years; 

(d) Commence amortization of the deferred balance based on the gas cost savings less 
interest in each of the remaining years; 

(e) Flow through the straight line tax amortization of the purchase price; and 

(9 Include the unamortized balance for rate making purposes for recovery in any fbture 
proceedings at the then-authorized rate of return. 

Staff reviewed PSE's petition and identified two minor concerns underlying the accounting 
and rate making proposal. Staff appreciates the Company's pursuit of its power stretch goals 
which is consistent with the expectations of the Commission as embodied in the order 
approving the merger of Puget Power with Washington Natural Gas in Docket No. 
UE-960195. 

Affiliated Interest Concerns 
PSE owns preferred stock in Cabot. This came about through a series of transactions 
beginning with the merger of Puget with Washington Energy (WECO). Cabot Oil acquired 
subsidiary of WECO in exchange for common and preferred stock of Cabot. PSE acquired 
this Cabot stock when it merged with WECO. Subsequently PSE sold the common, but 
continues to hold the preferred stock. While PSE does not have voting power to influence 
Cabot decision-making, it does receive a six percent dividend on the preferred. As a side 
transaction PSE has an agreement to sell the preferred stock back to Cabot for about book 
value. This sale must take place before November 2000. 

Staff does not suggest that a specific affiliate relationship currently exists, however we are 
concerned that there is an appearance of potential self-dealing. 

The Petition 

The accounting petition contains four basic requests. 

1. Permission to book the contract buy-out cost as a regulatory asset; 

2. Permission to capitalize interest on the regulatory asset for three years; 
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3. Authorization to amortize the regulatory assets at predetermined percentages per year 
based on the relative savings per year of the original contract; 

Docket LTE-99 19 1 8 
December 29, 1999 
Page 3 

4. Authorization for straight-line amortization of the federal income tax benefit associated 
with the buy-out cost. 

These requests roughly follow the plan authorized in the Tenaska gas contract buy-out. 
Staffs concerns revolve around the capitalized interest and the straight-line amortization of 
the FIT benefit. 

The principle behind amortizing the $12.9 million buy-out cost in the manner proposed is 
to match this cost to the savings of hture years. The current gas contract contains escalating 
gas prices which result in unit costs in the ninth year that are 44% greater than today. PSE 
could today purchase replacement gas at firm prices which start out 6% lower and move up 
by only 2 1% over the next nine years. To look at this another way, since about 20% of the 
gas savings are in the year 2007, then about 20% of the buy-out cost should occur in 2007. 
Staff accepts this in principle. 

PSE desires capitalized interest to keep its income statement whole and rationalizes that this 
was allowed in the Tenaska deal. PSE and Cabot will dissolve the preferred stock within the 
next year taking about $3.0 million of net dividend income off PSE's income statement. The 
capitalized interest helps make up this shortfall. Staff does not believe the Commission 
should necessarily concern itself with PSE's unregulated earnings picture, however we 
concede the point in order to ensure the company moves forward with its restructured gas 
agreement. 

Our other concern is the request for straight-line amortization of the FIT benefit. This 
"benefit" is the tax avoided by spending the $12.9 million. Staff feels this should be 
amortized at the same rate as the cost. PSE desires straight-line amortization because this 
improves their near-term earnings. Again, staff concedes this argument to the company. 

Overall, Staff concludes the accounting petition is in the public interest. Our concerns on 
sections of the petition are overshadowed by the need to facilitate the revision of PSE's gas 
supply contracts for the Encogen plant in order to obtain the benefit of lowered fbture 
power costs for ratepayers. 

Therefore, we recommend approval. 
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BEFORE 'THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 

Docket Nos. UE-090704 and UG-090705 
Puget Sound Energy, Inc.'s 

2009 General Rate Case 

WllTC STAFF DATA REQUEST NO. 241 

WUTC STAFF DATA REQUEST NO. 241: 

Data Requests Directed to David E. Mills 
With regard to Exhibit No. DEM-12CT1 Table 3 on page 19, please explain why PSE 
has not included the revenue requirement associated with the Tenaska contract 
restructuring in 1997 and the Encogen contract restructuring of 1999 under the long- 
term contracts mark-to-market column. 

Response: 

The Table 3 included on page 19 of the Prefiled Rebuttal Testimony of David Mills, 
Exhibit No. DEM-12CT1 reflects the rate year mark-to-market gains and losses 
associated with short- and long-term gas contracts for each of Puget Sound Energy, 
Inc.'s ("PSE") last five rate case proceedings, and is shown below. These mark to 
markets are power cost expenses or benefits and do not represent revenue requirement 
amounts. 

Exhibit No. DEM-12CT1 section IV.A.I., discusses the gas for power mark to market 
calculation and specifically notes that the calculation is for, "natural gas hedges that 
have been transacted for the rate year as of the.. .cut-off date". The Tenaska and 

PSE's Response to WUTC Staff Data Request No. 241 
Date of Response: January 5, 2010 
Person who Prepared the Response: Naomi Char 1 Kacee Chandler 
Witness Knowledgeable About the Response: David E. Mills 

Page 1 
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Encogen restructuring transactions do not fall under this definition, and have 
appropriately not beer1 included in ,this table. 

PSE1s Response to WUTC Staff Data Request No. 241 
Date of Response: January 5,2010 
Person who Prepared the Response: Naomi Char 1 Kacee Chandler 
Witness Knowledgeable About the Response: David E. Mills 

Page 2 
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 

Docket Nos. UE-090704 and UG-090705 
Puget Sound Energy, Inc.'s 

2009 General Rate Case 

WUTC STAFF DATA REQUEST NO. 242 

WUTC STAFF DATA REQUEST NO. 242: 

Data Requests Directed to David E. Mills 

Please provide a table indicating the revenue requirement associated with the 1997 
Tenaska restructuring in the same format as Table 3 on page 19 of Exhibit No. DEM- 
12CT, but with additional rows for indicating the revenue requirement for proceedings 
prior to the 2003 PCORC and the revenue requirement for each proceeding subsequent 
to the 2007 GRC (including the instant docket). 

Response: 

- Please see Puget Sound Energy, Inc.'s Response to WUTC Staff Data Request 
No. 241 for information regarding revenue requirement related to Tenaska. It is not 
appropriate to include the revenue requirement associated with the 1997 Tenaska 
restructuring in Table 3 of the Prefiled Rebuttal Testimony of David E. Mills, Exhibit No. 
DEM-12CT. 

- 
PSE's Response to WUTC Staff Data Request No. 242 
Date of Response: January 5,201 0 
Person who Prepared the Response: Naomi Char I Kacee Chandler 
Witness Knowledgeable About the Response: David E. Mills 

Page 1 
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BEFORE THE WASHINGTON U'TILITIES AND TRANSPORTATION COMMISSION 

Docket Nos. UE-090704 and UG-090705 
Puget Sound Energy, I n c h  

2009 General Rate Case 

WUTC STAFF DATA REQUEST NO. 243 

WUTC STAFF DATA REQUEST NO. 243: 

Data Requests Directed to David E. Mills 

Please provide a table indicating the revenue requirement associated with the 1999 
Encogen restructuring in the same format as Table 3 on page 19 of Exhibit No. 
DEM-12CT, but with additional rows for indicating the revenue requirement for 
proceedings prior to the 2003 PCORC and the revenue requirement for each 
proceeding subsequent to the 2007 GRC (including the instant docket). 

Response: 

Please see Puget Sound Energy, Inc.'s Response to WUTC Staff Data Request 
No. 241 for infom~ation regarding revenue requirement related to Encogen. It is not 
appropriate to include the revenue requirement associated with the 1999 Encogen 
restructuring in Table 3 of the Prefiled Rebuttal Testimony of David E. Mills, Exhibit 
NO. DEM-I 2CT. 

PSE's Response to WUTC Staff Data Request No. 243 
Date of Response: January 5,2010 
Person who Prepared the Response: Naomi Char 1 Kacee Chandler 
Witness Knowledgeable About the Response: David E. Mills 

Page 1 
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 
 

Docket Nos. UE-090704 and UG-090705 

Puget Sound Energy, Inc.'s  
2009 General Rate Case 

 
WUTC STAFF DATA REQUEST NO. 259 

 
“CONFIDENTIAL” Table of Contents 

 
 
DR NO. “CONFIDENTIAL” Material 

  

259 Attachment A to PSE’s Response to WUTC Staff Data Request No. 
259 is CONFIDENTIAL per Protective Order in WUTC Docket Nos. 
UE-090704 and UG-090705. 
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December 6, 1999

Ms. Carole I.Washburn, Secretary
Washington Utilities and Transportation Commission
1300 S. Evergreen Park Drive SW
P.O. Box 47250
Olympia, WA 98504-7250

Re: Petition for an Order Regarding the Accounting Treatment for the Assignment of a
Gas Pnrchase Agreement from Cabot Oil & Gas Marketing Corporation

Dear Ms. Washburn:

Enclosed for filing are an original and nineteen (19) copies of a petition whereby Puget Sound
Energy (PSE or the "Company") is requesting authority for specific accounting and ratemaking
treatment of the Company's assigmnent of a gas purchase agreement from Cabot Oil & Gas Marketing
Corporation. The transaction provides PSE with the opportunity to reduce purchased gas costs at its
Encogen facility, thereby producing significant savings for customers. The cost reductions are
estimated to produce net savings of approximately $7.4 million. To accommodate the scheduled
closing date ofDecember 31, 1999, the Company respectfully requests issuance of the requested
Commission order on or before December 30, 1999.

In accordance with WAC 480-09-015 (4), confidential Exhibits A, B, C, and Workpaper to
Exhibit B submitted herewith have been sealed in an envelope clearly marked "confidential" and the
first page and each specific page containing confidential information have been so marked.

Thank you for your assistance.

Very truly yours,

PUGET SOUND ENERGY, INC.

By M~e"eY\":V?ectv,v-e""-eootls­
~,,: Christy . Omohundro

Director, Rates & Regulatory Policy

Enclosures

Puget Sound Energy, Inc. • FO. Box 97034 • Bellevue, WA 98009-9734
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BEFORE THE WASHINGTON UTILITIES & TRANSPORTATION
COMMISSION

Petition of

PUGET SOUND ENERGY, INC.
Docket No. UE-99 _

For an Order Regarding the Accounting PETITION
Treatment for the Assignment of a Gas Purchase
Agreement from Cabot Oil & Gas Marketing
Corporation

In accordance with WAC 480-09-420(7), Puget Sound Energy, Inc. ("PSE" or "the

Company") respectfully petitions the Washington Utilities & Transportation Commission

(the "Commission") for an order regarding the accounting and ratemaking treatment of the

Company's assignment of a gas purchase agreement from Cabot Oil &-Gas Marketing

Corporation ("Cabot").! The Gas Purchase Agreement relates to the gas supply at the

Encogen cogeneration project, from which PSE purchases the electrical output. Assignment

of the Gas Purchase Agreement will allow the Company to lower the purchased gas costs at

the Encogen facility, thereby producing significant savings for customers. The net savings

from this transaction are estimated at $7.4 million, as shown on Exhibit B, line 12. The order

requested by this Petition, which allows the Company to spread the costs associated with the

1 The Gas Purchase Agreement between Encogen Northwest, L.P. and Cabot Oil & Gas
Marketing Corporation (as successor-in-interest to Washington Energy Exploration, Inc.), dated
November 27, 1991, as amended by the First Amendment to Gas Purchase Agreement, dated
October I, 1992 (collectively, the "Gas Purchase Agreement").

PETITION FOR ACCOUNTING ORDER - I
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Assignment over the remaining tenn ofthe Gas Purchase Agreement, is necessary to enable

the Company to enter into the transaction.

BACKGROUND

I. PSE is engaged in the business of furnishing electric and gas service within

the State ofWashington as a public service company, and is subject to the regulatory

authority of the Commission as to its rates, service, facilities and practices.

2. In its order issued on October 27,1999 in Docket :t~o. DE-991498, the

Commission approved PSE's proposed accounting and ratemaking treatment for PSE's

acquisition ofthe Encogen cogeneration project.

3. In connection with its acquisition of the Encogen project, PSE also

commenced discussion with the project's gas suppliers to attempt to reduce the gas supply

costs of the facility. These discussions resulted in the letter of intent between PSE and

Cabot - included as Exhibit A to this Petition - and the accompanying Assignment and

Assumption Agreement. Under the Assignment and Assumption Agreement, PSE will pay to

Cabot $12.0 million, in return for which Cabot will assign to PSE the Gas Purchase

Agreement. PSE will also incur expeuses estimated to be $906,000 related to the transaction.

OVERVIEW

4. The Company's objective in entering into the Assignment and Assumption

Agreement is to drive the gas cost element of the Gas Supply Agreement toward market, at a

price and at a time that provides overall benefit to the Company and its customers. After the

assignment, the Gas Purchase Agreement will be replaced with a new gas supply agreement

with market pricing. The net savings from the Encogen facility as a result of this transaction

are estimated at $7.4 million, as shown on line 12 ofExhibit B.

PETITION FOR ACCOUNTING ORDER - 2
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5. This propos~l is structured such that the purchase price and other costs

associated with the transaction are amortized in proportion to the gas cost savings over the

original costs under the Gas Purchase Agreement, net ofinterest, thereby allocating a

reasonable portion of the net savings in each of the remaining years under the Gas Purchase

Agreement. Net savings achieved are passed on to customers as shown on line 12 of

Exhibit B.

PROPOSED ACCOUNTLNG TREATMENT

Restructuring of Gas Supply Costs

6. The purchase of the Gas Purchase Agreement by PSE is expected to result in

an effective reduction in the gas supply costs for the Encogen project in the future. The

Company's proposal results in the economics approximating those shown in Exhibit B

("Expected Impact ofProposed Order"). The assignment to the Company of the Gas

Purchase Agreement will result in a reduction in gas costs from the amounts shown on line

32 to the amounts shown on line 33, producing a gas price difference as shown on line 34.

The amounts shown on line 33 are estimates of the cost ofreplacement gas, based on current

forward market gas price quotes. The gas costs savings, given the annual gas burn at the

cogeneration facility, are shown on line 36.

7. PSE proposes to effect a restructuring of the gas costs based on the contract

price under the existing Gas Supply Agreement (as shown on line 32) less the current

forward market gas price quotes (as shown on line 33), resulting in the gas ,cost savings (as

shown on line 36). The new gas costs (including the cost to achieve the savings) would be

spread over the remaining term ofthe Gas Purchase Agreement in a manner to achieve results

approximating those set forth in Exhibit B. This spreads the gas cost reduction benefits over

PETITION FOR ACCOUNTING ORDER - 3

DEM-32(C) 
Page 6 of 29



the remaining tenn of the Gas Purchase Agreement, thereby making the buyout reasonable

and economically attractive.

8. The cost ofmoney for purposes ofcalculating the interest on deferrals is

assumed to be 8.0%. This is the same rate used in the Tenaska power cost restructuring.

Accounting Order

9. To achieve the savings, the Company requires an accounting order that obtains

the desired effect for ratemaking purposes and satisfies the CompaiiY's financial reporting

and accounting needs. It is proposed that the order authorize the Company to do the

following for accounting and ratemaking purposes:

(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the Gas Purchase Agreement;2

(b) Commence amortization ofthe purchase price immediately;

(c) Capitalize the interest costs at a rate of8% on the net regulatory assets

for three years;

(d) Commence amortization ofthe deferred balance (including the

capitalized interest and the capitalized purchase price) based on the gas cost savings

less interest expense in each of the remaining years as set forth in Exhibit B, lines 27

and 28. The unamortized balance will be included for ratemaking purposes for

recovery in any future proceedings at the then-authorized rate ofreturn; and

2The purchase price would include the $12.0 million paid to Cabot for the assignment, as
well as transaction costs incurred by PSE in connection with the assignment.

PETITION FOR ACCOUNTING ORDER - 4
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(e) For ratemaking purposes, amortize the tax deduction associated with

the purchase price on a straight line basis over the remaining nine years of the

contract;

The anticipated financial and operating results produced by such an order are shown in

Exhibit B. The methodology set forth above and in Exhibit B would be used in future filings

with the Commission.

REQUESTED ORDER

10. The Company seeks an order in the form shown on Exhibit D that would

allow the Company to enter into the transaction with Cabot. By this Petition, the Company

requests that the Commission authorize the Company to:

(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the Gas Purchase Agreement (including transaction costs incurred by

the Company);

(b) Commence amortization of the purchase price immediately;

(c) Capitalize the interest costs at a rate of 8% on the net regulatory assets

for three years;

(d) Commence amortization of the deferred balance (including the

capitalized interest and the capitalized purchase price) based on the gas cost savings

less interest expense in each of the remaining years as set forth in Exhibit B, lines 27

and 28. The unamortized balance will be jncluded for ratemaking purposes for

recovery in any future proceedings at the then-authorized rate ofreturn; and

PETITION FOR ACCOUNTING ORDER - 5
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(e) For rate making purposes, amortize the tax deduction associated with

the purchase price on a straight line basis over the remaining nine years of the

contract;

11. The letter of intent between PSE and Cabot contemplates that the transaction

be closed on or before December 31, 1999. In order to enable the Company to enter into the

transaction, the Company respectfully requests that the Commission issue its order in this

matter on a schedule that will permit a closing on or before December 31, 1999.

WHEREFORE, PSE respectfully requests that the Commission enter an order in the

form attached as Exhibit D approving PSE's proposed accounting treatment ofthe assigurnent

to the Company ofthe Gas Purchase Agreement.

DATED this 6th day ofDecember, 1999.

PUGET SOUND ENERGY, INC.

BY~-""l'r[a:::::-~~_---- _
.Karl R. KJar
Manager, Revenue Requirements

[Soo3023601]
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VERIFICATION

KARL R. KARZMAR, being first duly sworn, on oath deposes and says:

That he is Manager, Revenue Requirements, ofPuget Sound Energy, Inc., that he has

. read the foregoing Petition for an Order Regarding the Accounting Treatment for the

Assignment of a Gas Purchase Agreement, that he knows the contents thereof, and that he

believes the same to be true and the best ofhis knowledge and belief.

&tt~-M-AR-
SUBSCRIBED AND SWORN to before me this J:L day of December, 1999.

PETITION FOR ACCOUNTING ORDER - 7
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LIST OF EXHIBITS

EXHIBIT A Letter ofIntent, including Assignment and
Assumption Agreement

EXHIBIT B Expected Impact ofProposed Order

EXHIBIT C AIlocation ofGas Cost Savings

EXHIBIT D Proposed Order

PETITION FOR ACCOUNTING ORDER - 8

CONFIDENTIAL

CONFIDENTIAL

CONFIDENTIAL
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EXHIBITD

BEFORE THE WASHINGTON UTILITIES & TRANSPORTATION
COMMISSION

Petition of

PUGET SOUND ENERGY, INC.

For an Order Regarding the Accounting
Treatment for the Assignment of a Gas Purchase
Agreement from Cabot Oil & Gas Marketing
Corporation

Docket No. UE-99 _

ORDER APPROVING ACCOUNTING
TREATMENT (Proposed)

On December 3, 1999, Puget Sound Energy, Inc. ("PSE" or "the Company") filed a
petition for an order regarding the accounting and ratemaking treatment of the Company's
assignment of a gas purchase agreement from Cabot Oil & Gas Marketing Corporation
("Cabot").l The Gas Purchase Agreement relates to the gas supply at the Encogen
cogeneration project, from which PSE purchases the electrical output. According to the
Petition, assignment of the Gas Purchase Agreement will allow the Company to lower the
purchased gas costs at the Encogen facility, thereby producing significant savings for
customers. The Company estimates these savings at $7.4 million, as shown on Exhibit B,
line 12. The order requested by the Petition would allow the Company to spread the costs
associated with the Assignment over the remaining term ofthe Gas Purchase Agreement.
According to the Company, such treatment is necessary to enable the Company to enter into
the transaction.

Background

In our order issued on October 27, 1999 in Docket No. UE-99l498, we approved
PSE's proposed accounting and ratemaking treatment for PSE's acquisition of the Encogen
cogeneration project. In connection with its acquisition of the Encogen project, PSE also
commenced discussion with the project's gas suppliers to attempt to reduce the gas supply

1 The Gas Purchase Agreement between Encogen Northwest, L.P. and Cabot Oil & Gas
Marketing Corporation (as successor-in-interest to Washington Energy Exploration, Inc.), dated
November 27, 1991, as amended by the First Amendment to Gas Purchase Agreement, dated
October 1, 1992 (collectively, the "Gas Purchase Agreement").
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DOCKET NO. UE- _ PAGE 2

costs of the facility. These discussions resulted in the letter of intent between PSE and
Cabot, and the accompanying Assignment and Assumption Agreement. A copy of the letter
of intent and the Assignment and Assumption Agreement was included as Exhibit A to PSE's
Petition. Under the Assignment and Assumption Agreement, PSE will pay to Cabot $12.0
million, in return for which Cabot will assign to PSE the Gas Purchase Agreement. PSE will
also incur expenses estimated to be $906,000 related to the transaction.

According to the Petition, the Company's objective in entering into the Assignment
and Assumption Agreement is to drive the gas cost element of the Gas Supply Agreement
toward market, at a price and at a time that provides overall benefit to the Company and its
customers. After the assignment, the Gas Purchase Agreement will be replaced with a new
gas supply agreement with market pricing. The net savings in gas costs from the Encogen
facility as a result of this transaction are estimated at $7.4 million, according to the Company.

This proposal is structured such that the purchase price and financing costs are
amortized in proportion to the gas cost savings over the original costs under the Gas Purchase
Agreement, net of interest. According to the Company, this allocates a reasonable portion of
the net savings in each of the remaining years under the Gas Purchase Agreement. Net
savings achieved are passed on to customers in the manner shown on line 12 of Exhibit B
(attached to the Company's Petition).

Proposed Accounting Treatment

The purchase of the Gas Purchase Agreement by PSE will result in an effective
reduction in the gas supply costs for the Encogen project in the future. PSE proposes to
effect a restructuring of the gas costs based on the contract price under the existing Gas
Supply Agreement less the current forward market gas price quotes, resulting in the gas cost
savings. The new gas costs (including the cost to achieve the savings) would be spread over
the remaining term ofthe Gas Purchase Agreement. This spreads the gas cost reduction
benefits over the remaining tean of the Gas Purchase Agreement, thereby making the buyout
reasonable and economically attractive, according to the Company. The cost ofmoney for
purposes of calculating the interest on deferrals is assumed to be 8.0%.

To achieve the savings, the Company requires an accounting order that obtains the
desired effect for ratemaking purposes and satisfies the Company's financial reporting and
accounting needs. The Company requests an order which authorizes it to do the following
for accounting and ratemaking purposes:

(a) Capitalize, for recovery in rates, the purchase price paid by the
Company for the Gas Purchase Agreement;2

2The purchase price would include the $12.0 million paid to Cabot for the assignment, as
well as transaction costs incurred by PSE in connection with the assignment.
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(b) Commence amortization of the purchase price immediately;
(c) Capitalize the interest costs at a rate of 8% on the net regulatory assets

for three years;
(d) Commence amortization of the deferred balance (including the

capitalized interest and the capitalized purchase price) based on the gas cost savings
less interest expense in each of the remaining years as set forth in Exhibit B, lines 27
and 28. The unamortized balance will be included for ratemaking purposes for
recovery in any future proceedings at the then-authorized rate ofreturn; and

(e) For ratemaking purposes, amortize the tax deduction associated with
the purchase price on a straight line basis over the remaining nine years of the
contract;

The anticipated financial and operating results produced by such an order are shown the
exhibit attached to the Company's Petition (Exhibit B). According to the Company, the
methodology set forth above and in Exhibit B would be used in future filings with the
Commission.

FINDINGS

THE COMMISSION FINDS:

I. PSE is engaged in the business of furnishing electric and gas service within
the State ofWashington as a public service company, and is subject to the regulatory
authority of the Commission as to its rates, service, facilities and practices.

2.. On December 3, 1999, PSE filed a petition for an order regarding the
accounting and ratemaking treatment of the Company's assignment of a gas purchase
agreement from Cabot Oil & Gas Marketing Corporation ("Cabot"). The Gas Purchase
Agreement relates to the gas supply at the Encogen cogeneration project, from which PSE
purchases the electrical output.

3. Assignment of the Gas Purchase Agreement will allow the Company to lower
the purchased gas costs at the Encogen facility, thereby producing significant savings for
customers. The order requested by the Petition would allow the Company to spread the costs
associated with the Assignment over the remaining term ofthe Gas Purchase Agreement.

ORDER

WHEREFORE, THE COMMISSION HEREBY ORDERS:

I. Approval is hereby given for the accounting treatment proposed in the
Company's Petition filed December 3,1999 with respect to the Company's Assignment ofa
Gas Purchase Agreement from Cabot.

DEM-32(C) 
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2. The Company is authorized to:
(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the Gas Purchase Agreement (including transaction costs incurred by
the Company);

(b) Commence amortization ofthe purchase price immediately;
(c) Capitalize the interest costs at a rate of8% on the net regulatory assets

for three years;
(d) Commence amortization ofthe deferred balance (including the

capitalized interest and the capitalized purchase price) based on the gas cost savings
less interest expense in each ofthe remaining years as set forth in Exhibit B, lines 27
and 28, attached to the Company's Petition. The unamortized balance will be
included for ratemaking purposes for recovery in any future proceedings at the then­
authorized rate ofreturn; and

(e) For ratemaking purposes, amortize the tax deduction associated with
the purchase price on a straight line basis over the remaining nine years of the
contract;
3. The Company's actions in the transaction for Assigmnent of the Gas Purchase

Agreement are subject to review in future rate proceedings. Any costs determined to be
unreasonable or imprudent in such proceedings are subject to disallowance.

4. The Commission retains jurisdiction to effectuate the provisions ofthis order.

DATED at Olympia, Washington this _ day ofDecember, 1999.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

MARILYN SHOWALTER, Chairwoman

RICHARD HEMSTAD, Commissioner

WILLIAM R. GILLIS, Commissioner

[Sea3023604]
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PSE’s Response to ICNU Data Request No. 07.01 Page 1 
Date of Response: January 15, 2009 
Person who Prepared the Response:  Robert Williams 
Witness Knowledgeable About the Response:  John H. Story 

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 
 
 

Docket Nos. UE-090704 and UG-090705 

Puget Sound Energy, Inc.'s  
2009 General Rate Case 

 
ICNU DATA REQUEST NO. 07.01 

 
 
ICNU DATA REQUEST NO. 07.01: 
 
Please provide all economic analyses prepared by PSE related to the buyout of the 
Tenaska and Encogen gas supplies. 
 
 
Response: 
 
Puget Sound Energy, Inc. (“PSE”) objects to ICNU Data Request No. 07.01 as overly 
broad and unduly burdensome.  Without waiving such objection, and subject thereto, 
PSE responds as follows: 
 
Attached as Attachment A to ICNU Data Request No. 07.01, please find a copy of the 
Tenaska Buyout Accounting Petition, with supporting exhibits, from WUTC Docket No.  
UE-971619. 
 
Please see PSE’s Response to WUTC Data Request No. 259 for a copy of the 
accounting petition and exhibits for the Cabot Buyout, WUTC Docket No. UE-991918. 
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December 8, 1997

Mr. Steve McLellan, Secretary
Washington Utilities and Transportation Commission
1300 S. Evergreen Park Drive SW
P.O. Box 47250
Olympia, WA 98504-7250

Re: Docket No. UE-971619 Petition for Accounting Order

Dear Mr. McLellan:

Enclosed for filing are an original and nineteen (19) copies of revised pages for Petition for an
Order Regarding the Accounting Treatment for the Purchase of a Gas Sales Contract submitted in this
proceeding. The revised pages are: pages 1 through 8 and 11 of the Petition and Exhibits B, D, H and
1. These amendments are necessary to reflect ratemaking treatment as discussed with Commission
Staff on December 5, 1997.

For the reasons set forth in our original filing, the Company requests that confidential
treatment be afforded the pages submitted herewith marked "confidential".

Thank you for your assistance.

Very truly yours,

PUGET SOUND ENERGY, INC.

BY~'
Karl R. ar
Manager, Revenue Requirements

KRK:mjs
Enclosures
cc: Robert F. Manifold
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December 2, 1997

Mr. Steve McLellan, Secretary
Washington Utilities and Transportation Commission
1300 S. Evergreen Park Drive SW
P.O. Box 47250
Olympia, WA 98504-7250

Re: Docket No. UE-971619 Petition for Accounting Order

Dear Mr. McLellan:

Enclosed for filiIlg are fu, original and nineteen (19) copies of revist:d pages for Petition for an
Order Regarding the Accounting Treatment for the Purchase of a Gas Sales Contract submitted in this
proceeding. The revised pages are: pages 6 through 8 of the Petition and Exhibits B, D, F, H and pages
4 through 8 of Exhibit 1. These amendments have been discussed with Commission Staff and are
necessary to reflect a revised purchase price, variable bum rates and tax amortization corrected to 15
year actual.

For the reasons set forth in our original filing, the Company requests that confidential
treatment be afforded the pages submitted herewith marked "confidential".

Thank you for your assistance.

Very truly yours,

PUGET SOUND ENERGY, INC.

BY~Karli.KIIlaf
Manager, Revenue Requirements

KRK.:mjs
Enclosures
cc: Robert F. Manifold
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November 7, 1997

VIA HAND DELIVERY

Mr. Steve McLellan, Secretary
Washington Utilities and Transportation Commission
1300 S. Evergreen Park Drive S.W.
P.O. Box 47250
Olympia, WA 98504-7250

Re: Petition for Accounting Order

Dear Mr. McLellan:

Enclosed for filing are an original and nineteen (19) copies of Puget Sound Energy's Petition
for an Order Regarding the Accounting Treatment for the Purchase of a Gas Sales Contract.

Please note that the identities of the other parties to the transaction, and the terms of the
transaction, are highly confidential. This information is therefore provided only in Exhibits to the
Petition, which are marked "Confidential". The Petition itself is not confidential.

Pursuant to WAC 480-09-015, the Company requests that Exhibits A through H submitted
with the Petition be accorded confidential treatment. As required by WAC 480-09-015(4)(a), the
Company identifies the following entities (other than the Company) which might be directly affected by
disclosure of the confidential information: the Omler and the Supplier (as identified in Exhibit A). In
accordance with WAC 480-09-015(4), the Exhibits submitted herewith have been sealed in an envelope
clearly marked "confidentiaL" and the first page and each specific page containing confidential
information have been so marked.

Thank you for your assistance.

Very truly yours,

PUGET SOUND ENERGY, INC.

Bv ~O=::::::::::.-__
.~:

Manager, Revenue Requirements

KRK:acs
Enclosures
cc: Robert F. Manifold

Puger Sc~nd ::ner;;y • ;J.,:, 3cx 9066a • Belle'iue "NA 38C09·0868 • (206) 454-6363
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BEFORE THE WASHINGTON UTILITIES & TRAJ.'\lSPORTATION
COMMISSION

Petition of
Docket No. UE-971619

PUGET SOUND ENERGY, INC.

For an Order Regarding the Accounting
Treatment for the Purchase ofa Gas Sales
Contract

PETITION

In accordance with WAC 480-09-420(7), Puget Sound Energy, Inc. ("Petitioner" or

"the Company") respectfully petitions the Washington Utilities & Transportation

Commission (the "Commission") for an order regarding the accounting and ratemaking

treatment of the Company's purchase ofa gas sales contract and restructuring of the

Company's existing power purchase agreement with the owner of a cogeneration facility

("Owner") as identified in Exhibit A. The transaction, which is scheduled to close on or

before December 31, 1997, provides the Company with the opportunity to achieve a

restructuring of the power purchase agreement for the cogeneration project that will produce

significant savings for customers. These savings are shown on Exhibit B, page 2, line 20.

The order requested by this Petition is necessary to enable the Company to enter into

the transaction. Because of the material loss in economic value related to timing, the terms of

the Letter ofIntent with respect to the transaction provide that it terminates unless the

transaction closes by December 31, 1997. The Company respectfully requests issuance of

the requested Commission order within 30 days.

PETITION FOR ACCOUNTING ORDER - 1
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BACKGROUND

1. Petitioner is engaged in the business of furnishing electric and gas service

within the State of Washington as a public service company, and is subject to the regulatory

authority of the Commission as to its rates, service, facilities and practices.

2. In the early 1990s the Company entered into an Agreement for Firm Power

Purchase ("Agreement") with the Owner to purchase the output of a cogeneration facility.

The project is a Qualifying Facility under the Public Utility Regulatory Policies Act of 1978

"'pT ~!"! • ")~ UlU""l"\. •

3. Over the past year, the Company has been in negotiations with the Gas

Supplier ("Supplier"), as identified in Exhibit A, regarding the restructuring of the

Agreement to achieve a reduction in the power supply costs under the Agreement. These

negotiations included investigation of a possible purchase of the underlying gas contract from

Supplier.

4. These negotiations resulted in the parties reaching agreement on a Letter of

Intent! ("LOl") whereby Petitioner would purchase the underlying gas contract of Supplier

and restructure the power purchase agreement. A copy of the LOI is included as Exhibit C to

this Petition. The purchase price agreed upon by the parties ("Purchase Price") is set forth in

paragraph I of the LOL

OVERVIEW

Purpose

5. The Company's objective in entering into this agreement is to drive the gas

cost element of a long-term fixed price escalating PURPA power contract toward market, at a

1 Including Exhibit A to the Letter of Intent.
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price and at a time that provides maximum overall benefit to the Company and its customers.

After the purchase, the gas supply contract will be replaced with a new supply agreement

with market pricing. An amendment to the Agreement will also be executed reflecting the

new pricing arrangement. This amendment will be filed as Exhibit J to this Petition when

executed. The savings in power contract costs provided as a result of this transaction are

substantial as evidenced by the total shown on line 20 of Exhibit B page 2 of2. Other forms

of restructuring this PURPA gas supply contract have been discussed with supplier but

provide a smaller level of overall savings.

6. Delaying this transaction into a later time frame materially lessens the value to

customers and increases the purchase price for the gas supply contract due to tax

consequences to Supplier. It is therefore critical to complete all elements prior to

December 31, 1997. This transaction deals only with the gas supply costs of the facility.

The Company may have other mitigation possibilities it can pursue related to this

cogeneration facility.

Equity Considerations

7. This proposal is structured such that the purchase price, financing costs and

new power costs are ratably spread forward in proportion to the original contract costs,

thereby achieving an equitable power cost savings in each of the remaining years under the

Agreement. As a result, a ratable percentage power cost reduction occurs in each year and

approximately twice as much savings is delivered in the later years versus the earlier years.

The savings is passed on as shown in Exhibit D.
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PROPOSED ACCOUNTmG TREATMENT

Restructuring of Power Supply Costs

8. The purchase of the gas supply contract by Petitioner will result in an effective

reduction in the power supply costs under the Agreement in the future. Economically, it is

the Company's intent to reflect these reductions in cost of service pro-rata based on the

amounts in the original power purchase agreement. This results in the amounts

approximating those shown in Exhibit B ("Calculation of Proposed Rebundled Power

Costs"). The purchase by the Company of the gas supply contract will result in a reduction in

gas costs from the amounts shown on line 4 to the amounts shown on line 5, producing a gas

price difference as shown on line 6. The amounts shown on line 5 are estimates of the cost of

replacement gas, based on current forward market gas price quotes provided by AIG Trading,

JP Morgan, J. Aron and Engage Energy. A table of these forward market gas prices is

included as Exhibit E. The gas costs savings, given the annual gas burn at the cogeneration

facility, are shown on line 8.

9. Petitioner proposes to achieve a restructuring of the power costs under the

Agreement based on the contract price under the existing Agreement (as shown on line 2)

less the gas cost savings (line 8), as measured by the current forward market gas price quotes.

The Rebundled power costs (including the cost to achieve the savings) would be spread over

the remaining term ofthe Agreement in a manner to achieve results approximating those set

forth in Exhibit B. This produces an equitable sharing of the power cost reduction benefits

over the remaining term of the Agreement. Exhibit F is a graph depicting the effect of this

proposal on the power costs paid by customers. "Current power costs" reflect the actual

contract rates under the Agreement (line 3 of Exhibit B). "Forward Priced Costs" show the

new power costs (line 11) after subtracting the gas cost savings. Net savings (from line 21
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on Exhibit B) is the result that would be targeted for ratemaking purposes after equitably

spreading the reduced power costs over the remaining life of the contract.

Calculation ofTarget Recovery Rates

10. For purposes of calculating the targeted amounts and to achieve an equitable

spread of new power costs (i.e. ratable to the original contract), the Company's proposal, as

shown in Exhibit B, balances the savings, based on forward-priced new power costs, with the

restructuring costs.

11. Tae cost ofmoney for purposes ofcalculating the interest on deferrals is

assumed to be 8.0%. Exhibit G supports the basis for using an 8.0% rate.

Accounting Order

12. To achieve the targeted savings, the Company requires an accounting order

that obtains the desired effect for ratemaking purposes and satisfies the Company's financial

reporting and accounting needs. It is proposed that the order authorize the Company to do

the following for accounting and ratemaking purposes:

(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the gas supply contract;

(b) Earn a return, at a debt rate, on one half the deferred balance for the

first five years;

(c) Commence amortization of the deferred balance (including the debt

return and the capitalized purchase price) in the first year based on the proportionate

amount of gas cost savings less interest expense in each year as compared to the total

amount in all years as set forth in Exhibit H. The unamortized balance will be

included for ratemaking purposes for recovery in any future proceedings;
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(d) Flow through, for tax purposes, the straight line tax amortization of the

purchase price.

The anticipated financial and operating results produced by such an order are shown in

Exhibit H. These results approximate the economic results set forth in Exhibit B. The

methodology set forth above and in Exhibit H would be used in filings with the Commission.

Power Cost Demand Adder

13. The recovery rates are subject to adjustment in the event the restructuring

costs are increased by the consequence of the tax indemnification provision provided to

Supplier as a result of the transaction. Paragraph 6 of the LO! obligates Petitioner to

indemnify Supplier's shareholders for 50% of the actual increased tax liability in the event

the gain resulting from this transaction is taxed at ordinary income rates rather than at capital

gains rates. There is a maximum aggregate limit on such payments as set forth in

paragraph 6 of the LOI.

14. In the event that this Petitioner makes any payments under this

indemnification provision, Petitioner proposes that the recovery rates be subject to

adjustment, consistent with the pro-rata pricing methodology set forth above, over the

remaining years at the time ofsuch adjustment and that the accounting order be revised

accordingly.

Regulatory Review of Restructured Agreement

15. Under previous orders issued by the Commission, the Company is required to

file all cogeneration agreements with the Commission. (Cause No. U-85-87, Second

Supplemental Order) Commission Staff performs a preliminary review, and notifies the

Company within thirty (30) days if there is any issue with respect to a particular contract.

(Cause No. U-85-877, Seventh Supplemental Order) The Company respectfully submits that
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the infonnation and documents filed in connection with this Petition will give Commission

Staff an opportunity to conduct its preliminary review with respect to the amendment to the

Agreement. The Company therefore requests that the Order issued by the Commission in

this proceeding indicate that the preliminary review will have occurred, and any issue

identified, prior to the issuance of such Order.

REQUESTED ORDER

16. The Company seeks an order in the fOIm shown on Exhibit I that would allow

the Company to enter into the transaction with Supplier and Owner. By this Petition, the

Company requests that the Commission authorize the Company to:

(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the gas supply contract;

(b) Record a return, at a debt rate, on one half the deferred balance for the

first five years;

(c) Commence amortization of the deferred balance (including the debt

return and the capitalized purchase price) in the first year based on the proportionate

amount of gas cost savings less interest expense in each year as compared to the

total amount in all years as set forth in Exhibit H. The unamortized balance will be

included for ratemaking purposes for recovery in any future proceedings;

(d) Flow through. for tax purposes, the straight line tax amortization of the

purchase price.

The Company further requests that such Order indicate that Commission Staffhas conducted

the preliminary review of the amendment to the Agreement required by the Seventh

Supplemental Order in Cause No. U-85-87.
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17. As noted above, the Lor requires that the Company close the transaction on or

before December 31, 1997, or the Lor expires by its own terms. In order to enable the

Company to enter into the transaction, the Company respectfully requests that the

Commission issue its order in this matter within 30 days.
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WHEREFORE, Petitioner respectfully requests that the Commission enter an order in

the form attached as Exhibit I approving Petitioner's proposed accounting treatment of the

Company's purchase of the gas supply contract and restructuring of the Agreement.

DATED this 7th day ofNovember, 1997.

PUGET SOUND ENERGY, INC.

~A(J ____
By K~=r===:::::..-------

Manager, Revenue Requirements

[BA973100.065J
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Docket No. UE-971619 Petition for Accounting Order "Tenaska"

LIST OF EXHIBITS

EXHIBIT A

EXHIBITB

EXHIBITC

EXHIBITD

EXHIBITE

EXHIBITF

EXHIBITG

EXHIBITH

EXHIBIT I

EXHIBIT J

Identification ofOwner and Supplier

Calculation ofProposed Rebundled Power Costs

Letter of Intent Between Puget Sound Energy and
Supplier

Allocation of Savings

Table ofForward Market Gas Prices

Graph Showing Rebundled Power Costs

Basis for Using 8.0% Interest on DeferraIs

Expected Impact of Proposed Order

Proposed Order

Amendment to Agreement
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EXHffiITG

INDICATIVE COSTS OF MONEY
(All assuming a 10.5% Allowed ROE)

Corporate Tax Rate 35%

Pre-tax
Weighted

Cost
0.16%
3.40%
1.00%
7.27%

11.83%

Cost
Rate

4.00%
7.91%
8.10%

10.50%

Capital
Structure

4%
43%

8%
45%

100%

ALLOWED ELECTRIC RATE OF RETURN (What is Currently in Electric Rates)
Nominal
Weighted

Cost
0.16%
3.40%
0.65%
4.73%
8.94%

Short-tenn Debt
Long-tenn Debt
Preferred Stock
Common Equity

Totals

Pre-tax
Weighted

Cost
0.24%
3.32%
0.98%
7.27%

11.81%

Cost
Rate

5.95%
7.72%
7.99%

10.50%

Capital
Structure

4%
43%

8%
45%

100%

ALLOWED ELECTRIC CAPITAL STRUCTURE & CURRENT EMBEDDED COSTS
Nominal

Weighted
Cost

0.24%
3.32%
0.64%
4.73%
8.93%

Short-tenn Debt
Long-tenn Debt
Preferred Stock
Common Equity

Totals

ACTUAL CAPITAL STRUCTURE & CURRENT EMBEDDED COSTS
(Reflects lower equity ratio post merger)

Short-tenn Debt
Long-tenn Debt
Preferred Stock
Common Equity

Totals

Capital
Structure

4.7%
43.3%

9.2%
42.8%
100%

Cost
Rate

5.95%
7.72%
7.99%

10.50%

Nominal
Weighted

Qm
0.28%
3.34%
0.74%
4.49%
8.85%

Pre-tax
Weighted

Cost
0.28%
3.34%
1.13%
6.91%

11.67%

ACTUAL CAPITAL STRUCTURE & ASSUMED MARGINAL COSTS
(Reflects lower equity ratio post merger)

Short-tenn Debt
Long-tenn Debt
Preferred Stock
Common Equity

Totals

Capital
Structure

4.7%
43.3%

9.2%
42.8%
100%

Cost
Rate
5.80%(1)
7.25%(2)
5.41%(3)

10.50%

Nominal
Weighted

Cost
0.27%
3.14%
0.50%
4.49%
8.40%

Pre-tax
Weighted

Cost
0.27%
3.14%
0.77%
6.91%

11.09%

NOTES:

(1) Actual cost of short-tenn debt, September 1997.
(2) Indicative pricing of 20 year no-call life BaalIBBB+ rated debt as of October 24, 1997.
(3) Actual after-tax cost rate on PSE Capital Securities issued June 6, 1997 ("tax deductable preferred stock").
(4) For reference, the current FERC interest rate used for customer deposits, etc. is 8.5%.

-

DEM-33 
Page 34 of 48



Redacted Information 
DEM-33(C) 
Page 35 of 48



Redacted Information 
DEM-33(C) 
Page 36 of 48



DEM-33(C) 
Page 37 of 48



Petition of

PUGET SOUND ENERGY, INC.

For an Order Regarding the Accounting Treatment For the Purchase of a Gas Supply Contract

REVISION 2

EXHIBIT I

DEM-33 
Page 38 of 48



BEFORE THE WASHINGTON UTILITIES & TRANSPORTAnON
COMMISSION

Petition of

PUGET SOUND ENERGY, INC.

For an Order Regarding the Accounting
Treatment for the Purchase of a Gas Sales
Contract

Docket No. UE-971619
ORDER (PROPOSED)

On November 7, 1997, Puget Sound Energy, Inc. (petitioner or Company) filed a

petition for an order regarding the accounting and ratemaking treatment of the Company's

purchase of a gas sales contract and restructuring of the Company's existing power purchase

agreement with the owner of a cogeneration facility (Owner). Such Owner was as identified

in Exhibit A to the Petition. According to the Petition, the transaction is scheduled to close

on or before December 31, 1997, and provides the Company with the opportunity to achieve

a restructuring of the power purchase agreement for the cogeneration project that will

produce significant savings for customers. These savings were set forth in Exhibit B to the

Petition.

The Petition states that the order requested is necessary to enable the Company to

enter into the transaction. Because of the material loss in economic value related to timing,

the terms of the Letter of Intent with respect to the transaction provide that it terminates

unless the transaction closes by December 31, 1997. The Company therefore requested

issuance of the requested Commission order within 30 days.

ORDER (pROPOSED) - 1

DEM-33 
Page 39 of 48



Background

In the early 1990s the Company entered into an Agreement for Firm Power Purchase

(Agreement) with the Owner to purchase the output of a cogeneration facility. The project is

a Qualifying Facility under the Public Utility Regulatory Policies Act of 1978, or PURPA.

Over the past year, the Company apparently has been in negotiations with the Gas Supplier

(Supplier) regarding the restructuring of the Agreement to achieve a reduction in the power

supply costs under the Agreement. (The identity of the Supplier was disclosed in Exhibit A

to the Petition.) These negotiations included investigation of a possible purchase of the

underlying gas contract from Supplier.

According to the Petition, these negotiations resulted in the parties reaching

agreement on a Letter of Intent (LOl) whereby Petitioner would purchase the underlying gas

contract of Supplier and restructure the power purchase agreement. A copy of the LOl,

including Exhibit A to the LOl, was included as Exhibit C to the Company's Petition. The

purchase price agreed upon by the parties (purchase Price) was set forth in paragraph 1 of the

LOI.

According to the Petition, the Company's objective in entering into this agreement is

to drive the gas cost element of a long-term fixed price escalating PURPA power contract

toward market, at a price and at a time that provides maximum overall benefit to the

Company and its customers. After the purchase, the gas supply contract was replaced with a

new supply agreement with market pricing. An Amendment to the Agreement was also

executed reflecting the new pricing arrangement. This agreement was subsequently filed as

Exhibit J to the Petition. The Petition states that the savings in power contract costs provided

as a result of this transaction are substantial, citing the total shown on Exhibit B. The

Company stated that although other forms of restructuring this PURPA gas supply contract
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were discussed with Supplier, a smaller level ofoverall savings would be produced. The

Company also indicated that delaying this transaction into a later time frame would

materially lessen the value to customers and increase the purchase price for the gas supply

contract due to tax consequences to Supplier, making it necessary to complete all elements

prior to December 31, 1997.

According to the Petition, the Company's proposal is structured such that the purchase

price, financing costs and new power costs are ratably spread forward in proportion to the

original contract costs thereby achieving an equitable power cost savings in each of the

remaining years of the Agreement. As a result, a ratable percentage power cost reduction

occurs in each year and approximately twice as much savings is delivered in the later years

versus the earlier years.

Proposed Accounting Treatment

The purchase of the gas supply contract by Petitioner will result in an effective

reduction in the power supply costs under the Agreement in the future. The Company

proposed to reflect these reductions in cost of service pro-rata based on the amounts in the

Agreement. A restructuring of the power costs under the Agreement would be based on the

contract price under the existing Agreement less the gas cost savings, as measured by the

current forward market gas price quotes. The Rebundled power costs (including the cost to

achieve the savings) would be spread over the remaining term ofthe Agreement. According

to the Company, this produces an equitable sharing of the power cost reduction benefits over

the remaining term of the Agreement. The Company included as Exhibit F to the Petition a

graph depicting the effect of this proposal on the power costs paid by customers. For

purposes of calculating the targeted amounts and to achieve an equitable spread of new

power costs (i.e. ratable to the original contract), the Company's proposal balances the
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savings, based on forward-priced new power costs, with the restructuring costs. The

Company proposed to use 8.0% as the cost of money for pUIposes ofcalculating the interest

on deferrals, and included Exhibit G to the Petition as support for using that rate.

The Petition states that in order to achieve the targeted savings, an accounting order

is necessary which obtains the desired effect for ratemaking pUIposes and satisfies the

Company's financial reporting and accounting needs. The Petition requested that the order

authorize the Company to do the following for accounting and ratemaking purposes:

(a) Capitalize, for recovery in rates, the purchase price paid by the

Company for the gas supply contract;

(b) Earn a return, at a debt rate, on one half the deferred balance for the

first five years;

(c) Commence amortization of the deferred balance (including the debt

return and the capitalized purchase price) in the first year based on the proportionate

amount ofgas cost savings less interest expense in each year as compared to the total

amount in all years as set forth in Exhibit H. The unamortized balance will be

included for ratemaking pUIposes for recovery in any future proceedings;

(d) Flow through, for tax purposes, the straight line tax amortization of the

purchase price.

The Petition states that the requested methodology would be used in filings with the

Commission.

The Company further proposed to adjust the recovery rates in the event the

restructuring costs are increased by the consequence of the tax indemnification provision

provided to Supplier as a result of the transaction. Paragraph 6 of the LOI obligates

Petitioner to indemnify Supplier's shareholders for 50% ofthe actual increased tax liability in
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the event the gain resulting from this transaction is taxed at ordinary income rates rather than

at capital gains rates. There is a maximum aggregate limit on such payments as set forth in

paragraph 6 of the LOI. In the event that Petitioner makes any payments under this

indemnification provision, the Company proposed that the recovery rates be subject to

adjustment, consistent with the pro-rata pricing methodology set forth above, over the

remaining years at the time of such adjustment and that the accounting order be revised

accordingly.

Regulatory Review of Restructured Agreement

Under previous orders issued by the Commission, the Company is required to file all

cogeneration agreements with the Commission. (Cause No. U-85-87, Second Supplemental

Order) Commission Staff performs a preliminary review, and notifies the Company within

thirty (30) days if there is any issue with respect to a particular contract. (Cause No. U-85­

877, Seventh Supplemental Order) According to the Company, the information and

documents filed in connection with the Petition gives Commission Staff an opportunity to

conduct its preliminary review with respect to the amendment to the Agreement. The

Company therefore asked that our Order in this proceeding indicate that the preliminary

review will have occurred, and any issue identified, prior to the issuance of such Order.

FINDINGS

THE COMMISSION FINDS:

1. Puget Sound Energy, Inc. is engaged in the business of furnishing electric and

gas service within the State ofWashington as a public service company, and is subject to the

regulatory authority of the Commission as to its rates, service, facilities and practices.

2. On November 7, 1997, the Company filed a petition for an order regarding the

accounting and ratemaking treatment of the Company's purchase of a gas sales contract and
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restructuring of the Company's existing power purchase agreement with the owner ofa

cogeneration facility (Owner).

3. The transactions will provide the Company with the opportunity to achieve a

restructuring of the power purchase agreement for the cogeneration project that will produce

significant savings for customers.

4. The Company's proposed treatment of the purchase price is reasonable. The

Company should be allowed to: (a) capitalize, for recovery in rates, the purchase price paid

by the Company for the gas supply contract; (b) record a return, at a debt rate, on one half the

deferred balance for the first five years; and (c) commence amortization of the deferred

balance (including the debt return and the capitalized purchase price) in the first year based

on the proportionate amount ofgas cost savings less interest expense in each year as

compared to the total amount in all years. The unamortized balance should be included for

ratemaking purposes for recovery in any future proceedings.

5. The Company's proposal to flow through, for tax purposes, the straight line

tax amortization of the purchase price is reasonable and should be approved.

6. The Company also filed the amendment to Agreement with the Commission

in accordance with the Second and Seventh Supplemental Orders in Cause No. V-85-87. The

information and documents filed in connection with the Petition provide Commission Staff

an opportunity to conduct its preliminary review with respect to the amendment to the

Agreement.

ORDER

WHEREFORE, THE COMMISSION HEREBY ORDERS:

1. Approval is hereby given for the accounting treatment in the Company's

Petition dated November 7, 1997 with respect to the Company's purchase of a gas sales
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contract and restructuring of the Company's existing power purchase agreement with the

Owner.

2. The Company's proposed treatment of the purchase price is approved, and the

Company is authorized to: (a) capitalize, for recovery in rates, the purchase price paid by the

Company for the gas supply contract (b) record a return, at a debt rate, on one half the

deferred balance for the first five years; and (c) commence amortization of the deferred

balance (including the debt return and the capitalized purchase price) in the first year based

on the proportionate amount ofgas cost savings less interest expense in each year as

compared to the total amount in all years. The unamortized balance will be included for

ratemaking purposes for recovery in any future proceedings.

3. The Company is authorized to flow through, for tax purposes, the straight line

tax amortization of the purchase price.

4. Commission Staffhas performed its preliminary review of the amendment to

Agreement pursuant to the Seventh Supplemental Order in Cause No. U-85-87, and the thirty

day review period shall be deemed to have expired with respect to the amendment.

5. The Company's actions in purchasing the gas sales contract and restructuring the

power purchase agreement can be subject to review in future rate proceedings. Any costs

shown to be imprudent is such proceedings are subject to disallowance.

6. The Commission retains jurisdiction to effectuate the provisions of this order.

DATED at Olympia, Washington, and effective this _ day ofDecember, 1997.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
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[BA973110.03S]

ORDER (pROPOSED) - 8

ANNE LEVINSON, Chair

RICHARD HEMSTAD, Commissioner

WILLIAM R. GILLIS, Commissioner
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