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I.
INTRODUCTION
Q.
Please state your names, titles, and who you represent in this matter?

A.
Our names, titles, and representation are as follows:

· Katherine J. Barnard, Director, Revenue Requirements and Regulatory Compliance for Puget Sound Energy, Inc. (“PSE” or “the Company”);

· Jason Ball, Regulatory Analyst for Commission Staff (“Staff”);

· Lea Fisher,  Regulatory Analyst for the Office of Public Counsel (“Public Counsel”);

· Bradley G. Mullins, Consultant for the Industrial Customers of Northwest Utilities (“ICNU”).

Q.
Ms. Barnard, have you provided information pertaining to your educational background and professional experience?

A.
Yes.  My qualifications are provided in Exhibit No. ___(KJB-2).  
Q.
Mr. Ball, please describe your education, relevant experience, and other professional qualifications.

A.
I graduated from New Mexico State University in 2010 with a Bachelor of Arts dual-major in Economics and Government.  In 2013, I graduated with honors from New Mexico State University with a Masters of Economics specializing in Public Utility Policy and Regulation.  Since joining the Commission I participated in several dockets providing analysis in support of other witnesses including: Avista Corporation Purchased Gas Adjustment in Docket UG-131748, Puget Sound Energy’s Power Cost Only Rate Case in Docket UE-130617, and Pacific Power and Lights general rate case in Docket UE-130043.  I presented Staff recommendations to the Commission at open meetings in Dockets UE-131623, UE-131565, and UE-140617.  I prepared memoranda summarizing Staff’s positions in Dockets UE-131625 and UG-131626 involving low income assistance programs.  I filed direct testimony regarding Avista’s net power cost in their most recent general rate case, Docket UE-140188.

Q.
Ms. Fisher, please describe your education, relevant experience, and other professional qualifications.
A.
I am employed as a Regulatory Analyst with the Public Counsel Division of the Attorney General’s Office. I have a B.A. in International Studies from the University of Oregon and a Master of Public Administration degree from the Mark Hatfield School of Government at Portland State University.  Since joining Public Counsel in August 2008, I have worked on a wide range of energy issues and cases and testified before the Commission in the 2014 Avista general rate case and the 2013 PacifiCorp General rate case. In addition, I have filed written testimony and testified as a member of the settlement panel supporting a number of rate case settlements.
Q.
Mr. Mullins, please describe your education, relevant experience, and other professional qualifications.

A.
I am an independent consultant. My business address is 333 SW Taylor Street, Suite 400 Portland, Oregon 97204.  I have two Bachelor of Science degrees, one in Accounting and the other in Finance.  I also have a Master of Science Degree in Accounting.  Before starting my consulting business, I was a Senior Analyst for PacifiCorp from 2010 through 2013.  Prior to that I was a Tax Senior at Deloitte Tax from 2007 through 2009.  I have appeared in several regulatory proceedings in multiple jurisdictions.
Q.
What is the scope of this testimony?
A.
This testimony recommends approval by the Commission of the Settlement Stipulation (“Settlement”) that was executed by all parties in this power cost only rate case (“PCORC”) proceeding:  PSE, Staff, Public Counsel and ICNU (collectively, the “Parties”).  The Company's case and the Settlement Stipulation received sufficient scrutiny and the proposed Settlement is supported by sound analysis and sufficient evidence, including the testimony and exhibits that were prefiled by PSE on May 23, 2014 and updated August 1, 2014.  Approval of the Settlement Stipulation is in the public interest and will result in rates that are just, fair, reasonable and sufficient. 
II.
THE SCOPE OF THE UNDERLYING DISPUTE

Q.
Please describe the Company's filing that gave rise to this proceeding.
A.
PSE commenced this proceeding by filing proposed revisions to its Power Cost Rate to reflect decreases in the Company's overall normalized power supply costs.  PSE’s initial filing on May 23, 2014, include a revenue decrease of $9,556,193 (an average decrease of approximately 0.456 percent over the rates set in PSE’s 2013 PCORC in Docket No. UE-130617).  PSE filed supplemental testimony on August 1, 2014, that updated power costs and supported a revenue decrease of $5,463,695 (an average decrease of approximately 0.261 percent).  In the PCORC filing, PSE requested prudence determinations on certain transmission and power generation expenditures.  PSE also requested approval of a methodology for providing for timely cost recovery of the incremental power costs and equity adder associated with the Coal Transition PPA
Q.
Did Staff, Public Counsel and ICNU investigate PSE's filing?

A.
Yes.  They issued numerous data requests and engaged in conferences with Company staff knowledgeable about various aspects of the filing.  The Parties held an initial settlement workshop in July and a settlement conference in August.
Q.
What issues in the filing were disputed by the Parties?

A.
Staff, ICNU and Public Counsel had concerns about certain aspects of PSE's proposed costs and adjustments for purposes of determining the revenue requirement and power cost baseline rate. Public Counsel and ICNU also raised the issue of the appropriate cost of capital to be used in 2014 PCORC rates.


III.
THE SCOPE OF THE SETTLEMENT AND
ITS PRINCIPAL ASPECTS

Q.
Please describe the scope of the Settlement Stipulation and its principal aspects.

A.
The proposed Settlement Stipulation is a full settlement of all issues presented in this proceeding and it has been executed by all Parties.  The text of the proposed Settlement Stipulation is largely self-explanatory, thus, we do not repeat each detail here.  Generally, the Parties accepted PSE’s filed adjustments for purposes of settlement, with a few exceptions that are set forth in the proposed Settlement  Stipulation, including but not limited to the following:
· The Power Cost Baseline Rate resulting from this Settlement will not be known until the compliance filing in November.  However, based on the adjustments and assumptions set forth in the Settlement prior to the compliance filing and updating of power costs, the Power Cost Baseline Rate, grossed up for revenue sensitive items, is:  $ 62.892 (dollars per megawatt hour), which represents a decrease in operating revenues of  $14,893,316, an average decrease of 0.711% as compared to current rates.  
· Major maintenance events for Colstrip will be treated in a similar manner to gas fired generation facilities as agreed to in the 2013 PCORC Settlement.  Major maintenance will be amortized over the expected time period to the next major event. In future proceedings, all new recurring major maintenance for Colstrip units will be based on budgeted events and amortized over the expected time period to the next major event with the actual maintenance expense deferred and amortized over the same time period in the PCA mechanism. For each event that was previously set in rates using budgeted amounts, the subsequent rate case will use rate year amounts from the actual amortization schedules for setting rates.  In addition to the major maintenance adjustment, the Settlement include an adjustment reducing Colstrip operations and maintenance (“O&M”) expense by $1.3 million.   
· In the compliance filing, PSE will use the rate base level for the Snoqualmie Hydroelectric Project (“Snoqualmie”) renovation that was approved in PSE’s 2013 PCORC, $305,197,775, adjusted for depreciation and deferred income taxes.  The Snoqualmie additions PSE included in its direct case in this proceeding will be considered in a future proceeding, such as the 2015 PCORC, after all additions, changes or improvements to Snoqualmie have been completed and are known and measurable. 
· The Parties recommend that the Commission determine that PSE acted prudently in:  (1) renewing the Point Roberts PPA; and (2)  the renewal and acquisition of 475 MW of BPA transmission.  The transmission rate increase associated with the BPA-16 rate case in the last two months of the rate year, will not be included in rates in this case, but will be picked up in a future case.  This results in a decrease of $1,066,572 in expense.  As agreed to by the parties to the 2013 PCORC,  no prudence finding is necessary regarding the Purchased Power Agreement (PPA) between PSE and Electron Hydro LLC, as the PPA is part of the consideration for the sale.  To the extent the Commission determines that a prudence determination is required, the Parties agree that the Commission should determine that the PPA is prudent.
· PSE’s supplemental filing assumes the sale of Electron will occur.  If the sale of Electron is not approved by the Commission or the sale does not occur, the adjustments for the sale of Electron included in PSE’s filing will need to be reversed resulting in an increase to the supplemental revenue requirement filed on August 1, 2014.
· The Settlement recognizes that the Commission is currently addressing PSE’s return on equity in the remand of Dockets UE-121697/UG-121705 and UE-130137/UG-130138 and that the decision made in those dockets could potentially have an impact on PSE’s return on equity in this proceeding.  While there are differing views on how the current docket relates to the remand dockets, the Settlement provides that for purposes of initial rate-setting, the Parties agree to a cost of capital based on a 9.8 percent return on equity and an overall weighted average cost of capital of 7.77 percent.  The Parties further agree that the final cost of capital used in calculating rates in the 2014 PCORC will be based on and incorporate the Commission’s decision with respect to cost of capital following remand by the Thurston County Superior Court in Case Nos. 13-2-01576-2 and 13-2-01582-7 (consolidated), Order Granting in Part and Denying in Part, Petitions for Judicial Review (July 25, 2014).  There, the Court directed the Commission “to establish fair, just, reasonable and sufficient rates to be charged under the rate plan, and to order any other appropriate relief.”   
· The Settlement includes in PSE’s Power Cost Baseline rate the Centralia Coal Transition PPA, which is scheduled to begin in December 1, 2014.  With respect to price and volume changes associated with the PPA, PSE may implement the December 1, 2015 price and volume changes associated with the Centralia Coal Transition PPA through a 2015 PCORC and the 2016 price and volume changes either through a compliance filing in 2016, a general rate case or a combination to be proposed by PSE.  Attachment B to the Settlement Stipulation provides additional detail.  
· PSE will file a compliance filing prior to rates going into effect December 1, 2014, and the compliance filing will include adjustments to AURORA modeling relating to Baker Hydroelectric Project Unit 4 and Colstrip outage rate.  PSE will update power costs for known and measurable changes normally allowed by the Commission.  
All Parties will have the opportunity to review and comment upon the Company’s compliance filing and update.  
IV.
THE SETTLEMENT SATISFIES THE PARTIES' INTERESTS AND THE PUBLIC INTEREST

Q.
Ms. Barnard, why does the Settlement Stipulation satisfy the interests of PSE? 
A.
  The Settlement Stipulation provides a reasonable value for a power cost baseline rate in this case and allows PSE to focus on operations rather than litigation.  The Settlement Stipulation acknowledges that PSE acted prudently in acquiring and renewing BPA transmission and the Point Roberts PPA.  The Settlement Stipulation also allows for the Centralia Coal Transition PPA to be included in rates effective with the start of the PPA in December 2014, and it provides a means by which volume and price step ups in the PPA can be included in rates in future years.  


A key element of the Settlement Stipulation, from PSE’s perspective, is the manner in which major maintenance will be treated at the Colstrip generation facility in this case and going forward.  This settlement continues to rely on rate year budgeted base O&M expense for Colstrip, but major maintenance at Colstrip will be treated in a similar manner to major maintenance at PSE’s gas fired electric generation facilities (defer and amortize). The utilization of the defer and amortize methodology provides benefits to both customers and the company because it provides a natural smoothing of costs (for both ratemaking and for accounting purposes) by spreading the costs over the three-year period until the next event. This approach provides more certainty with respect to the recovery of O&M costs associated with the plant.     


Also  important to PSE is the agreement to update power costs in the compliance filing as normally allowed by the Commission, including updating for more recent forward market prices, power and gas for power fixed priced contracts and rate year contract costs. 


Although the settlement delays recovery of the additional costs associated with final commissioning of the Snoqualmie Project (as discussed in Mr. Loreen’s testimony), PSE believes the settlement is a reasonable compromise, and PSE will seek recovery of costs associated with the remaining improvements to this historical plant in its next case.  


The Settlement Stipulation is intended to accommodate differing views among the Parties as to the effect, if any, of the remand order entered by the Thurston County Superior Court in Case Nos. 13-2-01576-2 and 13-2-01582-7 (consolidated).  It is PSE’s view that the Thurston County Superior Court did not rule that a 9.8 return on equity is illegal; rather the court sent the multi-year rate plan back to the Commission to determine the return on equity based on substantial evidence.  The Settlement Stipulation recognizes that the Commission will address the return on equity issue in the remand docket.  The Settlement Stipulation also allows rates to go into effect in this PCORC prior to the Commission determination in the remand docket, while also allowing Public Counsel and ICNU to preserve their claims that the return on equity used in this case should be other than 9.8 percent.
Q.
Mr. Ball, why does the Settlement Stipulation satisfy the interests of Staff?

A.
Below is an itemized list that discusses the primary reasons why Staff supports items in Part III of the Settlement Stipulation.


Item 1 (Paragraphs 10 and 11): “PCORC Revenue Requirement Decrease (Docket UE-141141)” - The PCORC’s revenue requirement decrease is $14.89 million.  This result resets the power cost baseline rate to the level from which the PCA measures the variances.  The disposition of the variance is determined by the operation of the dead band and sharing bands in the power cost adjustment mechanism.  The major elements driving this revenue decrease include: 

1.
Removing expenses related to the 2016 BPA rate case – This element removes from the revenue requirement calculation expenses that will not be known and measurable until the last two months of the rate year.  

2.
Amortizing Major Maintenance for Colstrip - The proposed treatment of Colstrip is similar to the treatment used for PSE’s gas fired generation facilities.
  The reasonably predictable nature of major maintenance expenses at Colstrip lend themselves to defer and amortize treatment, rather than expensing the total cost in the year it was incurred.  This follows the matching principle of accounting more closely by aligning the costs with the years of corresponding benefits.  

3.
Capturing the full effect of the Treasury Grants – The timing of the 2013 PCORC settlement was such that the most recent Treasury Grants for new investments was not captured.  This PCORC incorporates the full effect of the latest Treasury Grants as agreed to in the 2013 PCORC settlement.

4.
AURORA Modeling Changes - The Settlement includes three AURORA modeling changes that better reflect the standard operating conditions of the Company’s generation portfolio.  By including these changes in the Company’s power supply Compliance update, the projected rate-year power costs will be as close as possible to the expected average power costs incurred by the company.  Setting projected rate-year power costs as closely as possible to actuals is important to minimize over/under-recovery of power costs for the Company.  

5.
Holding the Snoqualmie rate base at the 2013 PCORC level – By holding the Snoqualmie rate base in the current case to the 2013 PCORC levels (updated for accumulated depreciation and DFIT), the Company will present the final and full amount of the remaining Snoqualmie upgrades for prudence consideration in the next PCORC or similar filing.  



The common theme in each of these elements is the timing of the cost recovery.  The impact of these items is either to extend the recovery period or to allow consideration of recovery in a subsequent case.  Any variance between costs set in this PCORC and actual costs will run through the PCA bands.

Item 2 (Paragraphs 13): “Electron Sale” - PSE’s Supplemental filing of August 1, 2014, included an adjustment reflecting the Company’s sale of the Electron Hydroelectric Project (“Electron”) to Electron Hydro LLC.  The impact is to remove Electron from rate base and to include the Electron PPA.  The result is an overall net reduction to revenue requirement of $2,271,793.  However, if the sale is not approved by the Commission or if the sale does not occur, these adjustments must be reversed resulting in an increase to the settlement revenue requirement.  

Item 3 (Paragraph 15): “ROE” - The return on rate base in this PCORC is based on the rate of return agreed to in the expedited rate filing, Docket UE-130137.  As this result was the subject of litigation and given the recent court remand, the Parties agreed that nothing in this Settlement will constrain the Commission in its deliberations and decisions to implement the Court’s remand.  That Commission decision will determine the final disposition of the return on rate base in this PCORC, if so ordered.

Item 4 (Paragraphs 16): “Centralia” - The Settlement provides PSE with the opportunity to implement volume and price changes for the 2015 Centralia Transition PPA through either a 2015 PCORC, or a compliance filing addressing only the PPA changes.  Allowing the Company both options provides the appropriate forum to recover known contract changes with an optimal degree of regulatory efficiency.

Q.
Please summarize why Staff supports the Settlement.

A.
Staff is pleased with the result of this settlement and the Parties’ ability to reach a full and timely settlement.  Affording consistent treatment of major maintenance amortization reduces one source for potentially large changes in power costs, benefiting ratepayers through more stable rates and the Company through predictable cost recovery.  Staff’s concern about separate prudency reviews for parts of a single project is partially alleviated under this settlement.  From Staff’s viewpoint, the Settlement primarily makes changes in the timing of recovery.  Staff fully supports the Settlement as it is in the public interest.  For all of these reasons, Staff recommends that the Commission accept this Settlement, with rates effective December 1, 2014.
Q.
Ms. Fisher, why does the Settlement Stipulation satisfy the interests of Public Counsel?

A.
Public Counsel’s participation in this case focused on the appropriate cost of capital used to develop 2014 PCORC rates. Public Counsel’s position is that the 2014 PCORC rates cannot be lawfully implemented using PSE’s prior cost of capital as result of the Thurston County Superior Court’s decision in case Nos. 13-2-01576-2 and 13-01582-7.  For settlement purposes, Public Counsel was able to reach an agreement with the Parties that provides for initial rate-setting purposes, a 9.8 percent of return on equity and an overall weighted average cost of capital of 7.77%. In addition, and importantly, Parties agree that the final cost of capital used in calculating rates in the 2014 PCORC will be based on and incorporate the Commission’s decision with respect to cost of capital in the remand of  Dockets UE-121697/UG-121705 and UE-130137/UG-130138 ( “PSE Rate Plan Remand.”) For example, if a lower cost of capital is approved, 2014 PCORC rates would be recalculated and trued-up effective December 1, 2014 and refunds, credits or other appropriate relief would be provided to customers. The agreement reached on cost of capital was a key factor that allowed Public Counsel to enter into an overall settlement with the other Parties.


In addition, the Settlement addresses a new number of issues raised by the Parties in this proceeding and substantially increases the overall revenue requirement reduction proposed in PSE’s filed case. PSE filed supplemental testimony on August 1, 2014, that updated power costs and supported a revenue decrease of $5,463,695. The Settlement agreement provides for a $14,893,316 revenue decrease
 which more than doubles that rate decrease proposed by the Company. For these reasons Public Counsel supports the Settlement Stipulation and recommends it be approved by the Commission.

Q.
Mr. Mullins, why does the Settlement Stipulation satisfy the interests of ICNU?
A.
The Settlement satisfies the interests of ICNU because it results in rates that are reasonable in light of the issues that ICNU identified in the Company’s filing. While ICNU identified several issues, in addition to those resolved through the stipulation and which ICNU may raise in later proceedings, the adoption of this Settlement Stipulation results in what ICNU views to be a reasonable compromise of positions.

ICNU  joins Public Counsel in the position that 2014 PCORC rates cannot be lawfully implemented using PSE’s cost of capital in Dockets UE-121697/UG-121705 and UE-130137/UG-130138.  The cost of capital, including the return on equity component of those proceedings formed the basis of a reversal and remand by the Thurston County Superior Court in Case Nos. 13-2-01576-2 and 13-01582-7 (consolidated) (Order on July, 25, 2014).  Nevertheless, the Parties reached an agreement on the contingent treatment of contested cost of capital issues involving those remand proceedings.  Specifically, the Settlement provides that 2014 PCORC rates will use the cost of capital approved by the Commission at the conclusion of the remand proceedings, consistent with the Court Order.  Further, the settlement makes provision for determination by the Commission on ICNU’s Petition and PSE’s Answer in this proceeding.

ICNU supports the provision in the Settlement Stipulation to incorporate a $1.3 million reduction in Colstrip production O&M costs.  This is a reasonable resolution of an issue identified by ICNU surrounding the fact that Colstrip O&M budgets, used to establish the pro forma level of O&M expense in the PCORC, have been historically overstated relative to actuals expenditures.  It also mirrors a similar adjustment approved by the Commission on the same basis in the 2013 PCORC.

ICNU also supports the provision to include an adjustment to property insurance expenses for the Colstrip facility.  In response to an ICNU discovery request, the Company identified that the pro forma property insurance expense for Colstrip exceeded the premiums established when it actually renewed the insurance policy for the pro forma period. 


Finally, ICNU does not oppose the other provisions of the Settlement Stipulation and supports the agreement that aspects of the Settlement Stipulation are not precedential.  The Settlement Stipulation represents a compromise in positions, and, except as otherwise provided, should not be relied upon by the Parties or the Commission to resolve issues in other proceedings. 
Q.
To all witnesses, why does the Settlement Stipulation satisfy the public interest?

A.
The proposed Settlement Stipulation satisfies the public interest because it will result in rates that are fair, just, reasonable and sufficient.  The new power cost baseline rate that is proposed to go into effect on December 1, 2014, is expected to provide rate reductions to PSE customers, even beyond those initially proposed by PSE in its direct and supplemental filing. 



The Settlement Stipulation resolves issues regarding major maintenance for PSE's coal-fired generation in a manner similar to the way that major maintenance for PSE gas-fired generation facilities was addressed in the 2013 PCORC.  Agreement on these issues should avoid or limit costly litigation in the future.  

Q.
Does this conclude your joint testimony?

A.
Yes.
� The treatment of Major Maintenance for gas fired generation facilities was agreed to in the 2013 PCORC: Docket UE-131230, Settlement Stipulation at ¶ 17.





� The final 2014 PCORC rates are subject to revision based on the Commission’s decision on cost of capital in the PSE Rate Plan remand proceeding, the November 1 Power Cost Update and whether the Commission approves the sale of Electron Hydroelectric project.






