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PREFILED JOINT TESTIMONY 
SUPPORTING SETTLEMENT STIPULATION
I. INTRODUCTION
Q.
What is the purpose of this Joint Testimony?
A.
This Joint Testimony recommends that the Commission approve the settlement stipulation (“Stipulation”) that was executed by PacifiCorp d/b/a Pacific Power (“PacifiCorp” or “the Company”), the Staff of the Washington Utilities and Transportation Commission (“Commission Staff”), the Industrial Customers of Northwest Utilities (“ICNU”), the Public Counsel Section of the Washington State Attorney General’s Office (“Public Counsel”), and The Energy Project (referred to hereinafter jointly as the “Parties” and individually as a “Party”) on August 1, 2008.  The Stipulation represents a full settlement of the issues in this proceeding by all Parties.  The Stipulation is the culmination of a significant expenditure of time and effort by the Parties.  Approval of the Stipulation is consistent with the public interest, and will result in rates that are just, fair, reasonable and sufficient.  The purpose of this Joint Testimony is to present the common recommendation of the Parties for Commission approval. 
Q.
Please state your names, titles, and the Party you represent in this matter.

A.
My name is Thomas E. Schooley.  I am a Regulatory Analyst providing this testimony on behalf of Commission Staff.  Exhibit No.___(TES-1), filed with this Joint Testimony, describes my education and relevant experience.

A.
My name is Michael B. Early.  I provide this testimony on behalf of ICNU.  I am the Executive Director of Industrial Customers of Northwest Utilities (“ICNU”).  Please see Exhibit No.___(MBE-1), filed with this Joint Testimony, which includes my education and relevant experience.

A.
My name is Glenn A. Watkins.  I provide this testimony on behalf of Public Counsel.  I am a Principal and Senior Economist with Technical Associates, Inc., which is an economics and financial consulting firm with offices in Richmond, Virginia.  Please see Exhibit No.___(GAW-1) filed with this Joint Testimony, for an exhibit of my education and relevant experience.

A.
My name is Charles Eberdt.  I provide this testimony on behalf of The Energy Project.  I am Director for The Energy Project, which is a non-profit organization that represents low-income customers and Community Action Agencies in energy matters before the Commission and other state agencies.  Please see Exhibit No.___(CE-1), filed concurrently with this Joint Testimony, for an exhibit describing my education and relevant experience.

A.
My name is Andrea Kelly.  I provide this testimony on behalf of PacifiCorp.  I am Vice President of Regulation of PacifiCorp.  Please see Exhibit No.___(ALK-1T), filed on February 6, 2008, for testimony describing my education and relevant experience. 
II.
BACKGROUND
Q.
Please describe the filing that gave rise to this proceeding.

A.
On February 6, 2008, PacifiCorp filed with the Commission revisions to its currently effective Tariff WN U-74, designed to affect a general rate increase for electric service.  In the filing, the Company requested a revenue increase of $34.9 million, or 14.6 percent.  The Company’s filing also requested authorization to begin amortization of $12.5 million of costs related to poor hydro conditions during 2005, which a previous Commission order authorized the Company to defer.
  The Commission suspended the filing by order dated February 14, 2008. A prehearing conference was convened by the Commission on March 6, 2008, at which time the Commission granted the requests to intervene by ICNU and The Energy Project.
Q.
Did the Parties conduct discovery on the Company’s direct testimony?

A.
Yes.  The Parties conducted extensive discovery on the Company’s direct testimony.  
Q.
How did this Stipulation develop?
A.
The Parties participated in a settlement conference on July 24, 2008.  The Parties agreed to this date because, as we stated in our earlier letter to the Commission, the June 30, 2008, date scheduled in the Commission’s Order 03 in this docket was not an optimal time for the Parties to discuss settlement.  At the settlement conference and over subsequent days, the Parties presented proposals and counter-proposals that resulted in agreement among all Parties on a resolution of this proceeding in the form of the Stipulation.
Q.
Do all Parties to the proceeding join in support of the Stipulation?

A.
Yes.  The Stipulation addresses all the contested issues in the proceeding and is a full settlement under WAC 480-07-730(1).   
Q.
Have you prepared any exhibits in support of your Joint Testimony?
A.
Yes.  Exhibit No.___(JT-2), shows the estimated effect of proposed prices on revenues from electric sales to Washington customers for the pro forma year ending June 2008.  These calculations are based on an agreed overall rate increase of $20.4 million, or 8.5 percent, as described below.  The actual proposed prices and monthly billing comparisons are shown in Exhibit No.___(JT-2).
III. THE SCOPE OF THE STIPULATION AND
ITS PRINCIPAL ASPECTS
Q.
Please describe the scope of the Stipulation and its principal aspects.

A.
The Stipulation is a full settlement of all issues presented in this proceeding, which all of the Parties have executed.  It recommends a revenue increase lower than that proposed by the Company in its original filing.  The Stipulation sets forth the Parties’ agreements on the Company’s rate design and rate spread.  The Stipulation recommends that the Company’s authorized rate of return remain at 8.060 percent.  The Stipulation sets forth agreements related to the Company’s Low Income Bill Assistance and Low Income Weatherization programs.  Finally, the Stipulation outlines the Company’s commitments and other issues related to future rate case filings and Generation Cost Adjustment Mechanism (“GCAM”) filings.
Revenue Increase

Q.
Please describe the revenue increase agreed upon by the Parties.
A.
The Parties agree that the Commission should authorize PacifiCorp to implement rate changes designed to increase annual revenues from Washington customers by $20.4 million (or 8.5 percent).  Stipulation ¶ 10.
Q.
When will this rate increase be effective?
A.
The Parties recommend that the agreed rate changes be effective October 15, 2008.  Stipulation ¶ 10.
Q.
What is the structure of the rate increase?
A.
The rate increase consists of two components that result in an overall increase of 8.5 percent:  (1) an increase to base rates; and (2) a surcharge to recover the Company’s deferred expenses related to low hydro conditions in 2005.  


The Parties agree that the Company should increase its base rates by $18.4 million.  This results in an increase to rates of 7.7 percent.  Stipulation ¶ 11.  The Parties also agree that, consistent with the Commission’s Order 04 issued in Docket UE-050684 and Order 03 in Docket UE-050412 (Consolidated), the Company should amortize $6.25 million plus interest (based on the Company’s authorized rate of return) related to low hydro conditions in 2005, by means of a $2 million annual surcharge collected over an approximate three-year period.  This results in an increase to rates of 0.8 percent.  Stipulation ¶ 12.
Q.
Does this proposed revenue increase represent a reasonable result in this case? 

A.
Yes, the Parties agree the proposed revenue increase will result in rates that are just, fair, reasonable and sufficient.
Rate Spread

Q.
Have the Parties agreed on a rate spread?

A.
Yes.  The Parties agree to the rate spread shown in Appendix A to the Stipulation, which shows the class-by-class results of the agreed rate spread.  Appendix A reflects the following rate spread for the base rate increase of 7.7 percent, or $18.4 million, consistent with the following (Stipulation ¶ 15): 
· No increase for lighting schedules; 

· 85 percent of the overall average percentage increase for small general service; 

· The balance spread equally among all other classes.  


The Parties agree that the hydro deferral amount will be spread on an equal percentage of revenue basis to all rate schedules and will be applied as a cents per kWh surcharge.  Stipulation ¶ 16.
Q.
What policy considerations support this rate spread?

A.
This rate spread is supported by the cost to serve each class when determining the revenue responsibility for each class, and other factors that the Commission has considered in making rate spread decisions, such as gradualism, rate stability, and perceptions of equity.  
Rate Design

Q.
Have the Parties reached an agreement on the proposed rate design?
A.
Yes.  The Parties agree that the Commission should accept the Company’s rate design proposals as set forth in the Company’s direct testimony in this proceeding,  with three exceptions: 1) The residential basic charge will be increased to $6.00;  2) The primary voltage discount for Schedule 48T will be $0.75/kW; and 3) All other billing components of Schedule 48T will be increased on an equal percentage basis.  Stipulation ¶ 13.
Q.
Have the Parties agreed to continue to review Schedule 48T cost of service and rate design issues following the conclusion of this docket?

A.
Yes.  The Parties plan to continue to review these issues in advance of the Company’s next general rate case.  The Company agrees to consult with ICNU and other interested parties to review Schedule 48T cost of service and rate design issues.  Such consultation will occur sufficiently in advance of the Company’s next general rate case in order to allow time to consider inclusion of any recommendations in the general rate case filing.  Stipulation ¶ 14.
Q.
What policy considerations support this rate design?  

A.
Considerations of gradualism while reflecting costs within each customer class.
Q.
Have the Parties agreed on other tariff changes?

A.
Yes.  The Parties agree that the Commission should accept the Company’s proposals for Rule changes and Schedule 300 charges as set forth in the Company’s direct testimony in this proceeding, subject to the following (Stipulation ¶ 15):

· The Company will not increase its Field Visit Charge; it will remain at $15.00;

· The Company will increase Reconnection Charges to the following levels:

· Normal Business - $25.00

· Evening - $50.00

· Weekend and holiday - $75.00.
Rate of Return

Q.
Does the Stipulation address the Company’s authorized rate of return?

A.
Yes.  The Company’s authorized rate of return will remain at 8.060 percent, unchanged from the rate of return adopted by the Commission in Docket UE-061546.  This provision will allow the Company to satisfy future reporting requirements implicating the Company’s authorized rate of return in Washington.  Stipulation ¶ 18.
Low Income Bill Assistance and Low Income Weatherization

Q.
Please describe the Parties’ agreement on low-income issues.

A.
First, the Parties addressed the Low Income Bill Assistance (“LIBA”) Program credit, available through Schedule 17, and funded by other customers through Schedule 91.  The Parties agree the Company will increase the LIBA credit by the same percentage as the overall percentage change in residential rates.  All of the increase in funding will be applied to increase the Schedule 17 energy credit to partially offset the impact of the rate increase for those customers who participate in the Schedule 17 rates.  Stipulation ¶ 19.  
Second, with respect to Low Income Weatherization, the Company agrees that on or before October 15, 2008, the Company will schedule a meeting with the appropriate members of the Low Income and Demand-Side Management Advisory Groups, subject to schedules and availability of the participating members, to explore and consider an increase to the Company’s application of funding (currently at 50 percent of the cost of cost-effective measures) of the low-income weatherization program.  The Company and The Energy Project will work jointly to develop a presentation for the group that outlines key considerations on that issue, with the goal of reaching a consensus recommendation.  Based on the feedback from the Advisory Group members, the Company will make a filing with the Commission by November 15, 2008, to initiate a proceeding before the Commission for resolving this issue.  Stipulation ¶ 20.
Future Filings by the Company

Q.
Did the Company agree to forgo filing a general rate case for a period of time in the Stipulation?

A.
Yes.  The Company agrees that it will not file a general rate case until after January 31, 2009.  Stipulation ¶ 22.
Q.
Did the Company also agree to withdraw its request for a Generation Cost Adjustment Mechanism (“GCAM”)?
A.
Yes.  The Company had proposed implementation of a GCAM in this docket.  The Company agrees to withdraw its request and will not propose a GCAM or similar mechanism in its next general rate case or by other means (e.g., by petition) until after its next general rate case.  Stipulation ¶ 23.
Q.
Have the Parties agreed to further discussion on presentation of the Company’s next general rate case filing?

A.
Yes.  The Company will consult with Staff and other interested parties on accounting presentation, test period conventions, and appropriate documentation to demonstrate the prudence of new resources.  These consultations will take place prior to the Company filing its next general rate case, and, to the extent possible, in time for the Company to reflect the recommendations in the Company’s next general rate case filing, if not as part of the Company’s presentation, then as part of its work papers.  Stipulation ¶ 24.
IV. THE STIPULATION SATISFIES THE PARTICIPATING PARTIES’ INTERESTS AND
IS CONSISTENT WITH THE PUBLIC INTEREST
Q.
Please explain why the Stipulation satisfies the interests of Commission Staff.
A.
Commission Staff supports the Stipulation and considers the resulting rates to be fair, just, and reasonable.  Staff recommends the Commission approve the Stipulation.  



From Staff’s perspective, the Stipulation provides a resolution of the issues in this case that is in the public interest.  If accepted by the Commission, the Stipulation would result in appropriate rate levels.  According to Stipulation ¶ 33, the settlement sets no precedent, other than as to matters expressly resolved by the Stipulation, such as the prudence of Goodnoe Hills and Marengo I wind projects, and the Stipulation properly preserves the Commission’s discretion in future cases. 

Rate increase (Stipulation ¶¶ 10-12).  The rates resulting from the Stipulation are fair, just, reasonable, and sufficient.  Staff extensively analyzed the Company’s filing, including reviewing the Company’s responses to over 500 data requests, retaining an expert on cost of capital issues, and visiting the Company’s Portland offices to review documents and to directly question Company personnel about the filing.  

Based on its investigation, Staff is comfortable concluding that the 8.5 percent rate increase called for under Stipulation ¶¶ 10-12 is reasonable, and not excessive.  Increases in net generation expenses and rate base investments constitute the primary need for increased rates.  (Staff notes that under ¶ 18 of the Stipulation, the rate of return of 8.060 percent previously authorized by the Commission will not change.  This affects only the figures contained in certain accounting reports the Company will file with the Commission.  Based on Staff’s consultant’s review of cost of capital issues, Staff believes this is reasonable).

Next general rate case (Stipulation ¶ 22).  The Company’s agreement to not file a general rate case until after January 31, 2009, while not a significant delay, does preclude the possibility of PacifiCorp filing its next rate case prior to the end of the suspension period in the present docket.  Staff will use this brief respite to attend certain of the meetings agreed upon in this settlement.


GCAM (Stipulation ¶ 23).  Because the GCAM is an area of contention between the Parties, the Company has agreed in Stipulation ¶ 23 not to seek Commission authorization for a “generation cost adjustment mechanism” or similar mechanism before the Company’s next rate case is concluded.  The moratorium applies only to Company proposals; it does not preclude proposals by any other party during that time frame.  



Staff understands the Company has a long-term interest in this issue.  In the meantime, the Company may use the existing rate case procedures to seek rates that recover the impact of new generation projects.  



 Rate case filing considerations (Stipulation ¶ 24).  In Stipulation ¶ 24, the Company agrees to meet with Staff and other interested parties on a timely basis regarding the manner in which the Company presents rate cases in this state.  Simply put, Staff faced certain difficulties with PacifiCorp’s revenue requirements presentation in this case.  Staff was able to complete its accounting analysis, but only after a significant effort to recast the Company’s unadjusted results of operations and pro forma adjustments to conform with the Commission’s traditional rate case practices.  



Staff believes the Company now understands the need for Staff to get an acceptable accounting presentation at the time the Company files its direct case in order to optimize Staff’s efforts in analyzing that information during the course of the case.  The Company has agreed to work through these case presentation issues with Staff and other interested parties before the Company’s next rate case filing.  



Similarly, on the issue of the prudence of resource acquisitions, Staff believes the Company’s direct case should have included more information.  Again, this did not prevent Staff from concluding that the Company acted prudently in acquiring the Goodnoe Hills and Marengo I wind projects (Stipulation ¶ 26).  The Company has agreed to work with Staff to reach a mutual understanding of the information the Company should file in its direct case in future proceedings.  

PacifiCorp’s agreement to discuss and implement improvements to its rate case presentation is a welcome development which will enhance all Parties’ ability to review the Company’s future rate requests.  The results of these discussions on accounting and prudence matters do not bind the Commission or any party to any particular position or decision on such matters. 
Q.
Please explain why the Stipulation satisfies the interests of ICNU.
A.
ICNU believes that this “black box” settlement is a reasonable compromise of the position of the Parties.  It is in the interests of ICNU's members to avoid litigation when possible and to ensure no further rate related filings until February 2009.  It is especially important to ICNU's members to avoid another dispute over a power cost recovery mechanism in this case as well as the next general rate case. While this settlement represents a significant rate increase, it is hoped that perhaps customers could see a period of some rate stability as a result of this settlement.
Q.
Please explain why the Stipulation satisfies the interests of Public Counsel.
A.
Public Counsel believes that this settlement stipulation is in the interest of PacifiCorp’s residential and small business customers because it minimizes the rate impact for these classes while allowing the company a sufficient revenue increase to cover additional costs. Primarily, the Stipulation includes a substantially smaller overall rate increase than the Company’s original request.  Stipulation ¶ 10. 
Public Counsel also supports the rate spread and rate design settlements. The Parties’ rate spread agreement includes a less-than-average increase to small business customers who are currently considerably above parity (Stipulation ¶ 15). The Parties’ rate design agreement includes a smaller increase to the residential fixed customer charge than the company originally requested; minimizing residential fixed charges encourages conservation and ensures that low-income households are not more heavily burdened (Stipulation ¶ 13). Additionally, the Stipulation reduces the amount of the requested increase for the field visit and reconnection charges, most commonly charged to limited-income residential customers.  Stipulation ¶ 17.
Finally, Public Counsel believes that the withdrawal of the Company’s GCAM proposal is in the public interest and that it is instead preferable to review PacifiCorp’s cost requests in a general rate case where company earnings as well as costs are considered (Stipulation ¶ 23). Generally, Public Counsel is wary of such mechanisms because they carry the possibility of shifting additional risk, but not benefits, to customers. Public Counsel also opposes such mechanisms to the extent that they lead to single-issue ratemaking.
Q.
Please explain why the Stipulation satisfies the interests of The Energy Project.
A.
The Energy Project believes that the settlement balances the needs of the Company with those of its customers reasonably.  With particular reference to low income customers, any increase in rates makes maintaining access to essential services more difficult.  While low income customers will not be able to completely avoid being affected by the proposed rate increase, the Company’s increase in funding for the LIBA program will at least offset that impact for the current level of LIBA enrollment, thus better maintaining the program’s effectiveness for those the Energy Project can serve.  We also appreciate the Company’s willingness to consider a more effective application of its low income energy efficiency funding.
Q.
Please explain why the Stipulation satisfies the interests of PacifiCorp.

A.
The Company believes that its proposed revenue increase in this case is well supported and reasonable.  Nevertheless, the Company recognizes that settlement can replace the cost and risk of litigation with efficiency and certainty.  From the Company’s perspective, there is a clear benefit to implementing an appropriate revenue increase before the end of the suspension period in January 2009, avoiding the delay associated with the full rate case hearing and decision-making process.  The Company also values the intangible aspects of settled outcomes, including good will from other Parties.  For these reasons, the Company was willing to accept a revenue increase that was lower than it requested, along with other concessions from its case position, in return for an all-party Stipulation supporting an 8.5 percent overall rate increase, effective October 15, 2008.  The Company was willing to drop and not immediately refile its GCAM proposal because, at this time, the Parties appeared to prefer to address new generation costs in the context of a general rate case.  As such, the Company retained ability to file a general rate case on February 1, 2009 for rates effective January 1, 2010.  
Q.
What action do the Parties recommend the Commission take with respect to the Stipulation?

A.
The Parties recommend that the Commission find that this Stipulation is in the public interest and would produce rates for the Company that are fair, just, reasonable, and sufficient.  Accordingly, the Parties recommend that the Commission adopt this Stipulation in its entirety.  Stipulation ¶¶ 28 & 30.
Q.
Do the Parties have specific findings they recommend that the Commission make in an order accepting the Stipulation?

A.
Yes.  The Parties agree that the Commission should make the following findings as part of an order accepting the Stipulation (Stipulation ¶¶ 26 & 27):

· Prudence of New Resources.  The Commission should find that the Company’s Goodnoe Hills and Marengo I wind projects are prudent and used and useful for service to Washington customers.  
· Net Power Cost Baseline.  The Commission should establish a net power cost (“NPC”) for the West Control Area for purposes of reporting and historical comparisons.  The NPC baseline is $430,880,359 million on a West Control Area basis, or $96,757,278 million on a Washington-allocated basis.  The Parties do not agree to the use of the NPC baseline for any other purposes, including but not limited to a power cost or hydro deferral, but the Parties are not precluded from proposing the use of the NPC baseline for other purposes.
V. CONCLUSION
Q.
Does this conclude your joint testimony?

A.
Yes.
� Utilities and Transp. Comm’n v. PacifiCorp d/b/a Pacific Power & Light Co., Docket  UE-050684, Order 04, In the Matter of the Petition of  PacifiCorp d/b/a Pacific Power & Light Co. for an Order Approving Deferral of Costs Related to Declining Hydro Generation, Docket  UE-050412, Order 03 (Cons.) (Apr. 17, 2006).





