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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:

· Kimberly Harris, Vice President Regulatory and Government Affairs for Puget Sound Energy, Inc. ("PSE" or "the Company");

· John H. Story, Director of Cost and Regulation for PSE;

· James M. Russell, Energy Accounting Manager for Commission Staff;

· Donald W. Schoenbeck, Regulatory & Cogeneration Services, Inc., consultant for the Industrial Customers of Northwest Utilities (“ICNU”).
Q.
Are you sponsoring joint testimony in support of the Settlement Agreement filed with this Commission on August 30, 2005?

A.
Yes.  This joint testimony recommends approval of the full Settlement Agreement by the Commission that was executed by all parties to this proceeding:  PSE, Commission Staff, the Office of Public Counsel, and the Industrial Customers of Northwest Utilities (collectively, the "Parties").  The Company's case and ultimate Settlement Agreement received significant scrutiny and the proposed Settlement is supported by sound analysis and sufficient evidence, including the testimony and exhibits that were prefiled by PSE on June 7, 2005.  Its approval is in the public interest and will result in rates that are just, fair, reasonable and sufficient. 
Q.
Are the parties presenting the testimony of other witnesses in support of the Settlement Agreement?

A.
Yes.  Mr. Henry McIntosh discusses the independent prudence review Staff performed for those items listed in paragraph IV.E. of the Settlement Agreement, including the Company’s acquisition of the Hopkins Ridge wind generating facility (“Hopkins Ridge”).  Mr. Roger Garratt discusses the current status of Hopkins Ridge construction.

Q.
Have you provided information pertaining to your educational background and professional experience?

A.
Yes.  Ms. Harris's qualifications are provided in Exhibit No. ___(KJH-2).  Mr. Story's qualifications are provided in Exhibit No. ___(JHS-2).  Exhibit No. ___(Joint-2) contains a summary of the qualifications of the other witnesses that are sponsoring this joint testimony. 
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 increases in the Company's overall normalized power supply costs.  The filing was a "power cost only rate case" ("PCORC") under PSE's Power Cost Adjustment ("PCA") Mechanism, which was approved by the Commission in its Twelfth Supplemental Order in Docket Nos. UE-011570 and UG-011571 (consolidated).  In addition to filing a proposed revised Schedule 95 to add a surcharge to the Company's existing electric rates, PSE filed a new Schedule 95A – Production Tax Credit Tracker.


PSE's filing proposed to increase electric rates by $55,571,666 (net of the Production Tax Credit Tracker proposed as Schedule 95A), an average of 3.65%, in order to recover additional power costs that the Company projected it would incur to provide electric service to its customers during the PCORC rate year:  December 1, 2005 through November 30, 2006.  PSE submitted prefiled testimony and exhibits in support of its tariff filing.

Q.
What was the purpose of the new Schedule 95A?

A.
PSE's PCORC filing included costs projected to be incurred with respect to  Hopkins Ridge  that the Company stated would be in service by the beginning of the proposed PCORC rate year:  December 1, 2005.  As a wind generating facility, Hopkins Ridge is eligible for federal Production Tax Credits ("PTCs") that will ultimately offset some of the costs associated with generating power from Hopkins Ridge.  However, integrating this PTC offset into a company's accounting and ratemaking is a challenge.  PSE's Schedule 95A represented its proposed solution to these challenges in order to pass through to ratepayers the benefits of the PTCs for Hopkins Ridge – and for other PTCs that the Company may obtain through future resource acquisitions.  
Q.
Did PSE raise any other issues in its filing?

A.
Yes.  PSE described a number of changes that had been made to its electric portfolio since its 2004 general rate case and the reasons for such changes.


PSE also indicated its concern related to the fact that the $40 million PCA Mechanism cap expires during the middle of the rate year for this case.  That coincidence of timing, and the fact that rates for recovery of power costs are collected based on load times the average power cost rate while actual power costs vary by month and are projected to be higher at the end of the rate year – means that the Company would credit "power cost savings" to customers during the first seven months of the rate year.  Then, following expiration of the $40 million cap, the Company would absorb the higher monthly projected power costs during the last five months of the rate year and beyond.

An additional issue related to removal of the $40 million cap was the Company's concern about the total amount of excess power costs to which the Company will be exposed during a financial reporting year, which is a calendar year.  Because the PCA year is currently July through June, the annual sharing bands of the PCA Mechanism do not match the Company's fiscal year.  The fact that a fiscal year includes one half of two different PCA years makes financial projections much more difficult and volatile. 

Q.  
Did the Company propose any solution to the PCA cap expiration issues?
A.  
Rather than propose a specific solution, the Company stated that it planned to meet with Commission Staff, Public Counsel and other parties to discuss potential agreed solutions to these issues. 

Q.
Did the other parties investigate PSE's filing?

A.
Yes.  They issued numerous data requests and engaged in technical conferences with Company staff knowledgeable about various aspects of the filing, and Commission Staff visited the Company's offices several times to conduct additional investigation. 
Q.
What issues in the filing were disputed by other parties?

A.
After conducting extensive discovery on PSE's filing, the other parties generally agreed that PSE was facing increased power supply costs that should result in an increase to its power cost baseline rate.  However, they had concerns about several aspects of PSE's proposed costs.  Commission Staff also had some concern about the method by which PSE adjusted its projected rate year loads for "normal" weather. 

Q.
Were the parties able to resolve these issues?

A.
In the end, the parties determined that they did not need to come to final agreement on every adjustment that might be argued for by one party or another.  This is because, by the time the parties engaged in settlement discussions in August 2005, natural gas costs were significantly higher than they had been at the time the Company prepared its case for filing in the Spring of 2005.  As a result, the Company calculated that an increase in its projected rate year power costs of $22.8 million was warranted, over and above the power costs projected in its June 7, 2005 filing, using the three-month rolling average gas price projection methodology that the Commission approved in PSE's 2004 general rate case, Docket Nos. UG-040640 et al. 


The other parties took the position that PSE would not be entitled to receive an increase in its revenue requirement that was any higher than the $55,571,666 that it had originally requested.  However, they recognized that even if their concerns regarding various aspects of PSE's projected power costs were accepted by the Commission, the additional $22.8 million increase driven by natural gas costs would more than restore any reduction in revenue requirement.  

For these reasons, the Company and Commission Staff agreed to disagree on Staff's potential weather normalization issue and to address that issue in the ongoing weather normalization collaborative or in a future proceeding, if necessary.

The parties were also able to cooperatively address the concerns PSE raised about the timing of its PCA Mechanism and expiration of the $40 million cap.

III.  THE SCOPE OF THE SETTLEMENT AND
ITS PRINCIPAL ASPECTS
Q.
Please describe the scope of the Settlement and its principal aspects.
A.
The proposed Settlement is a full settlement of all issues presented in this proceeding that has been executed by all parties.  
Because the text of the proposed Settlement is largely self explanatory, we do not repeat each detail contained in the Settlement here.  Generally, the proposed Settlement:

· Sets the level of additional revenue required by PSE at the amount PSE originally filed, $55,571,666 (net of the Production Tax Credit Tracker proposed as Schedule 95A);
· Confirms the manner in which the rate increase will be spread among PSE's electric customers;

· Provides that the effective date of the new rates will be November 1, 2005;

· Makes provision for the possibility that Hopkins Ridge will not be in service by November 1, 2005, and provides for a true-up of PSE's Hopkins Ridge cost projections to actuals in PSE's PCA Period 4 annual filing;

· Confirms that the Company's acquisitions of new resources and activities undertaken to manage its electric portfolio described in its original filing in this proceeding were prudent;

· Amends the PCA Mechanism by changing the annual PCA reporting periods to a calendar year period, beginning January 1, 2007, with provisions made for the resulting "gap period" of six months from July 1, 2006 through December 31, 2006, including the power cost updates described below; 
· Provides for an update to PSE's power cost baseline rate and Schedule 95 surcharge through a simplified, compliance-type filing that will be filed in May 2006 and effective on July 1, 2006; and
· Mandates that PSE file a general rate case by mid-February 2006 so that a new Power Cost Baseline Rate will be effective on January 1, 2007.
Q.
Please further describe the provisions regarding Hopkins Ridge.
A.
The Parties agreed to the effective date of November 1, 2005, set forth above based on the understanding that PSE's new Hopkins Ridge facility will likely be placed in service by that date or shortly thereafter.  We believe that understanding is reasonable based on information provided by PSE in its original filing and in discovery in this proceeding, and as further supported by the Testimony of Roger Garratt in Support of the Settlement, which is submitted with this joint testimony.

Q.
What if that assumption regarding the in-service date of Hopkins Ridge turns out to be inaccurate?
A.
In its PCA Period 4 accounting (for the July 1, 2005, through June 30, 2006 PCA period), PSE will add the fixed costs and ratebase associated with Hopkins Ridge only as of the date that Hopkins Ridge is placed into service.  In the interim, PSE will replace a monthly pro-rata share of the projected Hopkins Ridge fixed and variable costs with equivalent purchased power costs in the determination of the Power Cost Baseline Rate to be used in the monthly PCA calculation. 
Q.
What about the true up to actuals for Hopkins Ridge costs?
A.
PSE will also true up its projected costs for Hopkins Ridge to actuals in its PCA Period 4 accounting.  Attachment A to the proposed Settlement at page 3 shows the line items in PSE's power cost rate related to Hopkins Ridge and the lines that will be adjusted to true up for actuals.  The parties agreed as part of the proposed Settlement that costs of up to $199,767,000 for the Hopkins Ridge acquisition would be prudently incurred.  However, the Company will bear the burden in its annual PCA true up filing for PCA Period 4 of showing the prudence of any costs for Hopkins Ridge in excess of the $199,767,000 cost projection set forth in the Company's original filing in this proceeding.  


Accounting details regarding Hopkins Ridge that the Commission should approve as part of any approval of the proposed Settlement are further described below.

Q.
Please describe the update to PSE's power cost baseline rate and Schedule 95 that will be effective July 1, 2006.
A.
The proposed Settlement provides for PSE to make a compliance filing in this proceeding by May 15, 2006, that will be a revised Schedule 95, reflecting a new Power Cost Baseline Rate with an effective date of July 1, 2006.  This filing is intented to satisfy the Company's obligation to reset its power cost baseline effective July 1, 2006, as set forth in the Order No. 06 in Docket Nos. UG-040640 et al. at Paragraph 100.  It is also intended to ensure that the power cost baseline rate is updated as of the time the current $40 million PCA cap expires. 


The July 1, 2006 update will be based on an update of PSE's projected power costs for the period July 1, 2006 through December 31, 2006, that is based on: (i) a run of the AURORA model that was used for PSE's June 7, 2005 PCORC filing, except that the run will include December 2006 and certain updated inputs, and (ii) an updating of power costs not in AURORA, all as detailed in Attachment A to the proposed Settlement.  The updated inputs used in the AURORA model run will include use of the three-month average natural gas price method approved in Order No. 06 in Docket Nos. UG-040640 et al. for the three months ended April 30, 2006.  

Q.
Does page 1 of Attachment A to the Settlement Agreement show the power cost baseline rate that will become effective July 1, 2006?
A.
No, pages 1 and 2 of Attachment A provide an illustration of the methodology by which PSE will perform its power cost update for the May 2006 filing and specify the inputs and assumptions that will be changed from those made for PSE's original filing in this proceeding for that update.  This Attachment is intended to eliminate any dispute next spring regarding the manner in which PSE is to perform the power cost update for its compliance filing.  The actual power cost baseline that results from that update will be different, and cannot be known at this time.  


The other parties to this proceeding will have the opportunity to examine PSE's calculations between the time the revision to Schedule 95 is filed in mid-May 2006 and the time the new rate becomes effective, on July 1, 2006.
Q.
Are there any other details the Commission should be aware of with respect to the proposed Settlement? 
A.
Yes.  For accounting purposes, the Commission should include in any Order approving the proposed Settlement a number of specific items that are not explicitly set forth in the Settlement Agreement, but that are subsumed in the Parties' agreement to approve the Company's proposed Schedules 95 and 95A as well as the prudence of the Hopkins Ridge acquisition.  
1.
BPA Transmission Upgrade Regulatory Asset:

The Parties request that the Commission specifically approve the Company's proposal to treat the prepayment made to BPA for transmission upgrades for Hopkins Ridge as a regulatory asset that would earn the Company's authorized rate of return, and to credit the interest paid by BPA on this amount to ratepayers.  This is discussed in Mr. Story's prefiled direct testimony, Exhibit No. ___ (JHS-1T), page 16, line 7 through page 18, line 14. 

2.
Production Tax Credit Tracker and Related PCA Mechanism Calculation:

The parties also request that the Commission approve the Company’s proposed Production Tax Credit Tracker as presented in Mr. Story’s prefiled direct testimony, Exhibit No. ___ (JHS-1T) page 22, line 4 through page 25, line 7.  This accounting will require that a regulatory asset account be created that will include the accumulation of the interest on the average monthly cumulative balance of the the deferred tax asset account.  This regulatory asset account is related to the Federal income tax benefits of Hopkins Ridge and is outside of the scope of the PCA mechanism.  The accounting for this regulatory asset would not be part of any PCA calculation, but would be included in the PTC tracker calculation.

3.
Accounting Details for the Hopkins Ridge True Up:



As described above, the Settlement Agreement also makes provision for the event that Hopkins Ridge is not in service by November 1, 2005, when rates are adjusted.  This will require that the Company adjust the Power Cost Rate approved in this proceeding for any days that Hopkins Ridge is not in-service.  The costs associated with Hopkins Ridge would be removed from the Power Cost Rate and secondary purchases would be increased by the equivalent amount so that the Power Cost Rate does not change.  This adjustment is necessary so that in the PCA calculation the Power Cost Rate will contain the same type of cost components as actual cost.  In addition, it is expected that Hopkins Ridge capital costs will be adjusted for the first several months of operation as invoices are received and processed.  The parties request that the Commission approve the adjustment required to the Power Cost Rate for the days that the new rates are in effect and the plant is not yet in-service and allow the Company to adjust the Hopkins Ridge capital investment and associated depreciation as costs are closed to plant.  In the interim power cost filing that is proposed for May 2006 the capital costs booked as of the end of March 2006 will be used to determine the recovery on and of Hopkins Ridge for the six month period, July through December 2006.


4.
Updated PCA Mechanism Exhibits:

The Parties also request that the Commission approve the updated pages of the PCA Mechanism exhibits that are provided as Exhibit No. ___(Joint-3), which set forth the power costs underlying the agreed revenue requirement in the proposed Settlement.  Exhibit No. ___(Joint-3) is a set of exhibit pages that are consistent with, but update, the exhibit pages that were included in the original PCA Settlement Stipulation in Docket No. UE-011570.  These pages are to be used to calculate the PCA sharing mechanism beginning November 1, 2005, when the new rates proposed in the Settlement become effective.

The first page, PCA Exhibit A, has been updated since the Company's original filing in this PCORC proceeding.  The depreciation and amortization, line 23, was corrected for a math error and Fuel, line 16 had an offsetting adjustment made so that the total revenue requirement remained the same as originally filed.  The remaining pages of this exhibit are supporting pages to Exhibit A and are equivalent to Exhibits A-2 through E that were included in the original PCA Mechanism settlement. 
IV.  THE SETTLEMENT SATISFIES THE PARTIES' INTERESTS AND THE PUBLIC INTEREST
Q.
Why does the Settlement satisfy the interests of PSE?
A.
The new power cost baseline rate and Schedule 95 surcharge that is proposed to go into effect on November 1, 2005, will provide immediate assistance to the Company in better matching its revenues to the power costs it incurs to provide service to its electric customers.


Although the proposed Settlement revenue requirement does not include the $22 million of projected additional costs associated with increased natural gas prices, PSE has some protection from these excess costs, if they occur, through the existing $40 million cap in the PCA Mechanism.  The agreement to update PSE's power cost baseline rate effective July 1, 2006, when the current cap expires, also provides some comfort to the Company that it will not be forced to absorb excessive power costs, and addresses to some extent the monthly shaping issues the Company raised in its original filing.


The Company is also pleased that the parties to this proceeding came together to cooperatively address and resolve the difficulties caused to the Company by the timing of the annual periods under the PCA Mechanism.  By aligning the annual PCA Periods with the calendar year – PSE's financial reporting year – PSE expects that its level of risk associated with excess power costs will be more predictable and transparent.  


Finally, it is important to the Company that the parties explicitly agreed that the power portfolio acquisitions presented in PSE's prefiled case were prudent.  In the past, there have been some disputes regarding whether rate cases concluded through settlements resolved the question whether resources presented in the case were prudently acquired or managed.  The proposed Settlement in this case eliminates the potential for future disputes regarding the prudence of the listed acquisitions and avoids the need for PSE to present evidence regarding these acquisitions in its next rate case filing.  

Q.
Why does the Settlement satisfy the interests of Commission Staff?

A.
In Staff’s opinion, the Settlement Agreement strikes a reasonable balance between customer rate impacts and the uncertainty that PSE faces in the next year and a half.  The agreed revenue increase of $55.6 million, while significant, still does not fully reflect current natural gas fuel costs.  The reality is that these higher fuel costs, if sustained, will ultimately be reflected in customers’ rates either as a surcharge to amortize future PCA under-recoveries or as an increment in future PCA baseline rates.  Hopes are that future fuel prices will alleviate the need for further customer rate increases, although it is not known at this time whether the July 1, 2006 rate adjustment will increase or decrease rates.


Finally, and especially in light of the current environment that PSE and its customers face, Staff believes it is important for utilities to prudently and reasonably diversify their power supply portfolios.  PSE has shown a commitment to further diversify its portfolio in this regard through the proposed acquisition of Hopkins Ridge and its other resource decisions specified in the Settlement Agreement. 
Q.
Why does the Settlement satisfy the interests of ICNU?

A.
The Settlement satisfies the interests of ICNU by providing some predictability to the timing of future rate changes.  Under the Settlement, rates will likely change on July 1, 2006, and January 1, 2007.  In addition, the Settlement reduces the cost of participating in one or more future proceedings by providing a streamlined process for updating the power cost baseline in May 2006.  Finally, ICNU believes that the Settlement strikes a reasonable balance between keeping rate increases at reasonable levels and updating rates to reflect currentprojections of natural gas costs.     
Q.
Why does the Settlement satisfy the public interest?

A.
The proposed Settlement satisfies the public interest because it will result in rates that are fair, just, reasonable and sufficient.  The Company is protected by the $40 million cap prior to July 1, 2006 for potentially higher costs associated with increase natural gas costs and customers have protection from the possibility that if current, high natural gas prices come back down, they would not be paying more in rates than necessary for the electric service that PSE is providing to them. 

The approval of PSE's Hopkins Ridge acquisition is also in the public interest.  Addition of a wind generating facility to PSE's electric portfolio is expected to remove some volatility from power costs over the life of the project by reducing PSE's exposure to fuel-price and wholesale-market-price risks.  The public interest is also served by confirming that the other actions undertaken by PSE to manage its electric portfolio, as presented in this proceeding, were prudent and should be approved.  Such approval encourages the Company to continue its resource acquisition, management and hedging efforts on behalf of its customers. 
Q.
Does this conclude your joint testimony?

A.
Yes.
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