

Exhibit No. __ (T)



Exhibit No. ___ (T)


BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

DOCKET UE-100467
DOCKET UG-100468
JOINT DIRECT TESTIMONY OF 

KELLY O. NORWOOD  (Avista)

ANN M. C. LARUE  (STAFF)

DONALD W. SCHOENBECK  (ICNU/NWIGU)

LEA DAESCHEL  (PUBLIC COUNSEL)

STEFANIE JOHNSON  (PUBLIC COUNSEL)

CHARLES M. EBERDT  (ENERGY PROJECT)
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I.  INTRODUCTION

Q.
Please state your names, titles, and the party you represent in this matter.
A.
Our names, titles, and representation are as follows:

· Kelly O. Norwood, Vice-President of State and Federal Regulation, Avista 

· Ann M. C. LaRue, Regulatory Analyst, WUTC Staff

· Donald W. Schoenbeck, Regulatory & Cogeneration Services, Inc.,   representing Industrial Customers of Northwest Utilities (ICNU) and Northwest Industrial Gas Users (NWIGU)
· Lea Daeschel, Regulatory Analyst, Public Counsel Section of the Washington Office of Attorney General

· Stefanie Johnson, Regulatory Analyst, Public Counsel Section of the Washington Office of Attorney General

· Charles M. Eberdt, Director, The Energy Project

Q.
Are you sponsoring joint testimony in support of the Settlement Stipulation filed with this Commission on August 24, 2010?

A.
Yes.  This joint testimony recommends approval of the Settlement Stipulation by the Commission.  The Settlement Stipulation represents a compromise among differing points of view.  Concessions were made by all Parties to reach a reasonable balancing of interests.  As will be explained in the following testimony, the Settlement Stipulation received significant scrutiny and is supported by sound analysis and sufficient evidence.  Its approval is in the public interest.  The Settlement Stipulation has been marked as Exhibit ____.

Q.
What is the scope of your testimony?

A.
This Joint Testimony addresses Avista's general rate case filings in these dockets and the scope of the Settlement and its principal aspects.  It also includes a statement of the Parties' views about why the Settlement satisfies their interests and the public interest, as well as any legal points that bear on the proposed Settlement.  
Q.
Would you briefly summarize the Settlement Stipulation?

A.
Yes.  As part of the Settlement Stipulation, Avista’s annual electric revenues would increase by $29.5 million, representing a $25.8 million reduction from the Company’s original request of $55.3 million. Avista also agreed to an annual natural gas revenue increase of $4.55 million, representing a $3.9 million reduction from its original request of $8.5 million. 

The overall increase in base electric rates would be 7.4 percent under the Settlement, down 6.0 percent from Avista’s original request to increase base electric rates by 13.4 percent.  Natural gas rates would increase overall by 2.9 percent with the Settlement, down 3.1 percent from Avista’s original request to increase base natural gas rates by 6.0 percent.

The Settlement Stipulation calls for an overall rate of return of 7.91 percent with a common equity ratio of 46.5 percent and a 10.2 percent return on equity.  The common equity ratio and the agreed-upon return on equity are the same as currently authorized.
As part of the settlement proposal, it was agreed that the costs of Lancaster for 2011 and going forward are reasonable and should be reflected in rates and that only $6.8 million of the amounts deferred in 2010 would be recoverable in rates over a five (5) year amortization period, with a rate of return on the unamortized balance.  As part of the settlement related to the 2010 Lancaster deferrals, the Parties agree that there will be no deferrals under the Energy Recovery Mechanism (ERM) for 2010 in either the rebate or surcharge direction.  Avista will take the risk on any changes in ERM-related power supply costs for 2010.
Also, as part of the Settlement Stipulation, funding would be increased for two existing programs aimed at assisting limited-income customers.  Funding for the limited income demand side management (DSM) program would be increased by $500,000 to $2.0 million annually.  In addition, annual funding for the Low Income Rate Assistance Program (LIRAP) in Washington would be increased to approximately $5.0 million.

Later in our testimony, we discuss in more detail the elements of the Settlement Stipulation, specifically, the accounting and power supply adjustments, the resolution of the Lancaster issue, and rate spread/rate design. 

Q.
Who are the signatories to the Settlement Stipulation?
A.
The Settlement Stipulation, filed August 24, 2010, was signed by Avista, the WUTC Staff, the Industrial Customers of Northwest Utilities, the Northwest Industrial Gas Users, the Public Counsel Section of the Washington Office of Attorney General, and the Energy Project.  As such, all parties to the proceeding have joined in the Settlement.
Q.
What is the proposed effective date of the Settlement?

A.
The Parties have requested implementation of the Settlement Stipulation on December 1, 2010.  This proposed effective date is an “integral” part of the Settlement and was one of the trade-offs among the concessions made on a variety of issues by the Parties.

Q.
What was agreed to regarding to the next general rate case that Avista will file?

A.
The Company will not file a general rate case in the Washington jurisdiction before April 1, 2011.

II.  QUALIFICATIONS OF WITNESSES

Q.
Mr. Norwood, please provide information pertaining to your educational background and professional experience.
A.
My name is Kelly O. Norwood.  I am employed by Avista Utilities as the Vice-President of State & Federal Regulation. I am a graduate of Eastern Washington University with a Bachelor of Arts Degree in Business Administration, majoring in Accounting.  I joined the Company in June of 1981.  Over the past 29 years, I have spent approximately 18 years in the Rates Department with involvement in cost of service, rate design, revenue requirements and other aspects of ratemaking.  I spent approximately 11 years in the Energy Resources Department (power supply and natural gas supply) in a variety of roles, with involvement in resource planning, system operations, resource analysis, negotiation of power contracts, and risk management.  I was appointed Vice-President of State & Federal Regulation in March 2002.
Q.        Ms. LaRue, please provide information pertaining to your educational background and professional experience.

A.        My name is Ann M. C. LaRue.  I am employed by the Washington Utilities and Transportation Commission as a Regulatory Analyst.  I graduated from Sam Houston State University in Huntsville, Texas with a Bachelor of Business Administration (BBA) in Accounting in 1998 and a Masters of Business Administration (MBA) in 1999.  I am licensed in Washington State as a Certified Public Accountant (CPA).

I have testified in Puget Sound Energy’s general rate case, Dockets UE-090704 and UG-090705 (consolidated), in Avista Corporation’s general rate case, Dockets UE-090134, UG-090135, and UG-060518 (consolidated), and in Northwest Natural Gas Company’s general rate case, Docket UG-080546.  I was also a Staff member on several other contested cases.

I attended the 49th Annual National Association of Regulatory Utility Commissioners (NARUC) Regulatory Studies Program held at Michigan State University in East Lansing, Michigan in 2007.  I also attended the 29th Annual NARUC Western Rate School in San Diego, California in 2008.

Q.
Mr. Schoenbeck, please provide information pertaining to your educational background and professional experience.

A.
My name is Donald W. Schoenbeck.  I am a consultant in the field of public utility regulation and I am a member of Regulatory & Cogeneration Services, Inc. (“RCS”).  I have a Bachelor of Science Degree in Electrical Engineering from the University of Kansas, a Master of Science Degree in Engineering Management from the University of Missouri and I have completed all the course work toward a Master of Science Degree in Nuclear Engineering.  

From June of 1972 until June of 1980, I was employed by Union Electric Company in the Transmission and Distribution, Rates, and Corporate Planning functions.  In the Transmission and Distribution function, I had various areas of responsibility, including load management, budget proposals and special studies.  While in the Rates function, I worked on rate design studies, filings, and exhibits for several regulatory jurisdictions.  In Corporate Planning, I was responsible for the development and maintenance of computer models used to simulate the Company's financial and economic operations.  

In June of 1980, I joined the national consulting firm of Drazen-Brubaker & Associates, Inc.  Since that time, I have participated in the analysis of various utilities for power cost forecasts, avoided cost pricing, contract negotiations for gas and electric services, siting and licensing proceedings, and rate case purposes including revenue requirement determination, class cost-of-service, and rate design.

In April 1988, I formed RCS.  RCS provides consulting services in the field of public utility regulation to many clients, including large industrial and institutional customers.  We also assist in the negotiation of contracts for utility services for large users.  In general, we are engaged in regulatory consulting, rate work, feasibility, economic and cost-of-service studies, design of rates for utility service, and contract negotiations.
I will be testifying on behalf of both NWIGU and ICNU in this proceeding.
Q.
Ms. Daeschel, please provide information pertaining to your educational background and professional experience.

A.
My name is Lea Daeschel and my business address is 800 Fifth Avenue, Suite 2000, Seattle, Washington, 98104.  I am employed as a Regulatory Analyst with the Public Counsel Section of the Washington Attorney General’s Office.  

I received a B.A. in International Studies from the University of Oregon in 2006.  In 2008, I received a Masters in Public Administration from Portland State University.  Since joining Public Counsel in August 2008, I have worked on a wide range of energy issues, including review and evaluation of utility conservation programs, decoupling mechanisms, service quality, low-income issues, renewable energy credits, integrated resource planning, and other analyses of electric and natural gas general rate case and tariff filings before the Commission.  In addition, I have presented before this Commission at Open Meetings on many various issues.  I have not previously testified before this Commission.

Q.
Ms. Johnson, please provide information pertaining to your educational background and professional experience.

A.
My name is Stefanie Johnson and my business address is 800 Fifth Avenue, Suite 2000, Seattle, Washington, 98104.  I am employed as a Regulatory Analyst with the Public Counsel Section of the Washington Attorney General’s Office.  

I received a B.A. in Political Studies and History from Whitworth University in 2002.  In 2005, I received a Master of Public Administration degree from the Evans School of Public Affairs at the University of Washington.  Since joining Public Counsel in December 2005, I have worked on a wide range of energy and telecommunication issues.  With respect to energy related issues, my work has included review and evaluation of utility conservation programs, integrated resource planning, power costs, mergers and acquisitions, and other analyses of electric and natural gas general rate case and tariff filings before the Commission.  In addition, I have presented before this Commission at Open Meetings on various issues.
I testified before the Commission as part of settlement panel in support of the Settlement Agreement in the CenturyTel/Embarq merger (Docket No. UT-082119).  Additionally, I filed two declarations in the proceeding related to PSE’s Report Identifying Puget Sound Energy’s Ten-Year Potential and Biennial Target (Docket No. UE-100177) and will serve as Public Counsel’s witness for that settlement panel in that Docket.

Q.
Mr. Eberdt, please provide information pertaining to your educational background and professional experience.

A.
My name is Charles M. Eberdt.  I am the Director for The Energy Project, which represents low-income customers and Community Action Agencies in energy matters before the Commission and other state agencies.  I have an M.A.T. from Harvard University.  Since 1993, I have been working with all agencies that provide energy assistance and energy efficiency services to low-income households in Washington.  Prior to that I supervised training on energy efficient construction for building code officials and builders for the Washington State Energy Office and provided other public education on energy efficiency.  I am a Board member of the National Center for Appropriate Technology and A World Institute for a Sustainable Humanity (A.W.I.S.H.).  I have participated in several proceedings before this Commission over the last 17 years.

III.  HISTORY OF FILING

Q. Please describe the Company’s initial general rate case request.

A.
On March 23, 2010, the Company filed proposed tariff revisions requesting that the Commission grant an electric rate increase of $55,298,000 or 13.4 percent in base retail rates.  The Company requested that the Commission grant an increase of $8,489,000 or 6.0 percent for Avista’s natural gas operations. The Company’s request was based on a proposed rate of return of 8.33 percent with a common equity ratio of 48.39 percent and a 10.9 percent return on equity.  

The Company proposed to spread the requested electric revenue increase by rate schedule, utilizing the results of the cost of service study, on a basis which: (1) moved the rates for all the schedules closer to the cost of providing service, and 2) resulted in a reasonable range in the proposed percentage increase across the schedules.  For natural gas, the Company proposed utilizing the results of the natural gas cost of service study as a guide in spreading the overall revenue requirement which would result in the rates of return for each schedule being reasonably close to the cost of service study results (unity).  The Company proposed to raise the electric and natural gas residential monthly basic charge to $10 from the current $6 charge.  

Q.
What are the primary factors driving the Company’s request for an electric rate increase?

A.
The Company’s electric request is driven primarily by an increase in production and transmission expenses, due to the addition of the Lancaster plant Power Purchase Agreement (PPA), the termination of some low cost power purchases, reduced hydro generation, and increased fuel costs and higher retail loads.  In addition, the Company’s request is also driven by an increase in net plant investment in the Company’s hydro and thermal generation projects, and transmission and distribution upgrades.
Q.
What are the primary factors driving the Company’s request for a natural gas rate increase?

A.
The Company’s natural gas request is driven by changes in various operating cost components, but primarily by the inclusion in this case of the increased plant investment associated with the additional storage at the Jackson Prairie Storage facility effective May 1, 2011.  
IV.  SETTLEMENT PROCESS

Q.
Would you please describe the process that led to the filing of the Settlement Stipulation?

A.
Yes.  Representatives of all Parties appeared at an August 4, 2010 Settlement Conference, which was held for the purpose of narrowing the contested issues in this proceeding followed by subsequent settlement discussions on August 10-11, 2010.
Extensive discussions occurred on many components of the Company’s filing, such as the cost of capital, accounting practices, and power supply adjustments.  The Parties engaged in the “give-and-take” that characterizes settlement discussions and attempted to arrive at a reasonable balance of differing interests.  Each of the Parties ultimately agreed to concessions on matters which would not have been agreed to if each of the Parties were to proceed to evidentiary hearings.
Significant discovery occurred in the four months leading to the first Settlement Conference. The Company responded to 662 data requests  and provided the responses to all Parties
V.  REVENUE REQUIREMENT
Q.
Please explain the derivation of the Electric and Natural Gas Revenue Requirements outlined in the Settlement Stipulation.

A.
After extensive discussions, the Parties agreed that Avista will reduce its revenue increase request to reflect the electric revenue deficiency shown in the table on Page 3 of the Settlement Stipulation.  While Avista’s filing requested an electric revenue requirement increase of $55.3 million, the adjustments listed on Page 3, including the agreed-upon rate of return, reduce this amount by approximately $25.8 million, resulting in a recommended electric revenue requirement increase of $29.5 million.  Similarly, as shown in the table on Page 4 of the Settlement Stipulation, while the Company requested a natural gas revenue requirement increase of $8.5 million, the agreed-upon adjustments serve to reduce this amount by $3.9 million, resulting in a recommended natural gas revenue requirement increase of $4.55 million.

Q.
Do the individual adjustments to the originally requested revenue increases stand alone, or should the revenue requirement be considered in totality?

A.
While the line-item adjustments do have separate characteristics, they are being accepted only as part of a comprehensive Settlement Stipulation that resolves all issues associated with the Company’s original filing.  As can be seen by a quick review of the individual line descriptions, the adjustments accepted for settlement purposes cover a broad range of revenue and cost categories, including the rate of return on investment.  It would be inappropriate to view the individual adjustments in isolation.  They should be viewed in total as part of the total Settlement Stipulation.

Q.
Please explain the Parties’ agreement in regards to the Rate of Return, including the Return on Equity.

[image: image1.emf]Agreed-upon Cost of Capital

Percent of

Total

Capital Cost Component

Total Debt 53.50% 5.93% 3.17%

Common Equity 46.50% 10.20%

1

4.74%

Total 100.00% 7.91%

1

The parties reserve the right to argue for a direct reduction in return on 

equity due to natural gas decoupling in a future general rate case.

A.
The Parties have agreed to a revenue requirement which produces an overall rate of return of 7.91 percent, based on a return on equity of 10.2 percent and an equity component at 46.5 percent.  Avista’s existing return on equity is 10.2 percent.  By comparison, the Company’s original filing requested an overall rate of return of 8.33 percent, a return on equity of 10.9 percent and an equity component of 48.39 percent.  The individual cost of capital components of the agreed upon rate of return are as follows:
Q.
Would you please provide an excerpt of the table appearing on Page 3 in the Stipulation for the Company’s electric operations for ease of reference?
A.
Yes, the table is set forth below:
[image: image2.emf]                                 000s of Dollars Revenue 

Requirement Rate Base

Amount As Filed 55,298 $          1,075,665 $ 

Adjustments:

a) Cost of Capital

Adjust return on equity to 10.2%; common equity to 46.5%; includes a Rate 

of Return of 7.91% 

(7,273) 0

b) Power Supply-Related Adjustments    

i

Lower Gas/Electric Prices 

(14,970) 0

iii

Include short-term contracts through 7/22/2010

3,267 0

iii

Include lower colstrip outage

(880) 0

iv

Include higher Colstrip fuel cost

1,498 0

v

Include lower Stimson rates

(126) 0

vi

Include lower WNP-3 rates

(351) 0

vii

Include higher Wells cost

167 0

viii

Adjust for hydro shape change

(165) 0

ix

Include test year loads

(11,230) 0

c) Production Property Adj

Remove the Pro Forma Production Property Adjustment due to use of 

historical loads used for power supply

18,957 37,643

d) Lancaster

Recover $6.8 million of Lancaster deferral over 5 years

(1,526) (3,149)

e) Capital Additions  

Include the annualized 2009 Noxon upgrade and major (7) generation 

projects though April 30, 2010

(7,761) (48,783)

f) Noxon 2010/2011

Remove pro forma property taxes on the 2010/2011 Noxon upgrade projects

(126) 0

g) Executive Labor

Reduce executive labor charged to the Utility

(563) 0

h) Incentives

Remove test period executives' incentives

(309) 0

i) Spokane River / CDA Tribe Settlement Deferrals

Revise the Spokane River and CDA Tribe Settlement deferrals previously 

approved to a 10 year amortization

(661) 214

j) Pro Forma Vegetation Management

Increase vegetation management expense by $1.025 million; Increase the 

Company's Washington annual required spend for vegetation management 

to $4.125 million  (1,073) 0 

k) Information Services

Include the annualized actual spend to June 30, 2010, and remove pro 

forma 2011 costs 

(1,162) 0

l) Colstrip - Mercury Emission

Revise for known changes to Colstrip mercury emission costs (33) 0

m) Employee Pension 

Revise for known changes to pension costs (35) 0

n) Administrative and General Expenses

Reduce administrative and general expenses  (444) 0

o) Working Capital

Reduce proposed working capital adjustment  (701) (5,507)

p) Optional Renewable Power Rate (Buck-a-Block) Program

Remove the effect of the Company's Buck-A-Block (renewable) program 

from base rates  

19 0

q) Restate Debt

Flow through impact of Rate Base adjustments (316) 0

Total Adjustments (25,797) $         (19,582) $     

Adjusted Revenue Requirement 29,501 $          1,056,083 $ 

TABLE 1

SUMMARY TABLE OF ADJUSTMENTS TO ELECTRIC REVENUE REQUIREMENT



Q.
Would you provide a brief description of the table and each line item?
A. Yes.  Each of the line items represents adjustments to Avista’s originally filed case.  The first line, entitled “Amount As Filed” in the amount of $55,298,000 is the electric rate increase requested by Avista.  This number can be found in Exhibit No. __ (EMA-2), page 1 of 13, line 6, column e.

a)
The adjustment for “Cost of Capital,” reflects the agreed upon capital structure and rate of return applied to the adjusted rate base.

b)
The adjustment for “Power Supply-Related Adjustments,” reflects adjustments to Avista’s original power supply calculation for nine items, as follows:
i)
Lower Gas/Electric Prices – Due to the reduction in both natural gas and electric prices since the original filing, the Settlement adjustment reduced the annual average gas price from $6.38/dth to $5.13/dth. The price is based on a 3-month average through July 21, 2010 of 2011 forward prices.  The average Mid C flat electric price correspondingly dropped from $49.73/MWh to $41.32/MWh.
(ii)
Updated ST Contracts – In order to more accurately reflect the actual costs in 2011, the Settlement includes all 2011 electric and gas transactions entered into through July 22, 2010.  The original filed pro forma adjustment included actual transaction entered into through December 31, 2009.
(iii)
Lower Colstrip Outage – The Settlement decreased the forced outage rate at Colstrip Units 3 and 4 from 9.36 percent to 6.71 percent.  This adjustment, for settlement purposes, excludes the effect of the extended outage at Unit 3 in 2009.  The new forced outage number is based on the 2003 through 2007 average.
(iv)
Higher Colstrip Fuel Cost – The Settlement adjustment reflects an increase in the 2011 Colstrip coal cost from $19.72/ton to $21.92/ton based on updated information from Western Energy Company (Colstrip coal provider).  The original filing was based on a 2009 forecast of 2011 coal costs.  
(v)
Lower Stimson Rates – The Settlement adjustment lowered the purchase price for the Stimpson purchase for October 2011 through December 2011 from $84.28/MWh to $65.15/MWh to reflect new Idaho avoided costs.  Idaho avoided costs for projects less than 10 MW were reduced on March 15, 2010.
(vi)
Lower WNP-3 Rates – The Settlement adjustment lowered the WNP-3 purchase price to reflect no increase in the midpoint rate from the 2009-10 contract year to the 2011 pro forma period.  The midpoint increases each year based on an inflation index, and there is likely to be little inflation from the 2009-2010 contract year.
(vii)
Higher Wells Cost – The Settlement adjustment increased the Wells purchase cost based on updated information received from Douglas County PUD on April 30, 2010.  
(viii)
Hydro Shape Change – The Settlement adjustment reflects changes in the heavy/light load hour hydro production splits to be within 2 percent each month of the actual 5-year average.  The hydro production splits in the original filing closely reflected the actual 5-year average on an annual basis, but had more variation from actual on a monthly basis.
(ix)
Test Year Loads – The Settlement adjustment decreased load to the weather adjusted 2009 test-year load from a forecasted 2011 pro forma load.  System load decreased by 48.3 aMW.  The use of test-year load reduces power supply expense and eliminates the production property adjustment.
c)
The "Production Property Adjustment," reflects the removal of the adjustment from the revenue requirement due to the use of historical loads for determining power supply costs, as described above.
d)

The adjustment for "Lancaster," reflects the recovery of $6.8 million of the 2010 Lancaster deferral, amortized over a five-year period.  (See discussion, below, in Section VI.)

e)

The adjustment for "Capital Additions," reflects the capital costs and expenses associated with certain major generation project upgrades.  This adjustment includes the full effect of the Noxon Unit No. 1 generation upgrade project included in the settlement approved in Dockets UE-090134 and completed during 2009, and certain major projects expected to be completed and transferred to plant-in-service by November 30, 2010, in time for new rates to be in effect.  The capital costs have been averaged for their appropriate pro forma period with the associated depreciation expense, as well as the appropriate accumulated depreciation and deferred income tax rate base offsets.
f)
The adjustment for the "2010 and 2011 Noxon Generation Upgrades," reflects the revenue requirement and rate base for capital costs and expenses associated with the 2010 and 2011 Noxon generation upgrades.  The Noxon Unit No. 3 generation upgrade completed in May 2010 (designed to increase that unit’s efficiency by 4.15 percent and provide additional capacity of 7.5 MW) and the Noxon Unit No. 2 generation upgrade scheduled for completion in March of 2011 (designed to increase that unit’s efficiency by 2.42 percent and provide additional capacity of 7.5 MW) were included.  The capital costs have been averaged for their appropriate pro forma period with the associated depreciation expense, as well as the appropriate accumulated depreciation and deferred income tax rate base offsets.  Pro forma property taxes have been excluded from this adjustment.
g)
The adjustment for "Executive Labor," reflects a reduction to executive labor and consists of three individual components: (1) it reduces the amount of executive salaries and benefits charged to the utility and allocates a greater portion of both to subsidiary/non-utility operations; (2) it reduces executive base salaries so that executive salary costs included in rates reflect increases in closer proportion to those for non-executive employee salaries; and, (3) it removes costs of executive supplemental deferred compensation and long-term disability benefits, which are available only to executive employees.
h)
The adjustment for "Incentives," reflects the removal of incentives for executives from the revenue requirement.  In addition, the Company will review its non-executive incentive compensation programs and provide testimony in its next general rate case: (1) identifying, explaining, and to the extent possible, quantifying the programs’ benefit(s) to ratepayers; and, (2) explaining how the programs comply with the Commission’s Final Orders in previous Avista general rate cases, specifically Dockets UE-991606
 and UE-090134
.
i)
The adjustment for the "Coeur d’Alene (CDA) Tribe Settlement and Spokane River Relicensing (SRR) Deferrals," reflects a ten-year amortization of the remaining balances beginning December 1, 2010 of the CDA Settlement Deferral, the CDA/SRR - CDR (Coeur d’Alene Reservation Trust Restoration Fund) deferral, the Spokane River Deferral, and the Spokane River PM&E Deferral, rather than the three-year amortization period that the Company proposed in its original filing.
j)
The adjustment for "Vegetation Management Expenses," reflects an increase to the electric vegetation management costs.  The Company is currently required, by Commission Order in Docket UE-050482, to spend approximately $2.8 million per year for electric vegetation management (includes electric distribution and transmission expenses).  Avista reports this to the Commission annually within the Company’s Commission Basis Report, and maintains a one-way balancing account to track any funds under-spent (below the $2.8 million).  In the event there are unspent funds for vegetation management in any given year, those unspent funds will be accounted for and spent in the subsequent year or credited back to customers.  This adjustment increases the electric expense $1.025 million above the test period amount of $3.0 million, and increases the required annual spend level from the current $2.8 million to $4.025 million.
k)
The adjustment for "Information Services Expenses," reflects an increase in ongoing information service requirements based on actual expenditures through June 30, 2010.

l)
The adjustment for "Colstrip Mercury Emissions Expenses," reflects the revised amount for the Company’s mercury abatement expenses required for its Colstrip Units #3 and #4 production plant.
m)
The adjustment for "Employee Pension," reflects the decrease in employee pension related expenses based on updated information received by the Company.
n)
The adjustment for "Administrative and General Expenses," reflects the removal of all or a portion of various administrative and general costs, including certain dues, fifty percent of Board of Director fees and expenses (as ordered in Docket Nos. UE-090134/UG-090135), certain advertising costs, and certain non-recurring expenses. The costs addressed by this adjustment include and/or are related to:
i. Board of Directors’ fees

ii. Board of Director meeting costs 

iii. Other Director Costs (gifts, non-meeting travel, professional portraits)

iv. Employee retirement party

v. Employee entertainment/sporting event

vi. Executive charity-related travel

vii. Reimbursement of executive relocation expenses

viii. Charitable donations

ix. Dues and fees to civic organizations (Rotaries, Chambers of Commerce, etc.)

x. Corporate aircraft travel (non-cost-effective or non-utility flights)

xi. Promotional/image advertising

xii. Employee gifts

xiii. Customer give-away items and gifts

xiv. Corporate logo apparel and items

xv. Various other costs improperly charged to utility accounts as identified by non-company parties through discovery in this proceeding.

o)
The adjustment for "Working Capital," reduces the Company’s proposed electric working capital pro forma adjustment.
p)
The adjustment for the "Optional Renewable Power Rate (Buck–a-Block) Program," removes the effect of the Company’s Optional Renewable Power Rate Program, also referred to as “Buck-A-Block,” from base rates.  Going forward, the Company will maintain separate accounts for all Buck-a-Block program costs and revenues to ensure compliance with WAC 19.29A.090(5) (specifying that “[a]ll costs…associated with any option . . . must be allocated to the customers who voluntarily choose that option and may not be shifted to any customers who have not chosen such option”).  See additional details regarding agreed-upon measures included below, in Section X.
q)
The adjustment for “Restate Debt Interest,” reflects the income tax effect of the change in interest expense related to all other adjustments in the Settlement Stipulation that affect rate base.  This adjustment restates debt interest using the agreed upon pro forma weighted average cost of debt of 3.17 percent as shown in the capital structure table on page 11.
The line entitled “Total Adjustments,” represents the net reduction to the revenue requirement ($25,797,000) and rate base ($19,582,000), from Avista’s original filing. 

The final line is the resulting electric system revenue requirement deficiency of $29,501,000 to be collected by general tariff changes, after taking into account all of the foregoing adjustments. 

Q.
Would you please provide an excerpt of the table appearing on Page 4 in the Stipulation for the Company’s natural gas operations for ease of reference?
A.
Yes, the table is set forth below:
[image: image3.emf]                                 000s of Dollars Revenue 

Requirement Rate Base

Amount As Filed 8,489 $            199,233 $    

Adjustments:

a) Cost of Capital

Adjust return on equity to 10.2%; common equity to 46.5%; includes a 

Rate of Return of 7.91% 

(1,346) 0

e) Capital Additions  

Eliminate natural gas capital additions

(231) (1,525)

g) Executive Labor

Reduce executive labor charged to the Utility

(63) 0

h) Incentives

Remove test period executive incentives

(87) 0

k) Information Services

Include the annualized actual spend to June 30, 2010, and remove pro 

forma 2011 costs 

(324) 0

m) Employee Pension 

Revise for known changes to pension costs (8) 0

n) Administrative and General Expenses

Reduce administrative and general expenses  (235) 0

o) Working Capital

Remove the natural gas working capital adjustment (516) (4,053)

p) Optional Renewable Power Rate (Buck-a-Block) Program

Remove the effect of the Company's Renewable (Buck-a-Block) 

program from base rates  

(8) 0

q) Restate Debt

Flow through impact of Rate Base adjustments 131 0

r) Jackson Prairie 

Use revised plant and cushion gas accounting in base rates; defer 

revenue requirement of additional actual 2011 working gas inventory 

balance to be recovered through PGA

(1,248) (8,692)

Total Adjustments (3,935) $           (14,270) $     

Adjusted Revenue Requirement 4,554 $            184,963 $    

TABLE 2

SUMMARY TABLE OF ADJUSTMENTS TO NATURAL GAS REVENUE REQUIREMENT


Q. Would you also describe the adjustments to the Company’s natural gas case included in the table above?

A.
Yes.  All adjustments, with the exception of three described below, were explained in the electric section above.  
The first line, entitled “Amount As Filed” in the amount of $8,489,000 is the natural gas rate increase requested by Avista.  This number can be found in Exhibit No. __ (EMA-3), page 1 of 9, line 6, column e.
(e)
The adjustment for “Capital Additions,” removes all pro formed capital costs, excluding the Jackson Prairie capital costs discussed below, from Avista’s original filing.  
o)
The adjustment for "Working Capital," removes the natural gas working capital adjustment proposed by the Company.
(r)
The adjustment for the "Jackson Prairie (JP) Storage," reflects the revised accounting treatment proposed by the Company for its existing cushion gas using the net book value of the utility assets at February 2010 to record the transfer of the cushion gas from non-recoverable (FERC Account No. 352.3), which is a depreciable asset, to recoverable (FERC Account No. 117.1), which is a non-depreciable asset.  The JP assets that will be added on May 1, 2011 will include plant assets as well as cushion gas that will be recorded in both recoverable and non-recoverable FERC accounts using a similar allocation method.

The pro formed Jackson Prairie working gas inventory for the additional storage effective May 1, 2011, and associated additional operations and maintenance costs, were removed from the revenue requirement and rate base.  Under the Settlement Stipulation, the revenue requirement associated with Avista’s rate of return applied to the actual balance of the additional JP working gas inventory applicable to Washington gas operations would be calculated as a deferred cost beginning May 1, 2011 to be recovered in the Company’s future PGA filings starting with Avista’s fall 2011 PGA filing, until recovered in base rates in a subsequent general rate case.  In addition, the additional operations and maintenance costs would be recorded in the Company's PGA deferrals for later recovery in rates until those costs are included in base retail rates.

The line entitled “Total Adjustments,” represents the net reduction to the revenue requirement ($3,935,000) and rate base ($14,270,000), as filed in the original filing. 

The final line is the resulting natural gas system revenue requirement deficiency of $4,554,000 to be collected by general tariff changes, after taking into account all of the foregoing adjustments.
Q.
How were the specific amounts of the various electric and natural gas adjustments described above determined?

A.
Those adjustments are the result of the audit process and analysis conducted by the Commission Staff and other Parties to this case, as adopted and adjusted in the course of the Parties’ settlement discussions.  Those discussions and adjustments were informed by the views and assessments of the various Parties who participated in the settlement discussions.  All such information was considered, along with certain elements of compromise agreed upon in order to achieve settlement.

VI.  RECOVERY OF LANCASTER COSTS
Q.
Please explain the proposal in the Stipulation related to Lancaster.  

A.
In its Order 10, in Docket No. 090134, the Commission allowed Avista to defer costs incurred by Avista associated with its purchase of power from the Lancaster Generating Facility
 until such time as the prudence of such costs and compliance with certain other requirements could be addressed in a subsequent general rate case – i.e., in this Docket No. UE-100467.  While the Parties have agreed that the costs of Lancaster for 2011 and going forward are reasonable and should be reflected in rates, only $6.8 million of the amounts deferred in 2010 would be recoverable in rates over a five (5) year amortization period, with a rate of return on the unamortized balance.  As part of the settlement related to the 2010 Lancaster deferrals, the Parties agree that there would be no deferrals under the ERM for 2010 in either the rebate or surcharge direction.  Avista will take the risk on any changes in ERM-related power supply costs for 2010.
  These risks include any variability around actual hydro conditions, actual natural gas prices for thermal generation, actual loads, actual thermal availability, etc.
The Parties agree that the Lancaster PPA complies with the Greenhouse Gases Emissions Performance Standard (EPS) established in RCW 80.80.  Staff witness Nightingale is presenting additional testimony in this regard.
VII.  RATE SPREAD/RATE DESIGN

Q.
Where in the Stipulation is the information related to rate spread and rate design provided?

A.
Section B of the Stipulation provides a detailed description of the spread of the proposed electric and natural gas revenue increases.  Page 1 of Appendix 4 of the Stipulation shows the proposed increase to the Company’s electric service schedules and Page 2 shows the proposed rates within each of those schedules.  Page 3 shows the proposed increase to the Company’s natural gas service schedules and Page 4 shows the proposed rates within each of those schedules.  

Q.
Turning to the proposed electric revenue increase of $29,501,000, could you please describe the method to spread the proposed increase? 

A.
Yes.  The Parties agreed to use a pro-rata allocation of the Company’s electric rate spread percentages from its original filing for purposes of spreading the revenue requirement, as shown on Page 1 of Appendix 4 to the Stipulation.


Q. What rate design was agreed to in the Stipulation for electric service, as shown on page 2 of Appendix 4?

A.
The components of rate design follows:

(i)
The residential basic charge would remain at the current level of $6 per month. 

(ii)
Except for Extra Large General Service Schedule 25, the increases to other customer, energy and demand charges would be as proposed in the Company's original filing. 

(iii)
For Extra Large General Service Schedule 25, 

●
The minimum charge would be increased from $11,000 to $12,500 per month. 

●
The excess demand charge would be increased from $3.50 to $4.00 per kVa.

●
The voltage discount for over 60kV would be increased to $1.10/kVa and for over 115kV to $1.30/kVa. 

●
A uniform percentage increase would be applied to the first two energy block rates, and the increase to the third energy block rate would be equal to 0.7 times the percentage increase applied to the first two blocks.
Q.
Based on the proposed rates set forth in the Stipulation, what would be the monthly bill increase for a residential electric customer with average consumption?

A. The proposed increase for a residential customer using an average of 1,000 kwhs per month is $5.62 per month, or approximately a 7.8 percent increase in their electric bill.  

Q. Turning to the proposed natural gas revenue increase of $4,554,000, could you please describe the method to spread the proposed increase? 

A.
Yes.  For natural gas, the Parties agree to use a pro-rata allocation of the Company’s natural gas rate spread percentages from its original filing, modified with the assignment of underground storage costs by throughput for balancing purposes being reduced from 20 percent to 13 percent, for purposes of spreading the revised revenue requirement as shown on Page 1 of Appendix 4 of the Stipulation.
Q.
What rate design was agreed to in the Stipulation for natural gas service, as shown on page 4 of Appendix 4?

A.
The components of rate design follows:

(i)

The residential basic charge would remain at the current level of $6 per month.

(ii)
The rates within Schedules 111 and 112 would be increased to maintain the present break-even usage level between Schedules 101 and 111, in order to minimize future customer schedule shifting, as proposed in the Company's filing (Page 24-25 of Ehrbar Direct Testimony).

(iii) 
 The rate design changes for the other schedules would be as proposed in the Company's original filing.
Q. Based on the proposed rates set forth in the Stipulation, what would be the monthly bill increase for a residential natural gas customer with average consumption?

A.
The proposed increase for a residential customer using an average of 69 therms per month is $2.17 per month, or approximately a 3.6 percent increase in their natural gas bill.
VIII.  LOW INCOME RATE ASSISTANCE PROGRAM

Q.
Please describe the Low Income Rate Assistance Program (LIRAP) portion of the Settlement Stipulation.

A.
The Parties agreed to adjust the LIRAP portion of the tariff riders (Schedules 91 and 191) to provide an increase in annual funding that reflects the same percentage increase as the overall percentage increase in revenue requirement in this case – i.e., 7.4 percent for electric and 2.9 percent for natural gas.  With this increase, the annual funding level for electric low income customers would be approximately $3.3 million, and for natural gas low income customers would be approximately $1.7 million.  Appendix 5 of the Settlement Stipulation identifies the tariff rider adjustments to Schedules 91 and 191 (in ¢/kwh or ¢/therm) to reflect increased levels of funding for LIRAP.  
IX.  DEMAND-SIDE MANAGEMENT PROGRAMS
Q.
Please describe the Demand Side Management (DSM) portion of the Settlement Stipulation.
A.
The Parties agree to reallocate existing levels of DSM funding under Schedules 91 and 191 in order to increase low income DSM by $500,000 over and above the existing funding level of $1.5 million.  For purposes of program administration, the total funding level of $2 million for low income DSM includes amounts that may be dedicated to energy-related health and human safety measures, the expenditures for which shall not exceed fifteen (15) percent of overall actual low income DSM expenditures.  In addition, Avista shall remove $15,000 (related to incorrect customer rebates) from its Washington natural gas DSM account, and shall also remove $56,733 (electric) and $6,500 (natural gas) (reflecting improperly charged dues and memberships) from its Washington DSM tariff rider accounts.
Q.
Please describe the accounting review and evaluation of the DSM Program.

A.
Avista has agreed to review three areas of the DSM Program, including, 1) rebate processing procedures for DSM programs, 2) Avista's Limited Income Weatherization program, and 3) Avista's data tracking systems and data strategy for its DSM programs.  These are described below in further detail.
Q.
Please describe the review of the rebate processing procedures for DSM programs.

A.
Avista will conduct, either internally or by an independent, third-party, a comprehensive review of its customer rebate processing system for all rebate programs, including process analysis/best practices review of rebate processing to ensure accuracy.  As part of this review there will be a thorough examination of the Company’s procedures for prescriptive rebate programs where the amount of the rebate varies and is calculated individually for each customer (e.g., residential insulation and window replacement).  The review is expected to culminate in a final report with recommendations regarding any new systems and/or controls the Company should implement to improve and enhance its rebate processing, including but not limited to controls to ensure that rebates do not exceed the program maximum, currently set at fifty percent of project cost for most programs.  Avista shall furnish the final report resulting from this review in a report to be provided to all parties, and the Triple E Board, upon completion and prior to the Company’s next general rate case.

Q.
Please describe the review of Avista's DSM Limited Income Weatherization program.

A.
The Company agrees that an independent, third-party will conduct Evaluation, Measurement, and Verification (“EM&V”) of Avista’s Limited Income Weatherization program as part of the conditions approved by the Commission in Docket UE-100176.
  The Company also agrees that an independent, third-party will conduct an impact evaluation and cost-effectiveness analysis of Avista’s residential windows program (natural gas and electric), using program participant data from 2008 and/or 2009, with a final report completed no later than May 30, 2011.  Avista and the selected evaluator will work in good faith to ensure all program participant data is as accurate as possible.  If necessary, the selected evaluator may conduct an audit of all participant data for this program.

Q.
Please describe the review of Avista's data tracking systems and data strategy for its DSM programs.

A.
Avista agrees that an independent, third-party will conduct an evaluation of Avista’s data tracking systems and data strategy for its DSM programs.  The review will examine Avista’s internal operations for data entry, tracking, and reporting, and its systems for ongoing review, oversight and controls to ensure data accuracy.  As part of this review, the selected external evaluator will share industry best practices regarding data management strategies.  The review will also examine whether the documentation required from participating customers is appropriate.  The review is expected to culminate in a final report with findings, as well as recommendations regarding any new systems and/or controls the company should implement to improve and enhance its DSM data management.  In addition, the final report will include recommendations regarding effective and accurate procedures that should be followed to correct DSM data, when errors are discovered particularly in filings with the Commission.  Avista shall furnish the final report resulting from this review in a report to be provided to all Parties, and the Triple E Board, upon completion and prior to Avista’s next general rate case.

X.  REVIEW OF ACCOUNTING PROCEDURES
Q.
Please describe the review of accounting policies and procedures regarding the Company's allocation of costs between the utility, LIRAP, and non-utility accounts that will be conducted by Avista.
A.
Prior to its next Washington general rate case filing, Avista will review its existing policies and procedures regarding the Company’s allocation of costs between utility, LIRAP, and non-utility accounts, and produce a report with a detailed description of
these policies and procedures.  This report will include an explanation of safeguards in place so that subsidiary or non-utility expenses remain separate from and are not being charged to utility accounts.  The report will also include the prescribed methods identified for proper allocation of shared/common costs between utility and non-utility accounts.  The policies and procedures and related report shall be served on all Parties to the current rate case.  Parties reserve the right to challenge or propose amendments to Avista’s allocation policies and methodologies in any future rate case.  The Company will maintain records of the cost of performing the review and preparing the report (including labor overhead/time spent) and Parties reserve the right to challenge Avista’s recovery of all or part of these costs at such time as Avista may seek recovery (i.e., its next general rate case).

Q.
Please describe the annual audit that will be conducted by Avista's Internal Audit Department of the accounting practices conducted by Avista relating to the Company's allocation of costs between the utility, LIRAP, and non-utility accounts.
A.
Avista’s Internal Audit Department will perform an annual audit of current accounting practices (including accounting for LIRAP programs) relating to: compliance with regulatory treatment of utility expenditures; accuracy of jurisdictional allocations; and allocations between utility and non-utility accounts for subsidiary and corporate-wide (shared) expenses.  Following this audit, Avista will make any necessary revisions to its training materials and put in place measures so that inappropriate subsidiary, or shared, costs are correctly accounted for and not recorded to utility operating accounts.  The Internal Audit Department will prepare a report regarding the results of its audit, including a list of all concerns, incorrect treatment of costs, and steps for improving the accuracy and propriety of accounting practices.

Avista will commit to performing the annual internal audit as described above and provide a copy of the same to all parties for three (3) years following its initial audit and report.  Parties reserve the right to challenge any inappropriately recorded costs.  In addition, the Company shall maintain records of the cost of performing the audits and preparing the reports (including labor overhead/time spent) and Parties reserve the right to challenge Avista’s recovery of all or part of these costs at such time as Avista may seek recovery (i.e., its next general rate case).

Q.
Please describe the employee training that will be conducted by Avista relating to the accounting and allocation practices as discussed above?

A.
Avista will provide ongoing training for Avista employees to comply with required accounting and allocation practices as discussed above.  This will include meeting with departments to explain proper labeling of expenses, accounting treatment, and allocations.  Training materials will include guidelines regarding the proper use of various FERC accounts and proper expense labeling systems, so that costs are accurately identified for ratemaking purposes.  Avista will distribute a semi-annual written reminder to employees to properly label and record expenditures (including appropriate utility/non-utility and jurisdictional allocations).  The training described above and the first semi-annual reminder will be provided by Avista before the Company files its next general rate case.  In addition, the Company will maintain records of the cost of preparing and providing training and training materials/written reminders (including labor overhead/time spent) and Parties reserve the right to challenge Avista’s recovery of all or part of these costs at such time as Avista may seek recovery (i.e., its next general rate case).
Q.
Please describe the review that will be conducted by Avista of the accounting procedures relating to the Optional Renewable Power Rate Program.
A.
Avista shall perform an internal review of its Optional Renewable Power Rate Program (“Buck-a-Block”) and prepare a report to be provided to all parties before its next Washington general rate case that describes the accounting for all costs associated with the program.  These costs will include shared and overhead costs, such as labor, information services, and supplies that are used in the administration of the program.  The report will provide a narrative explanation of how shared costs are allocated to the program.  The report will also provide a breakdown of the 2010 actual costs allocable to Washington for each program component (costs of RECs, advertising/administration, internal labor-related overhead, and all other costs).  Going forward, Avista will account for all Buck-a-Block program costs separate from other utility operations.  The Company will maintain records of the cost of performing this internal review and preparing the subsequent reports (including labor overhead/time spent) and Parties reserve the right to challenge Avista’s recovery of all or part of these costs at such time as Avista may seek recovery (i.e., its next general rate case).
XI.  PUBLIC INTEREST

Statement of Avista

Q.
Please explain why Avista believes the Settlement Stipulation is in the public interest.

A.
The Settlement strikes a reasonable balance between the interests of Avista’s customers, including limited income customers, and the Company.  This Settlement Stipulation, if approved, would provide a measure of certainty around future cost recovery, which is an important element in continuing the Company’s path to a healthy utility.  The Settlement Stipulation was a compromise among differing interests and represents give-and-take.

The Parties have agreed that the Company has demonstrated need for a revenue increase for both its electric and natural gas customers.  The Settlement Stipulation provides for recovery of additional costs.  The Settlement Stipulation was entered into following extensive discovery, audit and review of the Company’s filing and books and records.

Although we are continuing to make progress in improving the Company’s financial condition, we are still not as strong financially as we need to be and remain at the lowest rung of the investment grade credit rating scale (BBB- for Standard & Poor’s and Baa3 for Moody’s Investor Service).  Timely rate relief through this filing is an important element in preserving our existing credit ratings, and having the opportunity to improve that rating.  With substantial levels of capital spending required over the next several years, it is more important than ever that the Company remain financially healthy in order to attract capital investment and financing under reasonable terms.  The Company’s initiatives to manage its operating costs and capital expenditures are an important part of improving financial strength, but are not sufficient without the Commission’s approval of the agreed cost recovery and return opportunity and conditions provided under the Settlement Stipulation.  

Q.
How has Avista addressed Public Counsel's concerns regarding certain administrative and general costs in this case?
A.
As described in its statement below, Public Counsel refers to approximately two dozen instances of operating expenses being incorrectly recorded to utility accounts or utility costs being recorded to the improper utility accounts.  These items totaled approximately $26,000 for electric service and approximately $12,000 for natural gas service
.  By way of context, the Company processes approximately 3 million transactions annually, which includes approximately 500,000 expense transactions.  Nevertheless, the Company believes it should take reasonable steps and use its best efforts to minimize the number of incorrect accounting entries.  To that end, it has agreed to take additional measures to address Public Counsel’s concerns.  As described below, the Company will review its existing accounting policies and procedures, will conduct employee training and will perform internal audits relating to its procedures for recording its expenses.

Q.
How has Avista addressed Public Counsel's concerns regarding certain DSM costs in this case?
A.
As described in its statement below, Public Counsel identified certain DSM rebates for its residential natural gas window replacement program that were incorrectly made during 2008 and 2009, in addition to several data entry errors.  This program issued over $1 million in rebates in 2009, which represents approximately 28,000 transactions.  The Company, however, agreed to remove $15,000 from the Washington natural gas DSM account to address the identified errors.  Through the Company's audit process, in early 2010, the Company implemented new protocols for processing DSM rebates with the intent to identify these types of errors
.  Nevertheless, the Company agreed to implement additional measures, described below, to address Public Counsel's concerns regarding its DSM program.  

Statement of Commission Staff

Q.
Please explain why Commission Staff believes the all-party Settlement Stipulation is in the public interest.

A.
Staff believes that the all-party Settlement Stipulation is in the public interest,  based on a comprehensive review of Avista’s filing, which included a review of the Company’s per books numbers, test-year results of operations, cost of service models, the proposed rate spread/rate design, capital structure and rate of return.  Staff issued a total of 162 data requests and also reviewed the responses to discovery requests submitted by other parties.  Staff also performed on-site visits to the Company to cover many aspects of the case.  The Settlement Stipulation results in reductions of nearly 50% to both the electric and gas revenue requirements requested by Avista in its filed case.  The Settlement Stipulation rejects Avista’s request to significantly increase the Company’s return on equity and equity ratios, by maintaining the levels approved and deemed reasonable in previous Avista cases.  The Settlement Stipulation, taken as a whole and with consideration of the issues Staff intended to present if the case were to be fully litigated, provides a fair and reasonable outcome that is in the public interest and will result in rates that are fair, just, reasonable and sufficient.  It satisfactorily resolves the interests of all of the parties to this proceeding, including both residential and business consumer interests.

Q.
Please explain why Commission Staff believes the all-party Settlement Stipulation satisfies the interests and concerns of Staff.

A.
Staff believes the all-party Settlement Stipulation addresses the requirement that the rates be fair, just, reasonable and sufficient.  In addition to the issues addressed above, the all-party Settlement Stipulation addresses several revenue requirement issues of importance to Staff.  In particular, it makes significant reductions, in comparison to the Company’s filed case, to Avista’s authorized recovery for capital additions, information services, executive labor and incentives, numerous categories of administrative and general expenses, and several power-supply related expenses.  The Settlement Stipulation also resolves all of the issues pertaining to the Lancaster Power Purchase Agreement in an equitable manner, as the parties have agreed to allow recovery of only $6.8 million of the amounts deferred for 2010 (estimated at $12 million total).  Avista has further agreed that there will be no deferrals under the ERM for 2010 in either the rebate or surcharge direction, and will take the risk on any changes in ERM-related power supply costs for 2010.  The Settlement Stipulation appropriately resolves the issues regarding the prudency of Lancaster and compliance with the Greenhouse Gases Emissions Performance Standard.  

Staff also believes that the Settlement Stipulation results in a rate design and rate spread that is fair and reasonable, including an agreement not to increase the basic charge for either residential electric or natural gas service.  Finally, the Settlement contains a stay-out provision of significance to Staff, under which the Company agrees not to file another rate case until April 1, 2011.  For all of these reasons, Staff urges the Commission to approve the Settlement Agreement as satisfying both the public interest and the interests of Staff.

Statement of ICNU
Q.
Why does ICNU support the agreed upon power supply costs in the proposed Settlement Stipulation?

A.
The amount of costs related to power supply is always critical to ICNU, as these costs represent the vast majority of the rate charges paid by our members.  The Settlement Stipulation represents a substantial reduction from the Company’s filed power supply costs, which results from many adjustments, including updating gas costs and test period load levels.  In addition, the parties have agreed to “lock-in” these costs giving ICNU members, as well as other customers, price certainty (an upper bound) at a time when budgets are being prepared for the coming year.  All of these factors were crucial for ICNU, and therefore, ICNU supports the settlement on power costs.

Q.
Why does ICNU support the Settlement Stipulation rate spread proposal?
A.
The Company’s filed rate spread proposal represents an acceptable outcome given the cost-of-service evidence that would have undoubtedly been filed by all settling parties.  For ICNU, use of the Company’s proposal is appropriate as it moves all classes toward a cost-based rate level.  As a result, ICNU believes the Settlement Stipulation rate spread is in the public interest.
Q.
Why does ICNU support the Schedule 25 rate design proposed in the Settlement Stipulation?
A.
The Company’s cost study shows the Schedule 25 demand charges are substantially below a cost based level.  The Settlement Stipulation rate design recovers a larger portion of the rate schedule increase in the demand charges as compared to the energy charges to move the charges closer to a cost-based level.  Consequently, the Settlement Stipulation Schedule 25 rate design is in the public interest.  

Q.
Why does ICNU support the cost of capital settlement in the Settlement Stipulation?

A.
The cost of capital settlement leaves Avista’s return on equity and equity ratio at its current level, while updating the cost of debt.  In the context of an overall settlement, ICNU believes that this is reasonable compromise.

Q.
Does ICNU support the December 1, 2010 effective date for new rates?

A.
Yes.  ICNU supports the proposed effective date for new rates, given that Avista has agreed not to file a new general rate case prior to April 1, 2011.

Q.
Does ICNU recommend that the Commission approve the Settlement Stipulation?
A.
Yes.  For the reasons noted above, the Settlement Stipulation is in the public interest, and ICNU recommends approval by the Commission.
Statement of NWIGU

Q.
Please explain why NWIGU believes the Settlement Stipulation is in the public interest. 

A.
NWIGU believes the Settlement Stipulation is in the public interest and recommends the Commission approve the settlement because the best interests of Avista’s natural gas customers are served by the underlying fair compromise on certain revenue requirement, rate spread and design issues.  While the signing parties may each hold different positions on the individual components of Avista’s natural gas revenue requirement addressed in the Settlement Stipulation, NWIGU supports the settlement as the agreement reached on capital costs has brought down the overall gas revenue requirement increase by $1.3 million and Jackson Prairie costs were reduced by $1.2 million.  Incorporating all of the agreed upon adjustments, the overall gas revenue increase is now just $4.554 million.  NWIGU supports this Settlement Stipulation as the overall result is a fair compromise between Avista and its customers.  

NWIGU also finds this Settlement Stipulation to be in the public interest as the spread of the gas rate increase is done in a manner that is consistent with the results of both the Company’s cost of service analysis and the preliminary cost of service analysis performed by NWIGU in this proceeding.  Under the Settlement Stipulation, it is important from NWIGU’s perspective that Schedule 146 is moved towards its relative cost of service. Moving rates closer to cost is appropriate, and is a significant reason NWIGU supports the Settlement Stipulation.  In addition for Schedule 146 rate design, the Settlement Stipulation calls for increasing the customer charge from $201.30 to $225.00 per month and applying the same percentage increase to all the volumetric rate blocks.  NWIGU support this cost-based Schedule 146 rate design.
For the reasons set forth above, NWIGU believes the Settlement Stipulation is in the public interest and should be approved by the Commission. 

Statement of Public Counsel
Q.
Please explain the approach that Public Counsel took in this case.

A.
Due to budgetary constraints, Public Counsel was unable to retain outside consultants for this case.
  Accordingly, we were limited to, and therefore focused on, a narrower range of issues consistent with our in-house resource and expertise levels.  Public Counsel sent over 400 data requests that informed our position on issues such as: administrative and general costs, employee compensation, demand-side management (DSM) programs, optional renewable power program costs, the Lancaster Purchase Power Agreement (PPA), and accounting practices and rate case presentation.
Q.
Please explain why the Stipulation satisfies the interests of Public Counsel.

A.
Public Counsel believes this settlement is in the interest of Avista’s residential and small business customers because it strikes a balance between allowing the Company to recover legitimate operating expenses while removing inappropriate costs and limiting the monetary impact on customers.  The Stipulation also commits Avista to strengthening its accounting practices and future rate case presentations.  In addition, the Stipulation reasonably retains Avista’s current rate of return and capital structure and includes no increase to the residential fixed monthly charge for either natural gas or electric service.  Finally, the Stipulation addresses some concerns regarding Avista’s DSM programs and resolves the disputed recovery of costs for the Lancaster PPA.

Q.
Did Public Counsel have any specific concerns regarding Avista’s presentation of this case?

A.
Yes.  Through discovery on limited O&M items alone Public Counsel became aware of over two dozen instances of expenses being incorrectly booked to utility accounts, or where utility expenses were booked to improper accounts.  Avista conceded to all of these errors.  Concern with proper booking of operating expenses was raised by Public Counsel in Avista’s last general rate case and was, in at least one context, noted by the Commission.

Q.
How does the Stipulation address Public Counsel’s concern regarding accounting and record-keeping errors?

A.
The Stipulation’s provisions regarding internal audits, reporting, training, and oversight of Avista’s expense accounting procedures are an important step towards ensuring that, going forward, Avista will not include inappropriate costs in rate case filings and will clearly account for its utility and non-utility operating expenses.
  These were important provisions that Public Counsel strongly advocated should be part of the settlement.  

Q.
Were there specific operating expenses that Public Counsel had concerns with in Avista’s filing?

A.
Yes.  As a result of discovery responses, Public Counsel had concerns regarding numerous types of expenses that were included in Avista’s test year operating expenses.  Many of these are listed in the Stipulation.
  Of great concern was the continued inclusion of inappropriate Board of Directors’ costs, such as luxury resort accommodations, expensive meals and entertainment, and travel costs and accommodations for Directors’ spouses, which the Commission explicitly directed Avista to remove in the previous rate case Final Order.
  Public Counsel was also concerned about the inclusion of other types of costs that are expressly prohibited from recovery in regulated rates, such as: promotional and image advertising costs, charitable donations, costs for employee entertainment and sporting events, and dues and fees paid to rotaries and other civic organizations.  

Q.
How does the Stipulation address Public Counsel’s concerns regarding the operating expenses described above?

A.
The Stipulation includes an overall adjustment for administrative and general expenses that removes all expenses prohibited by law, as well as a portion of other expenses challenged by Public Counsel as not properly recoverable in rates.
  In addition, the accounting procedures provisions help ensure that the Company will not include unlawful expenses in rate case filings.  Public Counsel, Staff, and other parties will be more easily able to identify costs as they will be properly labeled and booked. 

Q.
Did Public Counsel have specific concerns regarding Avista’s optional renewable power rate program?

A.
Yes.  While state law requires that all costs associated with this Program be allocated only to participating electric customers, Avista has not maintained separate accounts for the Program, Buck-a-Block, to ensure that this occurs.
  Given this, Public Counsel was concerned that many Program-related costs, such as administrative overhead, were being borne by all customers.
  In fact, Avista had allocated a portion of Program costs to natural gas operations.
  

Q.
Does the Stipulation address Public Counsel’s concerns regarding Avista’s Buck-a-Block program?
A.
Yes.  The Stipulation addresses this concern by correcting for improperly booked amounts and requiring Avista to perform an internal review of Buck-a-Block and provide to all parties a report regarding program costs.
  Moreover, Avista will, going forward, maintain separate accounts for Buck-a-Block in order to ensure that all Program costs are properly allocated to participating customers.

Q.
Please describe Public Counsel’s concerns regarding Avista’s DSM programs.

A.
As a result of discovery responses, Public Counsel had concerns related to Avista’s Demand Side Management (DSM) programs.  Public Counsel chose to focus some of our DSM-related discovery efforts specifically on the residential natural gas window replacement program, due to the large size of the program in terms of participants, estimated savings, and expenditures.
  In its review of this single DSM program, Public Counsel discovered some rebates that were issued incorrectly, resulting in payments that were higher than they should have been.  In a couple of instances, for example, the excess rebate payment was more than $3,000.
  We found numerous data entry errors, particularly related to the customer cost of the measure, which is a key data element of the cost-effectiveness analysis.  Cost-effectiveness, in turn, is a critical factor in determining the appropriateness and prudence of DSM programs and associated expenditures.  For 2008 and 2009, Avista’s natural gas DSM portfolio was close to, or even below, the 1.0 threshold in the total resource cost-effectiveness analysis.
  In addition, we also found certain dues and membership expenditures that were inappropriate for ratemaking purposes, and/or should not be charged to the DSM accounts.
Q.
How does the Stipulation address these concerns?

A.
As part of the Settlement Stipulation, Avista has agreed to remove $15,000 from the Washington natural gas DSM account related to incorrect customer rebates.
  In addition, the company has agreed to perform a comprehensive review of its rebate processing system.
  Avista has also agreed to an independent, external review of its DSM data management strategy.
  This review will share industry best practices regarding DSM data management and will culminate with recommendations regarding any new systems and/or controls that the Company should implement.  This external review will also provide recommendations regarding effective and accurate procedures to correct DSM data whenever errors are discovered.  Both the Rebate Processing Review and the External Data Management Strategy Review will be provided to Avista’s External Energy Efficiency (Triple E) Board upon completion.  As a member of the Triple E, Public Counsel looks forward to reviewing these reports, and we further anticipate that Avista will engage and consult with the Triple E regarding the recommendations resulting from these reviews.

Avista has also agreed that an independent, third-party will conduct an impact and cost-effectiveness analysis of the residential windows program (natural gas and electric).
  In light of the large size of this program, in terms of expenditures and savings, we believe this is important and appropriate.  As mentioned above, we found numerous data entry errors associated with the residential natural gas window replacement program.  Thus, importantly, the Stipulation provides that “Avista and the selected evaluator will work in good faith to ensure all program participant data is as accurate as possible. If necessary, the selected evaluator may conduct an audit of all participant data for this program.”
  

Lastly, Avista has also agreed to remove $56,733 (electric) and $6,500 (natural gas) from its Washington DSM tariff rider accounts, reflecting dues and membership expenditures improperly charged to DSM rider accounts.

Q.
Does Public Counsel take a position on the prudence of Avista’s DSM expenditures for 2008 and 2009?

A.
No.  We were not able to conduct a complete audit and review of Avista’s DSM expenditures.  Consequently, and in light of the concerns and issues identified through discovery, Public Counsel does not take a position on the prudence of Avista’s DSM expenditures for 2008 and 2009, as described in the Stipulation.

Q.
Please comment on how the Stipulation addresses the application of the decoupling mechanism.

A.
As part of Avista’s 2009 general rate case, the Commission extended, with modifications, Avista’s natural gas decoupling mechanism.  In its Final Order, the Commission noted that Avista’s conservation program benefits all customers, and that the DSM target included in the decoupling mechanism includes conservation from all rate schedules.  The Commission further stated: “Following the principle of costs following benefits discussed above, we expect the parties to address whether the program should recover DSM-related lost margin from all rate schedules in Avista’s next general rate case.”
  This issue was not fully examined and explored in the instant proceeding.  This is explicitly recognized in Section III, paragraph 7 of the Stipulation, where Avista agrees to “address in its next general rate case ‘whether the program should recover DSM-related lost margin from all rate schedules.’”

Q.
Please describe how the settlement addresses the Lancaster-related issues.

A.
In Avista’s prior rate case, Public Counsel challenged the prudence and recoverability of costs associated with the Lancaster Power Purchase Agreement.
  Inter alia, Public Counsel challenged the assignment of any responsibility for Lancaster-related costs to ratepayers prior to January 1, 2011, on the grounds that the power was not needed prior to that date and that the contracts had a negative value.  The Commission Final Order in the prior case deferred the determination of prudence issues to the next rate case.
  Lancaster-related costs for 2010 were not included in rates but were allowed to be booked in a deferred account until prudence was determined.  In this case, in order to resolve all the disputed Lancaster-related issues, the Stipulation adopts a compromise that limits Avista to recovery of only $6.8 million of 2010 deferred Lancaster amounts.
  The Company projects that the Lancaster deferral amounts for 2010 will be approximately $12 million.
  The Lancaster-related piece of the settlement also stipulates that there will be no deferrals under the ERM for 2010 in either the rebate or surcharge direction and that the ERM balance will be reduced to zero.  Lancaster costs after 2010 are stipulated to be prudent.  For settlement purposes, Public Counsel agrees with this resolution of the disputed Lancaster issues, however, Public Counsel takes no position on the prudence of the costs associated with the Lancaster PPA.
Statement of The Energy Project

Q.
Please explain why The Energy Project believes the Settlement Stipulation is in the public interest.
A.
The Energy Project agrees that the Settlement is in the public interest.  The Energy Project raised several questions regarding the impact of the Company’s proposal on consumers and on low-income customers in particular.  Chief among the latter for The Energy Project were the proposed increase to the monthly basic charge from $6 to $10, the impact of the proposed rate increase on affordability for low-income customers, maintaining the ability of the LIRAP program to keep pace with the allowed rate increase, and the need for additional funds for low-income energy efficiency.  

This Settlement provides a modest increase to the utility’s ratepayer funded LIRAP program.  The proposed incremental increase is slightly less than the rate increase requested for the residential class, but is indexed to the rate increase across all classes. Since this program targets households on the lowest economic levels, thousands of Avista’s poorest customers will be better able to maintain vital electric and gas services.  The increase in funding to the low-income energy efficiency program will help Avista and the serving agencies reach more low-income dwellings with more permanent energy relief.  Finally, the agreement to maintain the $6 monthly charge will save every residential customer $4 or $8/month, compared to what the Company proposed.  Because of the resolution of these low-income concerns as well as the ultimate rate increase levels agreed to and other matters negotiated by the parties, The Energy Project believes this Settlement on the whole represents a fair, just, and reasonable resolution of the matter.

XII.  CONCLUSION

Q.
What is the effect of the Settlement Stipulation?

A.
The Settlement Stipulation represents a negotiated compromise among the Parties.  Thus, the Parties have agreed that no particular party shall be deemed to have approved the facts, principles, methods, or theories employed by any other in arriving at these stipulated provisions, and that the terms incorporated should not be viewed as precedent setting in subsequent proceedings except as expressly provided.  In addition, the Parties have the right to withdraw from the Settlement Stipulation if the Commission adds any additional material conditions or rejects any material part of the Settlement Stipulation.

Q.
In conclusion, why is this Settlement Stipulation “in the public interest?”

A. This Stipulation should be approved for the following reasons:

· It strikes a reasonable balance between the interests of the Company and its customers, including its low-income customers.  As such, it represents a reasonable compromise among differing interests and points of view.
· Approval will enhance the prospects for maintaining or improving the Company’s credit rating, as it will assist the Company in building its financial strength.

· The filing has been subjected to great scrutiny through the discovery process: over six months have passed since the case was filed and the Company has responded to approximately 662 data requests.

· Staff, for its part, performed an on-site visit during the audit of the Company’s books and records; in the process, they reviewed accounting adjustments, the cost of service results, capital structure and rate of return, along with rate spread and design.  

· Ample opportunity has been afforded all Parties to participate meaningfully in the settlement process, through multiple scheduled settlement conferences, and the exchange of information.

· In the final analysis, any settlement reflects a compromise, in the give-and-take of negotiations; the Commission, however, has before it a Settlement Stipulation that is supported by sound analysis and sufficient evidence.  Its approval is “in the public interest,” and satisfies the requirement that rates be fair, just, reasonable and sufficient.
Q.
Are there legal standards that must be satisfied with respect to any settlement?

A.
Yes.  The Commission’s charge, of course, is to regulate in the public interest.  The settlement, if approved, must result in rates that are fair, just, reasonable and sufficient.  (RCW 80.28.010)  As such, the Commission must not only assure fair prices and services to customers, but also “…provide the utility with rates sufficient to cover its prudently incurred costs and an opportunity to recover a return on its investment.”  (WUTC v Avista Corporation, Docket Nos. UE-050482/UG-050483, Order No. 05 (December 21, 2005) at p. 10.)  In the final analysis, it’s the ‘end result” that matters, not the methods by which rates are determined. (Id., at p.11)  The settlement represents the Parties’ best efforts at arriving at an end result that satisfies these requirements.

Q.
Does that conclude your pre-filed direct testimony?

A. Yes it does.
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� WUTC v. Avista Corporation, d/b/a Avista Utilities, Third Supplemental Order, Docket Nos. UE-991606 and UG-991607 (consolidated), ¶¶ 268-73.


� WUTC v. Avista Corporation, d/b/a Avista Utilities, Final Order (Order No. 10), Docket Nos. UE-090134 and UG-090135 (consolidated), ¶¶ 128-29.


� The Lancaster Generating Facility is a 275 MW combined-cycle combustion turbine located near Rathdrum, Idaho.   Avista is a party to a power purchase agreement (PPA) whereby the output of the facility was transferred to Avista on January 1, 2010, for a period ending October 31, 2026.


� The current balance in the ERM of approximately $526,400 at July 31, 2010 would also be reduced to zero such that the ERM balance at December 31, 2010 will be zero.


� See Docket UE-100176, Order 01, “Order Approving Avista’s Ten-Year Achievable Conservation Potential And Biennial Conservation Target Subject To Conditions”.


� As shown on Tables 1 and 2 (see Electric Table 1, page 13, and Natural Gas Table 2, page 21) the Parties have agreed to remove a total of $444,000 and $235,000, electric and natural gas respectively, from the Company’s revenue requirement, for administrative and general expenses.  Of these totals, approximately $214,000 electric and $60,000 natural gas expenses have been removed to reflect a 50/50 sharing of Board of Director expenses, rather than the 10% proposed by the Company.  The remaining amounts include those incorrectly recorded, as noted above, and additional amounts challenged by Public Counsel and agreed to by the Company for settlement purposes only.  





� The new protocols implemented by Avista in early 2010 include: 1) The Avista Customer Service System (CSS) was modified so the rebate is limited to 50% of the cost, 2) Three people review the rebates before they are provided to Accounts Payable for payment, and 3) A monthly report of savings, cost allocations, and rebate amounts is reviewed.





� This was noted on the record at the Preahearing Conference.  See TR 0028:14-16 (ffitch).


� WUTC v. Avista Corporation, d/b/a Avista Utilities, Docket Nos. UE-090134 and UG-090135 (consolidated), Final Order (Order 10), fn. 171(stating, in part, “[i]n future rate proceedings we expect that the Company will sort out those expenses related to Board of Directors’ meetings that do not have any benefit to ratepayers and make the appropriate restating adjustment at the outset.  The Company should not expect Public Counsel or Commission Staff to perform that review function”) (hereinafter Avista 2009 GRC).


� Settlement Stipulation, ¶¶ 20-24 (“Accounting Procedures”).


� Id., p. 10 (“Administrative and General Expenses”).


� Avista 2009 GRC, Final Order (Order 10), fn. 171.


� Settlement Stipulation, p. 10 (“Administrative and General Expenses”).


� See RCW 19.29A.090(5).


� See Avista CONFIDENTIAL Response to Public Counsel Data Request No. 231.


� Settlement Stipulation, Appendix 1, p. 2 (Item R1).


� Id. at ¶  24 (“Review of Accounting Procedures Relating to Optional Renewable Power Rate Program”).


� Id.


� In 2009, Avista issued over $1 million in rebates to Washington and Idaho residential customers through the natural gas window replacement program, with estimated savings of 287,704 therms, which represents about 28 percent of residential incentive expenditures and 28 percent of savings for all residential programs.  See Avista Response to Staff Data Request No. 134, Attachment B (window replacement incentive expenditure and savings data).  See also “Annual Energy Efficiency Annual Report: 2009 Performance Results, Avista Compliance Filing,” Docket No. UE-082272 (filed March 31, 2010).


� See Avista Response to Staff Data Request No. 134, Attachment B.


� Exh. BWF-2 (Direct Testimony of Bruce W. Folsom).  According to this Exhibit, Avista’s Natural Gas DSM TRC ratio was .86 in 2008, and 1.27 in 2009 for the overall portfolio (Washington and Idaho).  Id., pp. 5-6.  


� Settlement Stipulation, ¶ 13 (“Demand Side Management (DSM) Expenditures”).


� Id. at ¶ 15 (“Rebate Processing Procedures for DSM Programs”).


� Id. at ¶ 17 (“Independent, External Review of Data Management Strategy”).


� Id. at ¶ 16.


� Id.


� Id. at ¶ 13.


� Avista 2009 GRC, Final Order, ¶ 303.


� Id.


� See Avista 2009 GRC, Exh. No. KDW-1T (Direct Testimony of Kevin D. Woodruff).


� Avista 2009 GRC, Final Order (Order 10), ¶ 229.


� Settlement Stipulation, ¶ 8 (“Recovery of Lancaster in Rates”).


� Id., fn. 5.
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