
The second concern is the hydro-condition assumptions that the Commission has imposed in estimating PSE's power costs when it sets rates.  Utilizing 40-year water instead of 60-year water tends to introduce bias towards wet years, and overlooks dry years.  Thus, PSE would tend to under-recover its power costs.

1.
Reduced Use-Per-Customer and Infrastructure Costs

Q.
How does PSE's current rate design hurt PSE?

A.
As described in Mr. James Heidell's testimony, Exhibit No. ___(JAH-1T), PSE relies on volumetric charges to recover a large amount of the fixed costs for the system required to bring gas or electricity to customers.  When use per customer declines, for example due to conservation or more energy efficient appliances and buildings, the Company under-recovers its infrastructure costs until the next rate case.  Even then, if usage continues to decline, the under-recovery starts again immediately.  This drags down earnings.

Q.
Have you estimated the lost earnings associated with under recovering infrastructure costs?

A.
Yes.  PSE is incurring significant capital expenditures for improved infrastructure to serve existing and new customers.  PSE's rate of current capital expenditures is creating higher depreciation expenses than what is covered in its current tariffs.  If PSE's system had no growth, the entire difference between the current capital expenditures and the recovery of, and on, could be lost.  PSE has, however, added new customers and MWh retail sales have increased since 2001, while use per 
Prefiled Direct Testimony of
Exhibit No. ___(CJC-1T)

Dr. Charles J. Cicchetti
Page 12 of 50


REVISED 7/19/04

