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. KEY ISSUES AND ACCOMP_LlSHMENTS

This is a time of unprecedented change, and much of what was “given” in the past is now under question.

To plan effectively in this environment, it is necessary to examine the changing context under which least

cost determinations must be made; Concepts that were once only formally applied 10 resource planning

are now spreading 10 other aspects of utility operations. Thisisas it should be, and is the jogical outcome

of the often-stated cliché, “Least Cost Planning is an evolving process“. Wwith the increasing competitive .

pressures. that are being brought 10 bear on LDCs. least cost planning can pe an invaluable tool for
remaining competitive. Good planning helps those that practice it leave the ,cost-plu's'paradigm behind
and find the least cost solutions that a competitive marketplace demands. The first half of this chapter

provides an.overview of the key issues that WNG faces with respect to jeast cost planning.

During the past planning cycle, WNG has attained many signiﬁi:ant goals. The atter half of this chapter
highlights'WNG's key accomplishments in least cost planning since the filing of the 1993 Plan. Since that

plan was filed, many new challenges have been encountered. WNG has prepared this plan to identify,

u‘nderstand and overcome these challenges.

A. KEYISSUES

1. The Northwest Energy Market

Regulatdry and economic influences will continue to shape the regional energy market as 2
whole (gas, electric‘xty and other energy sources). Changes in the regulation of natural gas,
in addiﬁoh to changes in how electricity is provided and regulated in the Pacific Northwest
(PNW), will continue to directly affect how LDCs plan and operate their business.

Despite the fact that energy prices in the PNW have historically peen among the Jowest in the
nation, the cost of providing energy (panicularly electricity) has increased since the eary
1970s. Several tactors caused this increase, including the cost of foreign oil, upward
pressure on demand resulting from increasing economic growth, and environmental and

safety concerns over the development of new nuclear and coal powered electrical plants.

Environmental concems have also afiected the hydropower system.
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As economic growth occurred in the region, particularly in thé Puget Sound Basin, the
demand for energy increased. In response to these pressurés utilities ‘began to offer
conservation programs and stringent energy codes were enacted. Decreased usage per
customer due to conservation and codes was offset by the number of new customers being
added. Regional growth in energy use continued during this ime. Natural gas became more
readily available form Canada and the Southwest due to additional pipeline infrastructure and
an increasingly active and innovative market for supplies. These supply developments,
coupled with regulatory changes, brought lower cost gas to the PNW. Electric utilities began

to turn to cogeneration facilities or new gas-fired generation to meet expected new loads.

Together with new regulation and technology innovation, these factors have caused changes
in the energy markets. These changes present both opportunities and new risks to LDCs.
The future of the PNW energy markets has grown less predictable. We believe LDCs must
continue to improve and challenge their planning to ensure that customer needs are met at

the least cost.

The future of the electrical markets is at least as uncertain as that of the gas induét‘ry. With
the current restructuring of BPA and actions of the Northwest Power ‘Planning Coungil
(NWPPC) regional planning for the electric industry is in a state of flux. The strong linkage
of the gas and electric markets has the potential to significantly affect LDCs. For the
momenf, growth of gas-fired electric generatnon has slowed in the PNW. The impacis from
current gas-fired electric generation projects are known. These proj'écts have either secured-
firm gas capacity rights, made provisions for alternative on-peak fuels or are scheduled to
run ofi-peak. Future gas-fired electric generation projects may have significant impacts on
the cost and availability of supplies and transmssnon access. FERC's tacit approval of rolled-
in versus incremental pricing of new pipeline expansions wxll adversely affect LDC customers

if pipelines expand to accommodate future gas-fired electnc generation.

The potential changes in the operation of the Columbia River Hydro System will aiso have an
impact on LDCs if electricity producers use increased amounts of gas in response to any
changes to the hydroelectric system operation. While a tentative agreement for poliution
control seems to have been reached for the Centralia coal plant, the Clean Air Act may also

affect pipeline costs and operations, which in turn would impact LDCs.
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These issues underscore the need for strong and innovative planning on the part of LDCs in
order to meet customers’ needs at the jeast cost. LDCs are unable to ‘meet the challenge
alone. They must work proactively with regulators and stakeholders 10 shape an industry

that can meet this goal.
WUTC's Noti f Inquiry (NO!

The WUTC's NOlis another critical element 10 consider in the review of this plan. The NOl is
a logical progression in the regulatory reform and industry restructuring that has peen under
way for several years. The NOI raises numerous issues relating 10 teast cost planning and
LDC regulation. How least cost planning is conducted in this period of change will directly

affect how the gas industry, and LDCs in particular, will conduct and define their business.

The NOI represents the kind of opportunity required for LDCs to help shape the environment
in which they must operate 10 meet customer needs at the least cost. WNG has filed direct

comments in this process put will take this opportunity to briefly review some key points.

The NO! poses several questions about demand-side management (DSM) in the “new”
environment. WNG remains committed to DSM as an integral part of our strategy 10 meet
customer needs at the least cost. WNG is continuing to expiore ihe potential for cost-
eHective gas DSM programs. While it is true that avoided costs are low for gas LDCs, WNG
pelieves that innovative, well-managed programs can be accomplished cost-eﬁectively.
Some measures have not been fully studied, yet may 6Her significant avoided cost savings.
Duct sealing is one. such measure that shows promise. WNG is commined' to determining
the cost-effectiveness of potential DSM strategies- In some cases, this will require in-depth

field work.

in order for DSM to «it" with the evolving gas industry and the increasing level of competition,
mechanisms to make LDCs whole for prudent program expenditures and lost revenues need
to evolve in concen with other changes. The DSM tracker approved by the WUTC for WNG
is one such mechanism. WNG will pe studying and proposing other mechanisms 10 deal with
the equity and competitive aspects of DSM programs. Developing approaches that facilitate
participanis bearing @ significant portion of program costs is the next step. This needs 10 be
done in a way that maintains cost-effective participation levels. Large scale programs will

need lo be more market-oriented than in the past. Low interest loans, energy service
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charges, participant fees and market transformation strategies will likely be integral

components of future programs. These may, however, be inappropriate for research pilots.

Natural Gas Futures

The least cost planning rule requires LDCs to consider the role that natural gas futures can
play in achieving least cost. Through the use of hedges, price risk can be monetized and
price certainty attained. However, if this strategy were simply applied to all core market gas
supply purchases, the net result would likely be higher costs ovér time. Under the current
PGA process, the core market would realize no benefit from paying for price certainty. The
PGA provides tor core market price stability by averaging short-term cost variations over
longer periods. In the event that the PGA process was to be eliminated, the cpi'e market

would no deubt value price certainty differén_tly.

Hedges do have a role to play in achieving least cost for the core market. Certain market
participants, particularly large end users purchasing their own gas supplies, may require a
fixed price. Hedges can be used to provide a fixed price to the oﬂ-systeh custormner and td
lock in a known gain for the benefit of the core market: It is important to understand that
WNG does not expose itself to price risk when providing fixed price gas to an off-system
cﬁstomer. WNG includes the transactional costs of the hedge in the fixed price offered to the

off-system customer.

Other futures based strategies exist. These involve price prediction. The accounting
definition of speculation is to take either a physical or financial position for which you have no
offsetting position. Taking a futures position that is backed with physical commodity is not
considered speculation under this defintion. However, the action is based on a belief about
the difference between the currently-traded value of a future quantity of gas and the value

that the market will place on that gas in the future.

Through careful study of particular economic and operational characteristics of the gas
market, it may be possible to realize lower gaé costs t‘hrough the use of futures in certain
instances. It is essential that all parties understand that such a strategy is probabilistic in
nature. While it may be implied by study that a fixed price will provide a positive expected
value in centain circumstances, it is not guaranteed. ltis highly likely that some transactions
will cost more than corresponding market priced purchases, while others will cost less.

Simply put, least cost may be attained overall but some transactions will have higher costs
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than they would have otherwise had. A hedging program jor the core market will need tc be -
judged on s overall impact. rather than on the basis of individual transactions. Without
regulatory understanding and acceptance of this, LDCs engaging in this type of strategy may
create serious fisk for gas cost disallowance if individual transaction results are viewed in
isolation when examining prudency. WNG .intends to develop a specific action plan to be
discussed with staff to explore the viability of this strategy. WNG further intends that such a
strategy would come before the Commission in some form prior to imp|eméntation and

application to core market gas purchases.

In order to achieve the lowest cost for customers, LDCs will need to continue 10 be more
aggressive in representing the interests of their chsfomers. These core market gas cost
mitigation strategies require significant implementation coSts. Mechanisms need to be
developed that protect customers from jimprudent action but that also reward LDCs for

prudeht risks taken and compensate them for the additional administrative costs. Without '

these mechanisms, LDCs may soon provide only the safest cost gas.- gas bought at market

index - as opposed to continuing their pursuit of least cost service.

4. Peak Day

Peak day was one of the mare “engaging” topics discussed this planning cycle by WNG's
least cost planning Technical Advisory Committee (TAC). WNG would fike to thank all of

those that contributed to those discussions.

WNG uses a 10 degree Fahrenheit average daily temperature, as its peak day planning

standard (55 Heating Degree Days (HDD)). This average temperature ‘was observed at the

SeaTac weather station. WNG plans to meet firm loads under this condition. 1t should be
noted that the SeaTac weather station is 2.11 degrees warmer than WNG's service area !
weighted average te_mperamre. WNG does not use a “reserve margin’ (satety factor) when
determining thé resources necessary 10 meet peak loads—all resources ‘are assumed 1o be
100% reliable. WNG pelieves that this is an appropriate standard that has served both
customers and the company well. f WNG's peak day planning standard were to be revised
- 1o a warmer temperature that has a higher frequency of occurrence, the policy of using zero
reserve margin will need to be revisited. The operational costs of losing system -

pressurization are quite significant and can lead to unsafe conditions.

AN INTEGRATED RESOURCE PLAN 1I-5 g
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V. SUPPLY-S\DE RESOURCES

This chapter covers supply-s'tde resource options. Spec’rﬁcally, this chapter describes:

o The supply-side resources available 0 meet customer demand;

gies t0 jower the cost of resources to

. Marketplace strate! core customers; and

"« The envikonment in which gas supply decisions and \ransactions are made.

since Northwest pipefine (NWP) instituted New tarifts jpursuant 10
tkets in

'FERC Order 636. New requiatory initiatives 10 deregulate the natural gas industry, and energy M2

Approximate\y two years have passed

general. have s'\gn'\ﬁcanﬂy changed the marketplace. The key changes and effects aré listed below. .

» Natural gas and, within certain limits, pipeline capacity aré now yradable commpdiﬁes
and are functionally available 10 all. :
. Competition among gas producers has re
commodity cost ot gas.

« The marketplace generales clearer
greater choice and fiexibility-

price signals for producers while providing pbuyers

« \DCs aré required 10 make more decisions and accept greater price risk 10 acquire

supply 10 serve the coré market at the least cost.

costs in terms of labor and anatytical 1ools have risen as LDCs aternpt 10

. Administrative
manage supply risks and minimize the costs 10 consumers.

. M'mimizaﬂon of gas costs often increases an LDC's risk.

nbundie the e\ectr'\c'industry will bring new challenges-
to take shape, it appears that they
ire \east cost

Potential changes 1roh gtionis 10 deregulate and v

% While the new relationship petween 92 and electricity iS just peginhing

% will becomé {reely traded and int_erchangeable. The ability 10 optimize resources will requ
¥

¥

¥

dec‘xsion-rﬁaking inthe context of all forms of energy.
rices changing by the minute. The array of supply

The new gas supply environment ig dynamic with gas P
the number of market pan'lc'\pants. Ther

rs. Credit and credit worthiness have taken on new imponanée as

options has expanded grea\\y as has e is stiff competition for load

and margins among buyers and selle

the number of transactions and trading pariners have increased.

sulted in continued downward pressure onthe -
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The result of all of this change has been an increase in an LDC's level of risk. Gas price risk,

upstreamldownstream transport risk, supply risk, and credit risk are all grea_ter than before.

WNG has successfully navigated through the new competitive market by assessing its needs and then
responding to the market. In terms of gas supply. WNG identified 12 areas of irnponancé in its 1993 Least
Cost Plan. Each of these areas will have an impact on the portfolio of resources WNG ultimately chooses
in the near term, mid term, and the long term. TO understand the cument and evolving 9as supply
environment it necessary 10 identity the issues that are having the greatest impact on WNG's ability to

meet its gas supply and capacity objectives:

. Se\ec{ion of Supp\y Regions (geographical jocation);

» Supply Availability and Diversity of Supply (del'werability);

. Capacity/Supply Utilization (exchanges and swaps);

« Capacity Off-system (Westcoast et al, firm of interruptible);

« Canadian Regulatory (federal and provinc'xal jmpacts);

o Market Cbmpet'nion (who are we up against, what are the cosls):
« Maintaining Market Shareé (buying power, how o stay competitive):
e Costof GasVvs. Reliability (spot VS- firm); o

« Pricing (market related,vs- fixed vs. futures related);

. Capaéity Release Market (impact on gas supply and cost);

. U.S.Regulatory (tederal and state impacts); and

o Load Factor Manégement (off-system sales and special contracts).

These issues can be more generally categorized in the following seven topics to be ,discussed in

this chapter:

o« Supply:

. Demandﬁ

« Price;

« Pipeline Capacity:

« Market Centers;

o Regulatory Jssues;,

« Supply Objectives and Strategies; and
. Additional of Emerging Supply Options.I

?
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SUPPLY
1. ren )
picture for the near-erm geems 10 indicate thal gas will be available 2

The overall supply

jower costs. As W

appearéd 1o be tigh\en‘mg. Numerous reponts and studies indicated that the so—cal\ed *gas
bubble” (surplus) was depleting and the supply/demand palance was closer 10 equilibrium.

However, the current supp\yldemand situation jor the Pacific Northwest, which by exiension,
now includes market centers on all of the Weé\ Coast and much of the Mid-West appears 10
show 2 re-emergence of the 928 bubble. Firm gas supp\'\es are readily available from all
supply basins: British Columbia (B.C)h Alperta and Domestic (U.S.) Gas supphies {mm all
) supply basihs have exper'\enced chifts away from traditional markets on 8 seasonal basis..
The opponunity {o arpitrageé petween @ market that is short (deﬁc'\t) and 2 market that is longd
(surpius) is possible given WNG's physica\ jocatioh between prol'iﬂc supply. pasins and its
capacity on Northwest pipeline (NWP) and Pacific Gas Tr_ansm'\ssion pipeline (PGT)- _For
example, San Juan Basin supp\'ies compete with low cost Alpenta supplies in California. This
results in gan Juan gas supplies being back-hau\ed 1o other markets, ﬁﬁncipal\y east. Gas
supp\;\es in B.C. have also peen looking {o expand into other markels, notably eastto Alberta.
Major supplies in B.C- seeking higher uﬁlization and better market access aré being aimed al
East Coast and _Midwestem markets placing @ significance on higher Yoad factors and
difterent pricing struciures. These tactors have given WNG opponun‘mes to source supplies
at low prices. Moreover WNG can switch from puyer 10 seller during oft-peak beﬁods 10
supply gaé 10 others at marke\-driven prices that are highef than cost (thus offsetting 938
costs to coré customers)- The continuing integration of gas supply markets across pipelines

and intemational poundaries is evident. These factors strongly suggést a supply market that

is present\y long-

However, B.C. gas supplies, may be subject t© variations in avai\abi\ity as producers await

Westcoast pipefine availability Of pursue petter market oﬁportun‘xﬁes in Canada and to the

East . Many Canadian producers are availing {nemselves of a greater percentage of cross-

provinc'\al porder {rading (8.C.t0 Alberia andlor vice versa). In the U.S.. 988 flows 1o the

market offering 1he nighest nel-back 10 the producerl. Howeverl, net-back prices €

influenced By many things including avaiability of firm take away capacity: storage. othef

as discussed in WNG's 1993 Least Cost Plan, the gas supply avai\abil'rty'
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competing supplies, and market demand. The following is a brief summary of the status of

the deliverability and reserve situation in the Canadian provinces and the Westem U.S. as

gleaned from several published reports.

British Columbia (B.C.)—The B.C. supply basin s vitally important 10 WNG, as a result of
displacements and other arrangements 100% of all physical gas consumed in WNG's
service territory originates in B.C. In addition, irom a contractual point of view, WNG
must source approximately 053, of its peak day requirements at Sumas (pipeline
interconnect between Westcoast Energy (Westcoast) and NWP at the U.SJCahadian
border.

By certain accounts, including projections from Westcoast's five year forecast, much of
the new B.C. gas deliverability is replacement for declining gas deliverability from existing
wells. Further, new development activity including much of the Monkman Pass/Pine
River development is potentially found in trend areas. However, Westcoast's forecast of
total market is projected to increase from 547 Bcf in 1993 10 767 Bcf in 1999. This will be

"accomplished by drilling between 122 and 131 successtul wells each year. Moreover,

significant expansions are projected 10 occur at gas processing plants in the Fort Nelson,
Pine River, Aitken Creek, and McMahon areas. Ofisetting some of these robust

projections is the uncerainty concerning the regulatory environment in Canada, |

particularly in B.C. The uncertainty involves the recent NEB (Naﬁonal Energy Board)
decision on future pipeline and related facilities expansions and its jurisdiction over these
facilities within B.C. (see reguiatory discussion). .

. The downside to all of the projected activity is that the average raw acid gas percentage

(sutlur, etc.) in these areas is high. Processing and treatment costs of the higher raw
acid gas transiates into higher gas costs. Sutfur production may partially fimit future gas
development in certain areas. Moreover, according o Westcoast's five year plan, one
third of northem British Columbia volumes would be directly transferred into Alberta via
the NOVA sysiem. Westcoast is hoping that Alberta will provide an additional outiet for

growing British Colurnbia supplies.

The greatest impact on future gas development may be the economic incentives oOr lack
thereof trom the buying community. Moreover, larger and more active environmental
coalitions will continue to play a largé role in the future development of gas reserves in
British Columbia.

Albega—Alberta gas supply is similarly important to WNG. WNG's single largest gas
supply contract (10.5% of WNG's estimated 1995/96 peak day requirements) is sourced
in Alberta. The contract, while having considerable term remaining, will be affected by
the supply situation in Alberta. WNG's ability to successiully conclude annual price re-
determinations under the contract or to attract other Albenta producers 10 various types of
arrangements will be influenced by the overall supply picture in Alberta.

Complicating matters in Alberta are the uncerainties placed on both buyers and sellers
as the large aggregated supply pools are separated through federal (NEB & FERC),
state (California & Wyoming) and provincial (Alberta) govemnment actions.

Alberta supplies represent a huge supply resource which in 1994 was estimated to be
14.4 Bcf per day. This demand on NOVA, the largest pipeline in Alberta, is expected 10
peak at approximately 14.8 Bef in 1997. “The large increase in producer and NOVA

e mmamewen pEenNRCE PLAN
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deliverability is due 10 many factors: strong price forecasts (which have not materialized),
increased pipeline expansions 10 markets out of Albera and strong demand forecasts.
(NOVA predicts shortfalls in peak day pipefine deliverability relative to peak day supply
deliverability in 1995 through 1997).

U.S.—WNG has strategically spread its U.S. gas supply acquisitions at various locations
on NWP. Domestic gas supplies aré delivered into NWP from numerous individual plant
and gathering systems interconnected with NWP or from other adjoining interstate
pipeline systems. WNG has 'mtemionauy' purchased gas supplies at several different
market "hubs”. This has several benefits. Market centers of hubs create the means by
which. gas may flow in many directions simultaneously. Among other advantages, hubs
will aliow WNG to take -advantage of exchange and off-system sale opporunities,
resufting in the potential for core market cost savings. Hubs also provide access to g'a_s

from other pipe\'\nesincreasing the opportunity for lower cost gas purchases.

Gas si;pply availability has been influenced by the impact of recent pipeline
interconnects, expansions, and hubs. Gas that was once captive to. NWP has ready
access o new off-system markets. In addition, new and proposed highly efficient gas-
fired electric generating tacilities, including high load factor cogeneration plants, have
intensified the competition for existing gas supply. The need to contract for gas at highef
load factors is one result of these new areas of competition. Also, the futures market has
strongly impacted the supply equation (se€ Price discussion). Futures oriented hedging
nommally requires @ 100% take commitment on the part of the buyer otherwise penaities
would result. To the exient that gas suppliers,onty offer gas tied 10 the futures market,
high load factor commitments will be the norm rather than the exception. :

The supply situation in the near-term has also changed as 2 result of changing market
dynamics. Many gas suppliers in the San Juan Basin have historically perceived the
Pacific Northwest as @ Jess attractive market than Califomia. Gas suppliers in this region
are now choosing 1o re-enter the Pacific Northwest market, of move their gas o Mid
Western or Eastern markets. The primary motivation appears 10 be that prices'in the
Pacific Northwest and other regions aré gaining parity with other market alternatives.
Moreaver, the Califomia market is tuming back supply and pipeline capacity from this
region in favor of lower cost Alberia supplies. ' R )

Approximately 40% of remaining U.S. recoverable gas resources are contained in
unconventional reserves. Over halt of the remaining unconventional tight formations are

Jocated in the Rocky Mountain region, and just under 50% of all coal-bed methane gas is

jound in the San Juan pasin. This is of paramount imponance 0 WNG because NWP
can access this gas now and in the future. T_echnological advancements such as three
dimensional seismic and horizontal drilling have improved access o previously
undeveloped resources, and have in many cases lowered the cost of natural gas
development. These developments have allowed producers 1o shorten their time horizon
on exploration and development, and has resulted in a production schedule that attempts
to mirror demand. Further, WNG s well situated to access these un_convemional
resources given its diverse portfolio of supplies, varied pricing strategies, and capacity

portiolio.
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APPENDIX C
supply-Side Resources

The following graphs indicates historical pricing trends.

Actual Rocky Mountian index
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Ex.

Actual Sumas index
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Actual Kern River index
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San Juan versus NYMEX
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INTRODUCTION

Nationwide, a natural collision is taking place between integrated resource
planning and additional competition in the industry. Puget Power’s prior .
Integrated Resource Plan was presented to the WUTC in May 1992, shortly
before the passage of the 1952 National Energy Policy Act (NEPACY). That IRP,
and those prior to it, developed effective resource strategies to address the utility
planning environment at the time. In retrospect though, those environments.
‘now appear very traditional, an “old world” of utility planning. ’

Since publication of the 1992 IRP, the pace of change toward increased
competition has been rapidly accelerating throughout the electric utility industry.
Puget Power’s 1990-91 IRP considered a number of “wild card” scenarios. We
now find ourselves in what would have seemed, until recently, a “wild card”

. environment. One primary intent of integrated resource planning was the full
consideration of certain social objectives under a traditional environment. The
methods of achieving those social objectives are now threatened by the specter of
certain forms of competition based primarily upon near-term pricing.

PURPOSE

This IRP update is a transitional document. The industry is undergoing rapid,
fundamental structural change. Itis very difficult to predict the future roles of,
and obligations to be placed upon, investor-owned utilities. Events may occur
that would render the plans in this document irrelevant. :

This plan is premised on the requirements of WAC 480-100-251. The purpose of '
- this documnent is to provide snapshot (within the framework of the existing IRP
rule) of the current planning environment and the effects of a changing industry
structure on Puget Power’s resource planning dedisions. This docurnent will
update technical information on resource cOSts and needs, examine different
futures related to economic and competitive conditions, review changes in
resource strategies from those expressed in the prior IRP, and fulfill the
requirements of WAC 480-100-251. It will dosoinan abbreviated format.1

In addition, the future purpose of integrated resource planning is being reviewed -
both in national debate and in the current WUTC Notice of Inquiry (NOI, Docket
No. UE-940932). While the current NOI activity will not be resolved for &

number of months, this update is consistent with, and will supplement, Puget

~ power’s February 17, 1995 response to the NOL : ‘ '

11n support of this document, three appendices are included: Appendix A is a status report on
Action Items from the prior IRP; Appendix B discusses public involvement; and Appendix C
presents the company’s proposed avoided cost going forward. _

- ven 7 dmer Dwafs Fahruarv 24. 1995 Page 1
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INDUSTRY COMPETITION '

Background

Since publication of the prior IRP, the pace of change in electric utility industry -
" has rapidly accelerated. Wholesale energy markets have now become ,
competitive and interest in retail competition has increased. Retail competition is
by no means a foregone conclusion. However, competitive forces have
introduced new pressures and uncertainties which have significantly altered

planning criteria. At this time, the eventual forms this competition might take
are very uncertain and may be quite varied across the country. ‘

Continued low gas costs and technological advances, coupled with federal

- regulatory changes and increasing worldwide competitive pressures on
commercial and industrial users of electricity, have led to strong interest in the
provision of customer choice. Even in regions, such as the Northwest, where the
economic advantages in new generation are not nearly so pronounced, or may -
not exist at all, customers are requesting more options and choices. Utilities are
being strongly pressured to compete on the basis of both near-term price and

service options. :

Objectives of Ixiteg;ated Resource Pla;}ning

Integrated resource planning arose as 2 method by which, among other things,
the pursuit of public policy objectives could be addressed at the planning stage of
utility resource acquisition efforts. It was hoped that a structure couldbe =
established by which these concerns could be incorporated into utility plans and
as a result, lead to the avoidance, at an early stage, of costly “mistakes” of
utilities taking actions contrary to the public interest. Some of the objectives of
traditional integrated resource planning include: - ‘

« Consideration of a number of future conditions under' which resources
might be needed and acquired over a 20-year horizon '

Consideration of energy efficiency as a resource .

Consideration of a wide variety of supply-side resource options
including renewable resources '

Evaluation of resource options on a consistent basis according to the
lowest long-term cost to the utility and its ratepayers. To Puget
Power, this includes the consideration of issues such as
environmental effects.

~ . nevone 1DD Indate - Drafi: February 24, 1995 Page 2

Significant public involvement in the development and review of plans
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The Conflict

Additional competition which gives the incentive for lowest near-term price
naturally conflicts with integrated resource planning principles. AS competitive
forces have been increasing and uncertainty prevails, utilities have been
responding by cutting non-essential costs, focusing on near-term rate
minimization, and investigating individual customer service options. Such
efforts are seen as necessary for continued survival. A utility with a long-term
focus on environmentally-preférable resources will likely be unable to address.
short-term pridng pressures. Utilities who continue t0 take such a long-term

approach may be punished by the market, in the short term, for doing sO.

Further, with the introduction of increasing retail competition, fewer decisions
would fall under the scope of long-term planning. As indicated below in the
scenario analyses, utilities could take advantage of flexible options inthe
wholesale market to respond directly to customer needs, and other~providers, not
subject to such planning, may be satisfying customer heeds as well. Finally, the
requirement of an open planning process would place utilities at a competitive
disadvantage because of the public dissemination of strategic information. Issues
related to the future of integrated resource planning are further discussed in the
company’s Tesponse o the current NOL Now is an appropriate time for
interested parties t0 revisit the objectives on which integrated resource planning
was established and assess methods by which current objectives can be

accomplished.

mpetitiv nidrin]n'l"hi' ate

Traditional integrated resource planning typically focuses upon uncertainties
related to overall economic conditions and resource costs and availability. This
focus was appropriate in the past because those were the primary uncertainties
affecting the welfare of all stakeholders (customers, shareholders, communities,
regulators and others). Now, however, the set of fundamental uncertainties in
utility planning has dramatically changed. New types of risk have arisen related
to issues such as which customers will be served, how they would be served,
possible non-recovery of investment, utility obligations, and the terms under
which any possible increased future competition would occur.

1t would be inappropriate to conduct resource planning without thorough
consideration of issues such as these. Their exclusion would yield a resource
lan that had no applicability to current decision making. The challenge is to
address these elements of the transitional environment while at the same time
meeting the formal rules of integrated resource planning, established almost a

decade ago-

—~ PRI T U NEPRR V. | IQQS Page 3
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This scenario analysis discussion first presents natural gas assumptions and
information on resource alternatives. Load forecasting is discussed next,
followed by descriptions of each scenario. Scenario resource additions are then
identified, criteria for their evaluation discussed, and resulting resource
strategies are described. This update coricludes with the two-year Action Plan.

Natural Gas

Natural gas prices have remained low, despite past projections of significant
increases. Recent low natural gas prices can be cited as 2 fundamental driver of
today’s competitive environment. The importance of natural gas prices on new
resource selection in the industry today cannot be overstated. -

Future natural gas prices remain very uncertain. Like many other natural
resources, the price and availability of natural gas have a history of volatility.
Market relationships in the gas industry have been changing. A large number of
" forecasters continue to make a range of projections of future natural gas prices..
However, all gas price forecasts are Jower than they were at the time of the prior

IRP.

A number of current forecasts were presented to'the Technical Advisory
Committee (TAC). Puget Power and the TAC came to agreement that the

Northwest Power Planning Council’s medium gas price forecast would be used

for the purposes of current integrated resource planning. This forecast is
presented in Table 1. It should be noted that recent prices in the gas spot market
are much lower than this forecast. This market has developed significantly and
shorter-term firming arrangements are taking place. However, the use a lower
gas price forecast in this plan would not alter its conclusions.3 '
Resource Options
This process begins with the initial consideration of a large number of resource
candidates. These candidates are typically “generic” innature in that they do not
represent spedific proposals, contracts, sites, fuel supply arrangements or
installed technologies. The focus is to evaluate the relative tradeoffs between
resource types. Puget Power develops the list of resource candidates through
consideration of sources such as the EPRI Technical Assessment Guide,
Northwest Conservation and Electric Power Plans, various industry publications,
Consumer Panel and TAC recommendations, and its own operational experience
and judgment. The list of traditional resource candidates remains essentially
unchanged since publication of the 1992-93 IRP and includes the resources listed
in Table 2. :

3 As indicated in Table 3, gas-fired combustion turbines have a current cost advantage over all

other identified supply-side resources. Use of a lower gas forecast would only increase this
advantage.

Pruost Power IRP Update - Drafi: February 24,1995 . | Page S
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Table'1
Natiral Gas Price Assumptions -
Northwest Power Planning Council Draft* Medium Case.
wBurner-Tip" Utility Firm Natural Gas Prices
~ Real Nominal Real Nominal = |
Year Gas Price Gas Price Escalation Rate ~ Escalation Rate
(1990$/mmBtu)  ($/mmBra) ' |
1994 2.00 2.23 :
1995 2.15 2.47 7.50% 10.65%.
1996 2.23 2.64 3.72% 691% - -
1997 2.30 2.81 3.14% 6.45%
1998 2.31 298 3.04% - 6,25%
1999 245 - 319 3.38% "6.86%'
2000 2.52 339 2.86% - 6.35%

2001 2.58 . 3.59 2.38% 5.81%
2002 2.64 3.79 2.33% ©570% -
2003 2.69 3.99 1.89% " 5.21%

2004 2.75 42 2.23% 5.52%
2005 2.80 4,42 1.82% - 493%
2006 2.85 4.64 1.79% 5.03%
2007 2.90 4.88 1.715% - 5.23%

. 2008 2.95 5.14 1,712% - 5.19%
2009 3.00 5.40 1.69% 5.15%
2010 3.05 - 5.68 - 1.67% 5.16%
2011 3.10 5.97 1.64% 5.11%
2012 3.15 6.27 1.61% 5.01%
2013 3.20 6.58 1.59% 4.92%
2014 3.25 6.90 1.56% 491%
2015 3.30 7.24 1.54% 4,89%

* Draft as of 11/19/94.

Z\
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Going forward, however, this list is not sufficient. As generation markets have
been opened to competition, a number of new resource options have rapidly
developed. Power brokers and power marketers now provide viable and very
flexible alternatives to traditional resource options for utilities currently
acquiring resources- These options will continue to develop and their place in
the region’s resource portfolio has yet to be determined. Other resource options
will likely evolve out of the competitive generation market as well; however, the
characteristics of such options are currently difficult to predict because the
market is advancing quite rapidly.

All resource candidates are screened according to 2 number of initial criteria so
that a smaller number of resource options can be given more thorough analysis.
These criteria include environmental issues, public acceptance, availability,
development maturity, efficiency and risk. As discussed later, conservation as a
resource option is currently being re-evaluated in consideration of possible
future competitive environments. For the purposes of the traditional analysis
here, however, conservation, as screened by the total resource cost test, is fully
incdluded as a resource option.

The traditional supply-side resource options that passed the initial screening
process are included in Table 3. These options have been further analyzed and
ranked according to levelized resource cost. Though focusing on “generic”
resource options, Table 3 Jluminates some of the current cost tradeoffs between
traditional resource types. For instance, Table 3 displays the current cost
advantage of combined-cycle combustion rurbines (CCCT's) over all other
identified supply resource options. This cost advantage reflects advances in
combustion turbine technology and the influence of the current low gas price

projections from Table 1. Upon review of this table, it is no surprise that natural
gas fired combustion turbines are the current resource of choice nationwide.4

Brokered, marketed and other supply options arising from the competitive
eneration market are not included in this table because their price, availability
and characteristics cannot be generalized at this time. The pricing of these
options may be strongly influenced by conditions in the competitive generation
market. However, current developments suggest that these options are proving
to be a attractive alternatives t0 preferred iraditional resources. In addition, a
number of financial instruments are developing in this market. Hedging
techniques can be used to change the nature of Tisk seen by utilities, and,
potentially, to construct options for customers according to desired risk profiles.

4pjowever, it should be noted that these resource cost estimates represent a number of
baseline assumptions related to fuels, technology, financial and economic conditions, and
many other factors. Any number of those assumptions could changeina manner that would
significantly alter the relative rankings in Table 3. While certain assumptions are varied in
the scenario analyses, many of these baseline assumptions are held constant through the
scenarios. Developments that change these assumptions could have large impacts on the
resource additions identified for each scenario.

- vrm T1dnes - Tiraft: February 24, 1995 : Page 6
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ACTION PLAN

Pugét Power has moved into 2 strong resource position to address the needs ofa

uncertain and changing environment. The company has no near-term need for energy

resources. From this position, there is currently sufficient flexibility to delay any
major resource acquisitions now, and to monitor events and policy development and
re-evaluate options once more information can be assessed by the company. .

« Delay any major baseload power supply resource acquisitions.
« Monitor developments related to industry change.
« Continue participation in the current NOI process.

« Monitor developments and options in the wholesale genefation market.

« ‘Monitor developing generation technologies.

 Pursue opportunities to re-evaluate and restructure, as appropriate, the
company’s power supply portfolio to respond to market pressures and
opportunities. :

. Pursue changes in pricing policies to allow atilities the flexibility to respond
to customers and potential competitors. :

« Pursue mechanisms by which symmetry is established between utility risks
and potential returns as appropriate to the company’s business '
environment. . :

« Encourage the exploration and deVelopmént of alternative acquisition and.
recovery mechanisms for conservation and renewables so that continued
investment in each is not discouraged.

« Encourage the exploration and development of mechanisms by which any
potential competitors are )governed by the same set of rules.

« Pursue the establishment of regulation allowing symmetry between utility
duty to serve and potential future customer choice. '

+ Participate in the revision of IRP and competitive bid ding rules to meet the
current utility business environment.

~ £, Dahenara 24 1995 - » Page 29

L5







Ex. _ (WAG-30D
Page ]

- Christine O. Gregoire
ATTORNEY GENERAL OF WASHINGTON

900 Fourth Avenue #2000 * Seattle WA 98164-1012

July 12, 1996

Steve King .

Acting Commission Secretary.

Washington Utilities and
Transportation Commission:

Chandler Plaza Building

. 1300 S. Evergreen Park Drive S.W.
P.O. Box 47250

-Olympia, WA 98054-7250

Re: Puget Schedule 48
Docket No. UE-960636

Re: Puget Power/WNG»Préposéd Merger
Docket Nos. UE-951270 and .UE-960195

Dear Mr. King:

Enclosed are Public Counsel’s comments on Schedule 48 as
requested in the Commission’s notice of June 19, 1996. A diskette

in WP 5.1 is enclosed.

Copies are being sent to all parties in the merger case.

. Very truly yours, .
. A
%Azf/é
. r3 /
Robert F. Manifold

Assistant Attorney General
Public Counsel

cc: Merger case service list
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In Re: Puget Power Proposed DOCKET NO. UE-960696

Schedule 48.
) PUBLIC COUNSEL COMMENTS

Public Counsel opposes Schedule 48 as filed. We recommend

that Schedule 48 be suspended and set for hearing, with hearings:

consolidated or coordinated with the merger case.

We ‘do not oppose industrial customers getting the benefits of
market based power without paying Puget’s above'market stranded
costs. We do oppose this being offered tt only one customer class;
similar arrangements should be offered to all classes. In addition
Schedule 48 does not contain adequate'safeguards to prevent coét

shifting row and in the future.

Schedule 48 represents a negotiated settlement between Puget
Power and some customers who are . intervenors in the merger case.
The issues involved in Schedule 48 overlap significantly with
issues raised by Puget'in the merger case, and which will iikely be
raised by others as well. There will be less duplication of effort
by the parties and the WUTC to consider Schedule 48 in the context |
of the merger.! | | |

These comments (1) amplify on our oral presentatibn of why
Schedule 48 should not be épproved at this time as filed and (2)

suggest some of the jssues that should be explored in further

1A1though the merger case has 19 parties, it is not clear that
all will be active participants. For instance, other than Public
Counsel, Staff and the two. industrial users group ("the usual
players") only 1 party has submitted data requests to the -
utilities. Parties who are only ijnterested in Schedule 48 can

participate on that issue alone.
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satisfy the statutory prohibition on.unjust discrimination. RCW
80.28.090, 80.28.100. So far, the Company has not.

In response to a data request in the Intel proceeding, Puget
did calculate delivery costs for other clasées. For the
residential class, these costs were estimated at 3.25¢ per kwh.
Kddiné in Puget’s own estimate of the average spot market rate,.

this would result in a total residgntial raté of about $4.6¢/kwh,

which is a 34% reduction from the current average Schedule 7 tariff

rate of $.0702/kwh.
II; Issues to bé Explored. .

a. Market rates for all. Puget is essentially .guaranteeing
market pased! rates to a few customers at the same time as BPA is

withdrawing market pased rates from residential and small farm

customers of Puget Power. These customers face a 16% increase in

rates and already pay 2 greater premium in rates over their public
power neighbors than do the industrial customers. ﬁarkét based

rates should be developed for all customers and offered at

substantially the same time. _For instance, Puget could offer its

power at market based prices to residential and commefcial.
customers (essentially Schedule 48 ﬁut with service obligations) .
and offer real retail access to its industrial customers.

Another option to consider is to first offer market based

rates to those customers of Puget who are paying the most above

their costs, the commercial customers of Schedule 24, 25, and 26.

‘A" more complete examination of the pricing basis is beyond
these comments. Further proceedings, including the merger record,
may develop the distinctions between embedded, long run, short run,
and market costs and rates. : :
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Mr. Steve Mclellan

Washington Utilities and Transpoxr
P.O. Box 47250 -

Olympia, WA 9B8504-7250

tation Commission

Industrial Customers of Northwest Utilitiest Commelits

RE:
on Puget Power's Schedule 48 Tariff

Dear Mr. Mclellan,

Utitities (ICNU) offers

Industrial Customers of Northwest
chedule 48 tariff:

the following comments on Puget Power's S

OVERVIEW

je 48 as one transition step (of
+0 take to survive in a more
competitive electric power market. While not perfect, Schedile
43 incorporates a number of elements that recognize a balance
petween Puget's interests, the interests of core customers ard
t+he interests of industries exploring competitive options:

ICNU members view Schedu
many) that Puget Power needs

ation and a ceollaborztive

1. Puget's commitment to pursue legisl
customers by 2000.

process to provide cpen access to all

2. The movement of competitive, electric cost sensitive
ies to a nan-core status, with pricing based on

industri
equivalent margin rates. This will allow industry to assume

more risk in the type of power supply that is purchased.

3. Hourly, index-based pricing, with pricing and power supply
backup options. '

4. A transition charge that allows Puget time to sddress

competitive issues.

5. A five year power purchase cormitment from industry, with
ess becomes a reality in

the provision that if retail acc
Washingtcon within the 5 Year time period, industry could
move to full retail access. :

(503) 239-516¢ FAX{303) 230066
700 NE MULTNOMAH, SULTE 1000
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Ex. _ (WAG-30D) NO.69%  DES




Ex. _ (WAG-30D)
Page 5

BALL JANIK LLp

A T TORNEY S

One MAN Prace
101 SOUTHWEST MAN STREET. SUTE 1100
PORTLAND, OREGON 97204-3219

TeLertione 503-228-2525
FacsmLE 503-205-1058

July 26, 1996

VIA FEDERAL EXPRESS OVERNIGHT DELIVERY

Mr. Steve King, Acting Secreiary
“Washington Utilities and Transportation Commission
Chandler Plaza Building

1300 S. Evergreen Park Drive, SW

Olympia, WA 98504

Re: In're Puget Sound Power & Light Company Proposed Schedule 48, Docket
No. UE-960696, Reply- Comments of the Washington State Hospital
Association

Dear Mr. King:

The Washington State Hospital Association (WSHA) submits the following Reply
Comments for filing in the above-referenced proceeding. An electronic diskette in
WordPerfect 5.2 for Windows is also enclosed.

. REPLY COMMENTS
A. Procedural Scheduling of Puget’s Proposals

WSHA appreciates the opportunity to respond to the comments submitted by other
parties in this proceeding. Power supply costs are 2 significant expense for every medical
facility, and WSHA's hospitals need access (0 competitive electric power markets in an
expeditious fashion. The schedule adopted by the Commission should not impose any
- unnecessary delay in providing that access to Puget’s customers. WSHA urges the

Commission to: E

. Accept Puget’s offered alternative to change the effective date of Schedule 48
to August 30, 1996;

0102174.01
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] Accépt Puget's propbsal to provide discovery on Schedule 48, but require that .
the discovery rights of Puget’s customers be the same as the statutory parties,
even if the rights of competitors to information should be narrowed;!

o Reject Public Counsel’s request that this proceeding be consolidated or
coordinated with the merger proceedings with Washington Natural Gas in -

Docket UE-960195; and

o Place proposed Schedule 48 on the Commission’s schedule for a second
workshop at a date late in August, 1996, providing an opportunity for
questioning of Puget representatives. Alternatively, issue an order putting the
rates into effect subject to refund and suspend the Schedule 48 filing for a full
investigation with an expedited schedule allowing prompt, sequential testimony
filings, and a single hearing on all testimony by December 1, 1996.

The Commission should reject all linkage of the Schedule 48 issues to Puget’s
proposed merger with Washington Natural Gas. Consolidation would procedurally
complicate and unnecessarily lengthen both proceedings. The merger proceedings are
already set for cross-examination hearings of Puget’s direct case beginning July 31, 1996.
Open access and market-based rates for Puget’s customers deserve independent and prompt
consideration by the Commission.

Amidst all of the oral and written comments received by the Commission in this ' .
proceeding, there is one single commonality -- Puget’s customers need access to
competitive electric power markets. Waiting upon the outcome of the merger proceeding
to even talk, as suggested by Puget, is not the answer. Open access by 2001 is not the
answer. WSHA reiterates its request that the Commission condition any approval of
Schedule 48 with a requirement that Puget start an open access collaborative without waiting
until six months after the merger is approved. The Commission should establish August 1,
1997 as the definitive date for an open access retail wheeling filing by Puget. The
Commission should further require Puget to convene a collaborative process by September,
1996 to negotiate an open access program with a report from the participants to the

Cemmission by May 1, 1997.
B.  Modifications Nece.ssary for Schedule 48

In its initial comments and presentation before the Commission, WSHA raised four
principal modifications required for approval of Schedule 48 under Washington law:
(1) modify Schedule 48 to allow customers the option of presenting a third-party offer to
Puget to establish an alternative price and terms, using the index as a default; (2) eliminate

information can be addressed through a protective order from the Commission. In doing so, the

' Puget’s concerns about the confidentiality of customer load, revenue and power supply
Commission should not limit the rights of Puget’s customers (as it may Puget's competitors).

2 0102174.01 -
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PRESTON GATES & ELLIES

ATTORNEYS

July 26, 1996

V1A FEDERAL EXPRESS

Steve King, Acting Secretary
Washington Utilities and Transportat
1300 S. Evergreen Park Dr. S.W.

P. O. Box 47250

Olympia, WA 98504-7250

ion Commission

Re: WUTC Docket No. UE-960696
Puget Sound Power & Light Company Proposed Schedule 48
Reply Comments of Air Liquide America Corporation

Dear Mr. King:

Submitted with this letter (in hard copy
5.1) are the reply comments of Air Liquide Ame
appreciate the opportunity to participate in the Comumiission's consideration
to Schedule 48. Copies have been mailed to the parties of record in the merger proceeding.

original and on electronic diskette in WordPerfect

rica Corporation in the above docket. We
of the issues relating

Very truly yours,
P GATES & ELLIS
T © b
. [ o o i
NP S, & g
By SEI
Douglas H. Roserberg Zrm o, O/
. EEn O =2
w__*‘-t =m
- [¥p] — -
DHR jal 25 % .

. D :
Enclosure ‘ == = RB°
cc:  Service List (copy of list attached) T = =

Edward Marlovits : ~ =z
M.W‘IM‘IM.DOC
PARTNERSHIP INCLUDING A PrOFESSIONAL CORPORATION
wWasuincTos., D.C.

A
TACOMA

ANCHORAGE - COEUR D"ALENE » LOS ANGELES - POXTLAND + SPOKANE -
esmrex 021047078 PHONE: (206) 623-7580 FACSIMILE: (206) 623-7022
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The issues in the Schedule 48 rate proceeding are sepa:ate and distinct from those in a .

merger proceeding.! In addition, the parties and interests differ. Whether a rate schedule is just,

reasonable, and non-discriminatory can be determined without undertaking the broad inquiry

necessary to determine 2 merger's impact on the public interest. Moreover, if the pred:cted

merger savings fail 0 materialize, the Commission has other tools for holding Puget to its promise

to protect other ratepayers from any adverse effects.

Air Liquide's position in the merger case will depend to some degrce on how the
Commission treats Schedule 48. Approval of Schedule 48 would allay most of the concerns Air

Liquide would otherwise have about how the merger will affect competmon Schedule 48 sets

out a clear path toward eventual open access t0 the market. Disapproval of Schedule 48 could |

lead Air Liquide to oppose Puget in the Merger Proceeding. By keeping the dockets separate, the

Comimission would facilitate a clearer dehneatxon of the issues and positions of the parties.

Consolidating the two dockets would slow the entire process and obfuscate the issues.

Parties such as Air Liquide who might oppose the merger but for the availability of Schedule 48 .

may be forced to become active participants in the Mergcr Proceeding. They may essentially have

to advance alternative positions throughout the course of the proceeding, on the one hand

supporting Schedule 48 and on the other hand finding fault with the merger absent Schedule 48.

This result would unnecessarily complicate the already complex Merger Proceeding and consume

significant amounts of the Commission's and all parties' time and resources.

" As w; described orally at the CoEmssxons public meeting, Air Liquide cannot afford to

wait any longer than absolutely necessary to achieve market-based rates. Alr Liquide operates in

a highly price-competitive business, .and yet the cost of its primary "raw material® — electricity

comprises around 75% of its production cost-- is substantially higher than that of its compct:tors

It cannot continue for long under these conditions. If Puget's tariff is not modified; then Air

! The Commission recently recognized that a rate proceeding 1s different in character from a
merger proceeding, holding that a broader range of interests can confer standing 10 intervene in a .
merger proceeding. Merger Proceeding, Third Suppl. Order Modifying Prehearing Order at pp.

6-7 (June 10, 1996).
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power throughout the West. '

The FERC nil will undoubtedly seve billions of doltars for usilitics. However, the FERC
rulcdoanotadcnd:dwsamcmarkammmﬁlconsmm;inﬂuithcymminthcapﬁvc
customer of their local utility. T )

i

'Ihisissobcciwxrc&ailsalaofdcdﬁ&tyhaveﬁad?ﬁonaﬂybemwh}ﬁnthcpowqf the
:mé.nottbcfedcmlgowmm chcralsxamhavcalradytzkustcpsmallowrcmil
consumers to thdrdwuicitypm'vider,withCaﬁfomia,Ncw}hmpshhu.mdnﬂnois
Leading the way. Other states arc sure 10 follow.

Thcbmcﬁtséfuﬁngﬁiswddcpu@cklyuposv?olcmmomm. A recent
wommicsmdyshgv?sthﬂmmminmmgimufthcwumwwiﬂmjoywauvings, cven
here in the Northwest where dectricity costs are relatively low. )

D R R e L 1oL 27 2 e
PR 2 J T Y AR Loe mms T TR .
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InordcrtbrtbcConminimtoacudscthism:hodty.mstommwmﬂdﬁm‘mtaintoa
power purchase cont wthmmnapric:ﬁguiﬁamlylcwthmthemstomismnmﬂy
T an:sE:m:hmqummdrbahﬂhywms{mpowwamlhmmw,

Anoth:rnpp:;oachto achieving compcﬁﬁonistocrcncancw_decu'icﬁlity. Ulike most
states, Washington liw does not grant dectric utilities exclusive service territories, and the
proeessofauﬁngn;ncwdcchicmﬂityisrdaﬁvdywﬁgmfomrd. '

The advantage offormingmdocuicuﬁlityisdmhwoddbcq\ﬁﬂd to demand
wholesale transmission service from other utilities under the new FERC rule. Of course, the new
dcmicuﬂhywouldbcreqxﬁmdto make certgin filings with the Washington Commission, and
follow Commission t‘:ﬂu and regulations. -

Contact Person

Atttﬁspoint,il?xuonislookhlgforani:ﬁﬁal group of customers who will work with them
toimplarunoncorpalhofthccapprw&sto achieving consumer choice in Washington. If
you are interested m hearing more about this plan, contact Dick Ingersoll at (713) 853-5415.

i : ’

Answers to Commauy-Askd Questions

1. Question; What is Enroa?

Answer: Ex]rnnhqlarge.px:bﬁdy-undcddcwithandnzmMgucompmybuedin
Houston. Amongothdthingt.itisthehrgwpdvucmlsﬂdofcledﬂdtyinﬁxcmumy,
ndlins;bmnumcfxdecuidtynstbeBonDﬂiDCPowcrAdn;inismﬁon.

2. Question’ IsEmnnhncrcacdonlyinsuvingbigimiusuidwswm?
- Ansva-:No": Enmnhnmdstosdldewicﬁywsﬂdwmdtypaofm
mdudingmdusuul.mnmdad,mdmdamal. 'I'hax'swhyﬁtmnwmtstoworkwhhadivm

1©
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utility?

Armswer: Yc Tbcconmdwﬂlpmvidcﬁmrhewstcmdhunoobﬁpﬁonmm
unlm_ﬁ:ccomnﬁsﬁbnopcnsupthcloaluﬁlitymdﬁnrouisablctop:vvidepowauplowcr
price than the customber is carrcatly paying.
4. Qucstian:gﬂowmcb moncy would [ save? :

> Th.:lldcpcndslmgdyonwhichloaluﬂhyiswnuﬂywﬁngyou. Customers
ofPugdPomekdymsmthchrgstcostgvhgsbem:scl’ugal’owchasﬁnhightst
rates in the N

-

S ? *: Imdu'sundthindcwidtypdcaarclownuw.hnwl_mm;hclong-
term? Iflngnaanlmuwthamn,whnhappauifpﬁoagobad:up? .
Answer: mmhmmddmwinaasix@compahimwmkwpdmidxypﬁca

downfcrthcfo:uec'ijleﬁ:mthnitiswnﬁngmaucriuto‘long-tcrmoonuwtsofls—zomm

6. Question; Wmﬂdﬁmrdhhﬂityofmysdﬁccmaﬁ'eaed?

Annwer: No. Tbatmbu'mﬂytvyowpaofrdhhﬂityproblam. First, there is the
xdiabﬂhyofthcuﬁréthnmkcuptheloal &stribution system. For example, 1 wind storm mzy
knockdownpowuli:moraoonsﬁucﬁonpmjectmyscvdanundagrotmd cable. Asto these
typuofpouan.ycinloaluﬁlitywmﬂdmﬁmctohawmponﬂ‘bﬂhybecamchwmﬂd
oouﬁmcmopumémdmaimﬁnthedisuibuﬁonsyswn. Exnron would simply pay the local utility
a foe 1o use the Jocal utlity's knes. ' ,

The second ofrdiabiﬁtyproblcmuﬁsdvd\mthesotmofdcwidty(wchuagns
generator or coel plant) is internapted. }ﬁstmiaﬂy,ﬂwdatgulaﬁonofodﬂindustﬁdhas
hauscdrdinbﬂhyindimmvndamamwﬁogmdwcacpedthhtoholdmcu
dcmgulxﬁonmmc:wthcdocuidtybusin&.

i

TOTAL P.64

W\
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Puget Sound Power & Light Company
Schedule 48
Docket Nos. UE-960696
WUTC Staff Data Request No. 27

Staff Request No. 27:

Please provide all workpapers, documents, and supporting analyses that
address competitive alternatives (e.g., bypass / alternative delivery
sources, open transmission access, municipalizations) for service for
current high voltage and primary voltage customers which would be
eligible for service under Schedule 48. '

Response (Heidell):

Documentation and characterization of competitive alternatives in
Whatcom County with regards 1o ARCO, Georgia Pacific, and Bellingham
Cold Storage was provided in Docket No. UE-950599, Docket Nos. UE-
960612 and UE-960613, and prefiled testimony of Kevin Owens in Docket.
No. UE-851270. In addition, please consult written comments provided

by ICNU in Docket No. UE-960696. Finally, a letter from Enron to our
customers is attached. The Company has no other written documents
characlerizing alternatives available to large customers.
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PREAMBLE

The 20 members of the Steering Comumittee of the Comprehensive Review of the Northwest Energy

System have worked for 11 months to develop the recommendations contained in this final report These
recommendations represent a CONSENSuS of 13 of the 14 votng members of the Steering Committee, @ CONSENSuS
.that has been achieved only by compromise and sacrifice on the part of each of the members on the Committee.
The 14th voting member acknowledges the significant progress made in many areas but does not believe that
sufficient progress Was made on issues related to fish and wildlife to constimte a real consensus. His views are
presented in Appendix A. L _.

We, the members who voted with the majority, support the report and will wark to educate and persuade
others, but our support here does not commit all of the groups we represent. These COMPTOIMISES, as difficultas
some may find them, are worth making for a simple reason: W€ have more to Jose as a region than we have 10
gain as disparate interests. ' ' '

There is still much work to be done. This final report is specific.in some arcas and general in others.
More detail and further refinement will be required to convert these rccommcndations,inio the contracts,
legislative bills, rules and policies that will implement them. : o

As regional interests work further on these restructuring initiatives, there aré bound to be disagreements '
and new issues 10 be resolved within the outlines of these recommendations. However, we believe that the
principles outlined here must remain if any regional consensus is 1o be hoped for. “With a consensus position,
the Pacific Northwest has the best hope of remining the benefits of the federal hydropower system and
* rransitioning 0 @ competitive electricity system that will maximize benefits for.all consumers in the region. The
work embodied in this report will not easily be replicated if the regional CONSENSUS is destroyed by unilateral.
" actions of any party. i : S

Finally, the Committee recognizes that electric utility restructuring is evolving rapidly and that efforts in
Congress and the s@ies almost certainly will change some of the assumptions underlying this report. Although
our recommendanions may not reflect the ultimate end-state of this restructuring, we pevertheless believe that it

does reflect a workable outcome in itself and a very positive step in this process.

.Charles Collins . ZAl Alexanderson
Chair Portland General Electric Company
Sharon Nelson Chuck Hedemark ‘ _ ‘

Washington Urilifies and Transportasion Commission Intermountain Gas Company

Ken Canon ’ Tﬁ;}ﬁavxs '
Industrial Customers of Northwest Uzlities leglas Counry Public Utility District
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Bill Drummond
Western Montana Electric Generating and
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Citizens’ Utility- Board
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Bob Gannon
Montana Power Company

X C. Golden
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Final Report of the Comprehensive Reviw of the Northwest Energy System

accomplished in many different ways, including auctoning the power. requiring Bonneville to market its-power
at prices that are tied to a market index, OF Jimsting Bonneville's marketing of products and services. However
it is done, any cost-based regional benefits that are derived from public or regional preference arc likely to be

reduced.

Current elecmicity policy at the federal level reserves retail market competition decisions 10 the states.
However, recent congressional imitiatives leave the degree of future state congol in question. Inany Case, the
pressure for retail access and its momentum are not in question: In the absence of either fairly strong federal
Jegislation Of coordinated regional policy, individual states arc likely to move 4t different rates toward various
forms of retail access policy with large power consumers iending to get first access- Unless adequate
safeguards are in place to ensure that the owners of monopoly distribution systems cannot unfairly influence
consumers’ retail encrgy service choices, the development of compeutive retail energy service markets for all
consumers will be inhibited. Inconsistent policies among Sates within an integrated clectricity market will lead
to market advantages for some areas, less efficient market, and arbitrage opportunities for electricity traders

and marketers.

Utilities under competitive pressure 0 retain their customers will find it difficult to support the various

- social and environmental goals they have supported in the past Competitive markets will support some social

and environmental activity, and recent legislative proposals in Congress Suggest that some programs could be
mandated at the national Jevel. However, absent action to place the funding of such activities with the separaté
and regulated elements of the market (transmission Of distribution), emphasis On coriservation, renewable
energy sources and Jow-income support will decline. The greatet the differences among Sttes and utilities in

the funding of these acﬁvitics, the more distorted and less efficient will be the electricity markets.

The “base case” just described has some undesirable features. However, the region has the ability t0
manage the ransiion o competton 10 avoid or mitigate the undesirable features if it can reach consensus on

the key features of the energy system.

THE COMPREHENSIVE REVIEW

The governors of 1daho, Montana, Oregon and Washington convened the Comprehensive Review of the
Northwest Energy System {0 seize opporwnites and moderate 1isks presented by the transition of the region’s
power System 10 8 more competiive clectricity market. The governors appainted 20-member Steering
Committee that is broadly representative of the various stakeholders in the power system t0 study that system
and make recommendations about +ts transformation. The members of the Steering Committee are listed in -
Appendix B. Each governor has a representative OB the Stecring Committee t0 mmake certain the public is
cducated about and involved in the Comprehensive Review. In establishing the review, the govemons stated

“The goal of this review is to develop. through a public process. recommendations for changes
in the instirutional structure of the region’s electric uriliry industry. These changes should be
designed to protect the region’s natural resources and distribute equitably the cosis and benefits of @
more competitive marketplace, while at the same time assuring the region of an adequare, efficient,
economical and reliable power system. »

Since January 1996, the Steening Comniﬁcc has held 30 day-long mectings. In addition, almost 400

people have been “nvolved in more than 100 meetings of various work groups reporting to the Steering

Comrmitiee. Hundreds of cifizens attended the 10 public hearings that were held throughout the region on the
Committee's draft report More than 700 writen comments were received. This report is the product of that
work. Itisa recommendaton for restructuring the Northwest electricity industry to meet the challenges and

seize the OppOrunines inherent in the competitive transition.
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forum would be established to track regional progress roward the achievement of regional goals and provide

" feedback and suggestions for improving the effectiveness of conservation and renewable resource development
programs. Funding for these activities should be collected in part through Borneville wholesale rates 10 the
extent regional firm Joads are served by power from Bonneville. '

How the funds are collected is a matter for state or local decision, as appropriate. The Siccﬂng
Commitiee expects that methods of collection that are compedtvely neurral and affect all participants in the
‘market equally will be found to be preferable. : '

CONSUMER ACCESS TO THE COMPETITIVE MARKET -

The goals of the recommendations on retail markets and customer choice are to encourage a more efficient
power system, lower electricity COSSS, increased product choice and greater product innovation for all
consumers. These goals were adopted subject 10 3 comumitment 10 maintain the reliability and safety of the
electrical power systell- The Steering Committee concluded that this goal could best be accomplished by
putting in place a competitive electricity market that is driven DY consumer choice. However, there is concern
that the benefits of 2 competitive market may flow uncvenly to different classes of consumers and that some
small consumers may cven suffer harm. The report recommends safeguards intended to help mitigate these

concerns.

The Steering Commtee recommends that regulators and local utility boards and commissions offer open.
access for all customers that desire it no later than July 1,1999. The Committee recognizes that some of these

regulatory bodies may choose to phase in full retail access. In these €ases, a similar phase-in of the
recommendations on conservation, renewable 1esOurces and low-income encrgy services may be effected.

Direct access may occur prior to July 1, 1999, however, for direct retail access to be implemented
promptly, geveral activities must be accomplished. These include the jdentification of any stranded costs and, if
any stranded costs are determined t0 exist, the creation of 2 stranded cost collecion mechanism; unbundling
and cost-based pricing of delivery services; pilot programs tO explore aggregation for small commercial and
residential customers: the exploration of market index pricing options for residential and small commercial
customers; and implementation of public purposes funding, energy assistance funding and consumer protection
mechanisms consistent with this report’s recommendations. :

To achicve a cOmpettive retail electricity market requires separation of the distribution and clectricity
marketing functions of current retail utilies. This is necessary to ensure that CONSUmETS will have unimpeded
access (o alternative electricity suppliers, and vice versa, over the wires of the distribution utility. The
distribution utility would continue to be 2 regulated monopoly responsible for the reliable and safe delivery of
electricity from electric service companies to consumers over local distribution wires. Electricity service
companies will offer a variety of electricity products and services (¢.g., firmor interruptible power, power from
renewable resources, peak of off-peak power, fixed or spot-market prices) to consumers on a competitive basis
and may, in fact, offer other products unrelated to electricity markets. The electricity services portion of
current integrated retil utlities could compete in this market if the distribution utility function is sufficiently
separated from the clectricity services business to ensure that control of distribution is not used to advantage

the electriciry SeTvices business.

* Ppumingsucha competitive market in place will require 2 significant wransition and ongoing market '
maintenance procedures. There is a danger that, until competitive markets have fully developed for all
consumers, some of the benefits of increased competition maY be realized primarily by large consumers at the
expense of small consumers. Therefore, the Steening Committee calls for active government oversight of the
ransidon and active ongoing programs 10 facilitate and encourage the development of meaningful market
access for all consumer classes and to prevent unwarranted cost shifts among consumer classes. Specifically,
the policy calls for licensing of new electricity service providers, applicability of consumer protection 1aws,
formal complaint processes, consumer informaton programs, and 2 “provider of last resort” 10 ensure

_ . 5
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A green” power marketing program should be developed tO introduce varied progucts to consumers and t0
provide an opportunity for renewable resources to compete in the retail elecicity market based on their environmental
characteristics and price. -
Finally, a provider-of-last-resort mechanism should be maintained to accommodate those who cannot chocse a
supplier or for whom no suppliers materialize. . Such a mechanism could include a last-resort supplier of energy at
affordable rates, or could be 2 system of random assignment of electricity service providers o consumers who have

pot been able to effectively access the market

Opportunity to recover stranded costs

Opening up the retail electricity market 10 competiton raises the possibility that some utility costs become
stranded; that is, a utility may not be able to recover the full costs of some previously rate-based assets. To the
extent that stranded costs are 8 problem, utlities may resist competition and may atempt to shift stranded costs
Onto captive Customers: To facilitate mansition and reduce cost shifting incentives, utilities should be given
a fair opportunity to recover legitimate, non-mitigable stranded costs. Any policies on stranded cost recovery
should preserve a STOng incentive for utilities 10 mitigate stranded COSts 10 the greatest exient possible.
Recovery of non-mitigable stranded costs may be accomplished through exit fees or distribution access fees.

However, it should be clear that stranded costs arc transitional in nature and recovery provisions should be
Jimited in duration and amount recovered. E ‘

35 -
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Exh. T-_(J WM-T) i
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' Witness: James W. Miernyk

‘ BEFORE THE
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

IN THE MATTER OF THE APPLICATION
OF PUGET SOUND POWER AND LIGHT
COMPANY, A WASHINGTON CORPORATION;
. WASHINGTON NATURAL GAS, A WASHINGTON

CORPORATION, TO MERGE INTO PUGET

SOUND ENERGY CORPORATION, AND
'AUTHORIZING ISSUANCE OF
SECURITIES, ASSUMPTION OF
OBLIGATIONS, AND ADOPTIONS OF -
TARIFFS

DOCKET UE-960195

L_vvvvvvvvvv

TESTIMONY
JAMES W. MIERNYK .
STAFF OF

WASHINGTON UTILITIES AND -
TRANSPORTATION COMMISSION

SEPTEMBER 1996




13
14
15
16
. 17
18
19

20

Ex. __ (WAG 30F)
Page 2

Puget's recent special contracts and proposed Schedule 48 would allow all large-use

customers an opportunity for service at rates below current tariff rates, resulting in lost

revenue. Under the Applicants’ rate plan, remaining electric customers would not have

similar opportunities. In fact, the Applicants propose annual one percent rate increases.
For the reasons identiﬁéd it_x this testimony, I conclude that the Applicants’ rate plan‘ for
electric customers is inequitablé, inap’prqpxiate, and inconsistent with the Commission’s
Guiding Principles in an Evblving Electric Industry, issued in Docket UE-940932.
Please summarize the basis for your con’ch_xsion. .

The primai'y cause for Puget’s recent special rate arr;‘mgemems with large use customers
is the high cost of power embedded in current tariff rates, compared to the prices large
users could obtain from access to market. From that perspective, Puget’s emb;ddcd
production costs are uneconomic. The price increases associated with Puget's PURPA
resource contracts are a major source of continued upward rate pressure, and contribute to
Puget having the highest retail electric rates in the region. The reality of these
circumstances is that largc-pse customers, who have the economic means to pursue

special rate arrangements Or competitive alternatives, are unwilling to pay for service

‘under current tariff rates, i.e., the); are unvo)illing to pay for Puget’s production costs.

How does Staff recommend the Commission treat the lost revenues from Puget’s

special rate arrangements with large-use customers under its rate plan?
Staff believes that all PSE electric customers — not just large-users — should achieve

lower rates than available under current tariff during the ﬁve-yéaf rate plan pexibd. This

Testimony of James W. Miemyk Exhibit T-_ (JWM-T)

Page 3
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How does the embedded cost of power in Puget’s large industrial customer rate
compare to forecasted non-firm market prices during the merger rate period?
According to Puget’s forecast, as reflected in my Exhibit _[i %J WM-2), average monthly

regional non-firm prices are not expected to rise above 20 mills/kWH in any month

" through 2001.

How would you characterize Puget’s embedded power costs for large-use customers

relative to the short-run market?

From the perspective of large-use customers, the cost of power in Puget’s current tariff

rate is uneconomic.

What other conclusions have you reached regarding Puget’s production costs and

market prices? »

The wide discrepancy t;etwccn the embedded cost of power in rates and marlét prices,
and power contract-related rate pressures, arc occurring during a period of low short-run
prices for power in the regional market. The low prices result from federal goverﬁment
open transmission acccs;s initiatives, a surplus of gcncratiné capacity in the region, the
increasing presence of power marketers and brokers, and continued low natural gas

prices. To the extent that the terms and conditions of its long-term PURPA contracts

limit the Company’s ability to take advantage of low wholesale spot market prices, core

customers have little opportunity to achieve lower rates.

Testimony of James W. Miemnyk : . Exhibit T-_ (JWM-T)
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