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October 13, 1999

Ms. Carole J. Washburn, Secretary

Washington Utilities and Transportation Commission

P.O. Box 47250

Olympia, WA  98504-7250

Re:  
Docket UE-991168
Dear Ms. Washburn:

These preliminary comments are provided in response to the Commission’s Notice of Opportunity to File Written Comments, dated September 24, 1999.  This Notice requested comments regarding, “whether and how electric system reliability should be regulated” as the WUTC contemplates rulemaking regarding electric system reliability.  Puget Sound Energy (PSE) appreciates the opportunity to comment on this process.  PSE supports the WUTC’s intention to apply the standards from Executive Order 97-02 to this process and offers these comments in that spirit.  PSE will provide more detailed comments as the Commission’s interests and scope of this investigation are made more clear. 

Key Questions
Developing the most appropriate and cost-effective means to meet customer reliability needs is PSE’s objective, a core tenet of PSE’s business philosophy. With this objective in mind, PSE has a number of questions the Commission may also wish to consider:

Is there a major problem regarding reliability among all of Washington State’s regulated utilities?  What evidence exists to indicate a broad level of concern?  Are specific problems that can be solved using current tools being confused with the sort of broad-based problem that rulemaking is intended to address?

· If there are major reliability concerns, is a WUTC rulemaking process the best means to address the issue?  Should this investigation be an NOI rather than a rule making?  Would other processes, including existing regulatory tools and legislative efforts, provide more effective solutions?  Shouldn’t public agency utilities be included to make the process more meaningful?

· Would additional rules that may result from this process (including data collection) provide true and lasting consumer protections?  Would real consumer protection be achieved by imposing potentially burdensome requirements that directly or indirectly impose undue costs on customers?  How much will it cost to improve reliability?  To what extent are the costs worth the expected gains?  Are consumers willing to pay for reliability improvements, when from their perspective, there is no reliability problem?  Which customers should pay these costs?

· Would broad performance-based ratemaking approaches, consistent, for example, with the WUTC’s approach in developing PSE’s Service Quality Index, be a better tool to protect customers?  If so, what are the appropriate incentives and penalties to promote reliability goals?  What steps should be taken to ensure that utilities with good performance and not penalized for success?

Summary of Comments

· Evidence suggests the Commission’s goal to protect consumers may not be well served by new rules focused on electric reliability.

· The additional costs to customers of prescriptive approaches must be carefully considered when arriving at solutions.  True consumer protection involves cost-control as well as service enhancement.

· The  WUTC has already demonstrated an ability to encourage beneficial reliability investments. The WUTC’s approval of PSE’s Service Quality Index, the success of the Tree Watch program, and a promising silicone injection program are some examples. 

· Potential disincentives to invest in reliability where “inefficient competition” exists between natural monopolies, such as the potential for uneconomic bypass, may be more effectively addressed in revisions to state law.

· Reliability rules that seek to collect standardized reliability measures may be of limited value since only three electric service providers in this state are under WUTC jurisdiction.  Further, the cost of properly implementing such a data collection system may be greater than its benefit.

· Additional rulemaking may be counter-productive and needlessly burdensome where markets can respond to economic needs without regulatory intervention. 

Purpose of This Review
Is a Broad Rulemaking Process Needed at This Time?
PSE urges the WUTC to consider whether such a rulemaking review is needed at this time. This consideration is consistent with the first criterion in Executive Order 97-02 (“Need”). 

PSE believes the WUTC should examine: 1) whether a reliability problem or issue exists broadly within the State of Washington that needs addressing at this time, and, 2) whether a WUTC rulemaking process is the best means to address the problem, if it exists.  Perhaps a Notice of Inquiry would be a better process.

There does not appear to be compelling evidence of a broad reliability problem in this state.  While there may be some specific areas which currently may be experiencing reliability issues, it would appear those issues are being addressed by the individual utilities involved.   PSE offers its Service Quality Index (SQI) as evidence high standards of reliability have been maintained even while achieving cost savings.  Customer complaints also do not appear to indicate a broad reliability problem.  Out of 463 complaints logged at the WUTC involving PSE electric operations during the 1998-99 SQI year, only 16% of those were associated with service reliability.  This means out of our roughly 900,000 electric customers we had only 72 complaints associated with service reliability—which includes complaints associated with storm outages.  Where reliability issues in specific areas do exist, they must, of course, be addressed.  However, the broad sword of rulemaking is typically not the best solution to specific problems that may temporarily exist for a variety of reasons.

Even if a broad reliability problem were found to exist, it is hard to envision arriving at meaningful solutions without including the state’s public utilities. 

Regulatory Disincentives – Case-by-Case Solutions

The WUTC has demonstrated an ability to apply specific regulatory solutions in order to avoid inadvertent disincentives for least-cost investment in system reliability.  For instance, the WUTC approved accounting treatment for PSE’s “Tree Watch” program, which allowed this innovative, effective approach to reducing tree-related outages.

The WUTC also has shown that, where it is concerned with potential impacts of incentives on broader regulatory policies, case-by-case solutions can be highly effective. The Rate Plan and SQI developed for the WNG/Puget merger is a good example. In this case, concerns that reliability and service quality might suffer as the company sought to aggressively pursue merger savings were effectively allayed by the development of a strict service index.

PSE’s particular SQI may not be appropriate in all situations, but it is a good example of an effective regulatory approach for two reasons.  First, the SQI is fair because it does not stand alone—the SQI is part of a package that includes the Rate Plan.  PSE is at risk for penalties, but also has an opportunity for rewards through realizing merger savings. Second, the structure of the SQI avoids overly prescriptive regulation (i.e., “micro-management”). 

PSE continues to support the WUTC’s long-standing policy against “micro-management” as the most effective way to meet customer needs at the least cost.  Overly prescriptive rulemaking is the anti-thesis of that policy.  It is vital for utilities to have the latitude to innovate and to make complex and timely decisions in the most effective manner while adhering to broad requirements that meet the public interest. Overly prescriptive approaches can stifle innovation, increase costs, and, potentially compromise service to customers. 

If a problem does indeed exist, which does not appear to be the case, PSE believes that the use of broad measures, similar in scope to those adopted in the Service Quality Index, would prove a better means of protecting customers. This is particularly true where performance benchmarks reflect the performance of similar utilities within the industry as a whole.  If high performing utilities are measured against their own excellent performance, rather than against industry performance counter-productive disincentives for further improvement will be built into the system.   PSE also believes that any such system must include incentives as well as penalties to be most effective.

Market Structure Issues
In the WUTC’s 6560 report, page 8-14, the Commission describes what can be characterized as inefficient competition between natural monopolies.  Because Washington is one of only a few states that does not have certificated or exclusive service territories for electric utilities, PSE agrees that the opportunity for uneconomic and inappropriate bypass exists in this state and should be eliminated.  Should the WUTC find that investor-owned utilities are not making sufficient reliability investments for any reason, the Commission should attempt to address potential underlying causes such as uneconomic bypass.  The Commission should consider working with utilities and other interested parties to support necessary changes in State Law to provide for the establishment of certificated, exclusive service territories throughout the State of Washington.  Properly devised, territiorial certification can improve cost and reliability as well as prevent needless duplication while not unduly limiting competitive forces. 

Value of Consistent Data Collection
While PSE generally supports the collection of reliability statistics on a standardized basis, PSE urges the WUTC to remain vigilant in balancing the impact of incremental costs against potential benefits. Engineering statistics are one important management tool to address reliability issues.  However, ultimately, satisfying the interests of customers is most important.  As recognized in the WUTC’s 6560 report, consumer protection involves weighing customers’ needs and wants against their ability and willingness to pay.  PSE urges the Commission to also be mindful that public agency utilities should be subject to the same data collection and reporting requirements as investor-owned utilities if reliability standards are to be meaningful and effective. 

Market Mechanisms

The evolution of the broader market-based economy is a complex, dynamic and innovative process.  Additional rulemaking may be counter-productive and needlessly burdensome where markets can respond to economic needs without regulatory intervention.  PSE strives to work with its customers directly to meet their needs. This flexibility is essential.  For instance, the power quality needs faced by PSE’s customers are quite diverse.  The price-sensitive needs faced by certain industrial processes are far different from the power quality needs of high-tech firms.  Beyond this, individual firms have specific needs.  Prescriptive regulatory guidelines and performance standards in a dynamic, rapidly changing economy almost certainly would prove counter-productive.  The WUTC’s goal of providing consumers choice and flexibility would also be harmed. Flexibility is vital to allow customers to meet their varied while working with their local utility to devise the best means to meet their needs, including utility efforts and market-based solutions. The WUTC should be cautious in substituting regulatory strictures for effective market processes.

Conclusion
PSE appreciates this opportunity to provide comment and intends these comments to be useful to the WUTC as it considers this rulemaking process. In concert with the Governor’s Executive Criteria – in particular guidelines calling for a demonstration of “Need, Cost, Effectiveness and Fairness”, PSE  recommends an examination of the need for, and, scope of, a reliability review. PSE believes there are better alternatives for ensuring electric reliability than the proposed rulemaking process.   PSE looks forward to providing additional comments, as requested by the Commission, at any time.

If I can be of any additional assistance, please contact me at (425) 462-3272.

Sincerely,

George R. Pohndorf

Director, Regulatory Planning

