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I.
INTRODUCTION
Q.
Please state your name and business address. 

A.
I am Roland C. Martin. My business address is the Richard Hemstad Building, 1300 S. Evergreen Park Drive S.W., P.O. Box 47250, Olympia, WA  98504.

Q.
By whom are you employed and in what capacity?  

A.
I am employed by the Washington Utilities and Transportation Commission as a Regulatory Analyst.

Q.
How long have you been employed by the Commission?
A.
I have been employed by the Commission since May 1982.

Q.
Would you please state your educational and professional background?

A.
I graduated from the University of the Philippines in April 1975, receiving a Bachelor of Arts in Business Administration with a major in marketing management. I also received a degree of Bachelor of Science in Commerce, with a major in accounting, from University of Pangasinan in March 1980. On an ongoing basis, I attend classes on regulation and ratemaking.


During my employment at the Commission, I have performed accounting and financial analysis of regulated utility and transportation companies both independently and jointly with other analysts, either as lead or as member of a team. Over my career at the Commission, I have testified in several general rate case proceedings and have presented Staff recommendations on accounting and revenue requirement issues in Commission open meetings. I have reviewed numerous other regulatory filings, including mergers and acquisitions, petitions for declaratory orders and waivers of Commission rules, accounting petitions, transfers of property, periodic cost adjustments, tariff rider and tracker mechanisms, and periodic compliance reports. 

II.
SCOPE OF TESTIMONY

Q.
What is the purpose of your testimony in this proceeding?

A.
I present Staff’s overall recommendation regarding Puget Sound Energy’s (“PSE” or the “Company”) revenue deficiency and the new Power Cost Rate to be used prospectively in PSE’s power cost adjustment mechanism (“PCA”). This recommendation incorporates the results of the other Staff team members:  Mr. Douglas Kilpatrick, who concludes that the Company’s acquisition of the Goldendale Generating Station is prudent, and Dr. Yohannes Mariam, who accepts the Company’s estimate of all other power supply costs, except for a downward adjustment of approximately $5.6 million related to Colstrip forced outage rates. 


I also discuss two specific revenue requirement adjustments proposed by the Company that Staff recommends should be rejected by the Commission. These are: (1) PSE’s Adjustment 13-Tenaska Flow-through Tax True-up; and (2) the Company’s adjustment to Other Power Supply Costs for “San Diego v. Sellers” litigation costs in Federal Energy Regulatory Commission (“FERC”), Docket No. EL00-95-000 et al.   


Finally, I recommend a formal collaborative to evaluate whether current power cost recovery mechanisms should be maintained or modified.
Q.
What is the result of the Staff revenue requirement analysis in this case?

A.
Staff’s analysis shows a revenue deficiency of $ 67,096,999 (3.82% increase) associated with power costs. This revenue deficiency results in a new Power Cost Rate of $62.754 per MWh. 


The revenue deficiency of $67 million exceeds the amount generated by the filed tariff in this case ($64 million). The Commission’s ability to grant PSE rates to recover that additional revenue is a legal issue that counsel will address in brief.
Q.
Do you sponsor any exhibits in this proceeding?

A.
Yes, I sponsor the following exhibits:


Exhibit No. ___ (RCM-2), Restating and Pro forma Power Cost Adjustments


Exhibit No. ___ (RCM-3C), PCA-2 Power Cost Rates and Exhibits


Exhibit No. ___ (RCM-4), Revenue Deficiency Calculation


Exhibit No. ___ (RCM-5), Allocation of PCORC Revenue Deficiency

Exhibit No. ___ (RCM-6), Statement of Current and Proposed Revenues

III.
DISCUSSION

Q.
Please describe Exhibit No. ___ (RCM-2), Restating and Pro forma Power Cost Adjustments.
A.
This exhibit portrays the test year cost elements used to determine the Power Cost Rate. It contains the actual test year-ended December 2006 Power Costs, a summary of the various restating and pro forma adjustments, the adjusted Power Costs in whole dollars and in dollars per megawatt hour, and the supporting calculation for each adjustment. The exhibit parallels PSE witness Mr. Story’s Exhibit No. ____ (JHS-5), which was updated on May 23, 2007 by Exhibit No. ___ (JHS-10). Staff’s adjustments that differ from the Company’s are labeled “Contested” for ease of identification.
Q.
Please describe your exhibit in more detail.

A.
Beginning on page 1 of Exhibit No. ___ (RCM-2), the first column entitled “Test Year Actual, 12 months ended December 31, 2006” reflects the test year Power Cost Amounts. Adjustments 1 through 13, on pages 1 and 2, show the individual impact of Staff’s proposed restating and pro forma adjustments to PSE’s Power Cost accounts. As mentioned earlier, the columns labeled “Contested” for Adjustments 1, 2, 11, and 13 represent the areas where Staff and the Company disagree. The total test year amounts, net of all adjustments before consideration of Adjustment 13, is shown on page 2, the fourth column entitled “Adjusted 12 months ended December 31, 2006”. The fifth column, entitled “TENASKA FLOW THOUGH TAX TRUE-UP”, is blank because Staff recommends the rejection of Adjustment 13 proposed by PSE. The last two columns show the average cost rates (in $/MWh) for each line item and for the total of all Power Costs. Pages 3 through 15 support each of the Adjustments 1 through 12, and the rejection of Adjustment 13. Pages 16 and 17 are identical to the Company’s corresponding adjustments for Adjustment 14 regarding temperature normalization and Adjustment 15 for the updated conversion factor for revenue sensitive items.  
Q.
Please briefly discuss what is shown in Exhibit No. ___ (RCM-2) page 1, lines 3 through 28.

A.
Lines 3 through 5 are the production-related regulatory assets and rate base values used to determine the Power Cost amounts on lines 10 through 12. Line 7 is the “Net-of-tax rate of return” that is used to calculate the return on rate base and regulatory assets on lines 3 through 5. Lines 10 through 12 are the return grossed-up for federal income taxes on the rate base and regulatory assets. Lines 13 through 28 are the Power Cost operating expense items included within the PCA mechanism.
Q.
Please discuss the adjustments in Exhibit No. __ (RCM-2) that are labeled “Contested”.

A.
The Company’s Adjustment 1-Power Cost, Adjustment 2-Sales for Resale, Adjustment 4-Goldendale, and Adjustment 11-Production Adjustment have been revised by Staff due primarily to Dr. Mariam’s adjustment for Colstrip forced outage rates. An additional revision reflected in Adjustment 1-Power Cost, page 1, line 15 relates to the “San Diego v. Sellers” litigation costs, which I will discuss next.
A.
San Diego v. Sellers Litigation Costs

Q.
Please discuss your adjustment for San Diego vs. Sellers litigation costs.
A.
This adjustment excludes expenditures tracked in work order 55700164, “San Diego v. Sellers”, in the amount of $550,049 incurred during the test period ending December 31, 2006.

Q.
What is “San Diego v. Sellers”?

A.
In response to Staff Data Request No. 072, PSE stated:

[T]he case ‘San Diego v. Sellers’ is the name of the original proceeding that became more commonly known as the California Refund Proceeding, originally filed in August 2000 . . . As the case has progressed, multiple other claims and appeals have branched from it or been included in it, including investigations of trading activities in the ISO market. At this time, legal costs related to any of these proceedings are expensed to account 55700164, “San Diego v. Sellers”.

Q.
Why should the Commission disallow the San Diego v. Sellers litigation costs?
A.
 PSE stated in its response to ICNU Data Request No. 01.036 “that the rate year may not include costs for this specific litigation, but will likely include costs for other power cost-related legal issues.” However, no analysis or justification for other legal issues was provided by the Company in that data request response or elsewhere. The incurrence and amount of those costs, therefore, is uncertain and speculative, and it is inappropriate to include them as a pro forma adjustment for ratemaking purposes. 
Q.
Should costs similar to the San Diego v. Sellers litigation costs continue to be included as an element of the Power Cost Rate in future general rate cases, PCORCs and PCAs?
A.
No. The Commission should order that similar litigation costs be excluded from the Power Cost Rate and reclassified as non-power cost for ratemaking purposes. This type of cost is not a direct cost of power delivered to PSE’s system, which the PCA is intended to measure.
Q.
What is the impact of Staff’s adjustment?

A.
The adjustment reduces PSE’s proposed rate year level of Other Power Expense by $550,049, or $535,693 after production factored to test year.

B.
Tenaska Flow Through Tax True-Up
Q.
Please explain the Company’s Adjustment 13-Tenaska Flow-through Tax True-Up.

A.
The Company proposes to correct a tax calculation error from the last general rate case associated with the Tenaska amortization expense. In its determination of pro forma power costs, PSE used the pro forma tax benefit of the increasing higher book amortization expense, rather than straight line tax amortization expense.
Q.
Why should the Commission reject the Company’s adjustment?
A. The Commission should reject the Company proposal for several reasons.  First, the proposed adjustment is outside the scope of a PCORC. It is an attempt by the Company to broaden the power costs subject to adjustment and true-up in the PCA mechanism. It misuses tariff Schedule 95 that is designed to handle interim increases in specific power cost elements. As Mr. Story testifies on page 20, line 3 of Exhibit No. ___ (JHS-1T), the increased revenues collected under Schedule 95, as a result of Adjustment 13, “become part of general rates that are not power cost related.” (Emphasis added).  
In fact, the Settlement Terms for the PCA (included as Exhibit A to the Settlement Stipulation in PSE general rate case Docket Nos. UE-011570 and UG-011571) distinguish between power costs and all other costs in general rates in order to single out the relative portion of the Company’s rate to be adjusted by the PCA and in the periodic “Power Cost Only” review. The Settlement Terms provided a Total Revenue Requirement Table that lists the fixed and variable components of the Power Cost Rate. There are no provisions for federal income tax (“FIT”) impacts of book versus tax differences on power cost expenses, which are dealt with in a general rate case proceeding.
Q.
Are there other reasons to reject the Company’s Adjustment 13?
A. 
Yes. In Exhibit No. ___ (JHS-1T), page 10, lines 19 and 20, and in response to Staff Data Request No. 067, the Company states that the Tenaska flow-through tax true-up, Adjustment 13, “corrects an error in the tax calculation that is associated with power costs in WUTC Docket No. UE-060266 . . . where all relevant factors for rate setting were considered.” The rates resulting from that proceeding took effect on January 13, 2007, and were found to be fair, just, reasonable, and sufficient. The period for reconsideration and clarification to address any errors has passed. If there is an error in the calculation, the correction should be done in the next general rate case, not in a PCORC, which does not measure the Company’s total need for rate relief. 
In addition, this is not a typographical error or a simple error in mathematics. This is an error in the theoretical operation of the adjustment. PSE tax-effected the increase in book amortization expense, which should not have been done.
Finally, the Company’s calculation of Adjustment 13 is very problematic because it begins by retroactively reaching back to amortization expense figures in the test year of the last general rate case (Docket No. UE-060266) and, then, reaches forward to this PCORC’s rate year expense level. This ignores the fact that the test year in this proceeding is the year-ended December 2006 and makes this PCORC a dual test-year process, which is inconsistent with ratemaking principles and policies. 
Q.
How does PSE attempt to justify its Adjustment 13?
A.
The Company stated that the adjustment is similar to the procedure used in the 2005 PCORC (Company response to Staff Data Request No. 064). However, the 2005 PCORC was a settled case and, therefore, is not precedent in this proceeding. 
Moreover, the 2005 PCORC adjustment directly contradicts the procedure now being proposed by PSE because the earlier adjustment removed certain deferred tax expense that PSE recognized was outside the scope of adjusting the Power Cost Rate. In that proceeding, Mr. Story acknowledged that deferred tax credits that offset current taxes are not part of the Power Cost Rate, and belong in the non-power cost portion of general rates. (Direct Testimony of John H. Story, Exhibit No. 13 (JHS-1T), page 20, lines 10-15, Docket No. 050870). In contrast, the current proposal inappropriately includes an FIT element that increases the Power Cost Rate.  
C.
Remaining Exhibits
Q.
Please explain Exhibit No. ___ (RCM-3C), Power Cost Rate.
A.
This exhibit mirrors Mr. Story’s Exhibit No. ___ (JHS-6C) which was updated by Exhibit No. ___ (JHS-11C). Exhibit No. ___ (RCM-3C), pages 1 through 10, are based on, and support, Staff’s “Adjusted 12 months ended December 31, 2006” amounts and average $/MWh rates shown on page 2 of Staff’s Exhibit No. ___ (RCM-2). The Power Cost Rate as calculated on the first page, line 37, of Staff Exhibit No. ___ (RCM-3C) will be the rate used for calculating the revenue deficiency and in the PCA settlement process, to be conformed to the final order in this docket. 
Q.
Please explain Exhibit No. ___ (RCM-4), Revenue Deficiency Calculation.
A.
Exhibit No. ___ (RCM-4) shows the calculation of Staff’s revenue deficiency. This exhibit simply calculates the change in the current and proposed “grossed up” PCA rate multiplied by the pro forma test year volumes. The result is Staff’s recommended revenue deficiency of $67 million, which is approximately a 3.8% increase over the current rates that took effect on January 13, 2007.
Q.
Please explain Exhibit No. ___ (RCM-5), Allocation of PCORC Revenue Deficiency.

A.
This exhibit portrays the allocation to rate schedules of the revenue deficiency from my preceding exhibit. The methodology is identical to that used by Company witness Mr. Hoff in his comparable exhibit. Staff and Company allocation results differ only due to the difference in our recommended revenue deficiency.
Q.
Finally, please explain Exhibit No. ___ (RCM-6), Statement of Current and Proposed Revenues.
A.
This exhibit reflects the amount and percentage of revenue increases by customer class that will be collected through Schedule 95. This is comparable to Mr. Hoff’s supplemental filing Exhibit No.___ (DWH-8). Again, the difference between Company and Staff figures are due solely to the different revenue deficiency recommendations.
D.
Power Cost Collaborative
Q.
Do you have further comments related to this and future PCORC proceedings?

A.
Yes. Staff recommends that the Commission order a formal collaborative to study whether the current PCA and PCORC should be continued, modified, or replaced. It has been several years since the inception of these mechanisms and the time is ripe to consider whether they remain in the public interest.

Q.
Has a similar collaborative process for evaluating power cost recovery mechanisms been used by the Commission before? 

A
Yes. In the Commission’s 11th Supplemental Order in Docket Nos. UE-921262 et al., a general rate proceeding of Puget Sound Power & Light Company (“PSPL”), PSE’s predecessor company, the Commission ordered a collaborative to evaluate PSPL’s periodic rate adjustment mechanism (“PRAM”). The Commission further directed that at the conclusion of the evaluation and no later than a date certain, PSPL report to the Commission on the status of the collaborative. The PRAM provided total revenue requirement recovery in two categories of costs (base costs and resource costs), each subject to a different annual adjustment mechanism. The base costs were subject to a decoupling mechanism while the resource costs were subject to an energy cost adjustment mechanism.

Q.
What was the outcome of that collaborative? 

A.
All parties agreed and jointly proposed that the PRAM should be terminated. The Commission accepted and approved the parties’ proposal to eliminate the PRAM. See WUTC v. PSPL, 3rd Supplemental Order, Docket No. UE-950618 (September 21, 1995).
Q.
Your recommendation contemplates a comprehensive evaluation of the Company’s current power cost recovery mechanisms. Please provide an example of specific areas that a collaborative should evaluate? 

A
As an example, the collaborative should examine the adequacy of the current procedural timeframe and administrative processes of the mechanisms. In this proceeding, the Company’s case was filed on March 20, 2007 and other parties filed their cases on June 15, 2007. This allowed less than 3 months for review, discovery, case development and finalization. 
Moreover, this case concerns approximately a $1.3 billion revenue requirement to be recovered from ratepayers. A collaborative should address whether existing procedures are adequate for such a significant matter.



Q.
Do the PCA Settlement Terms have any bearing on this issue? 

A
Yes. Paragraph 11 of the Settlement Terms for the PCA provides:


One objective of a new resource proceeding is to have the new Power Cost Rate in effect by the time the new resource would go into service. Upon receipt of such filing, hearings would be scheduled to review the appropriateness of adjusting the Power Cost Rate and/or adding new resource costs to the Power Cost Rate. These hearings would consider only power supply costs included within the Power Cost Rate. It is contemplated that this review would be completed within four months. Within 30 days following the four month review, the Commission would issue an order determining the appropriateness of all power costs included in the Power Cost Rate and the prudence of any new resource (with a term greater than two years) acquisition.

Although the Commission clarified that this provision expressed only the parties’ intentions to seek expedited treatment, the Commission has generally met that objective in this and prior PCORCs. This objective should be re-examined during the collaborative to determine if there is a commensurate recognition of the risk that is shifted from the Company to ratepayers by such expedited treatment.


Furthermore, Paragraph 11 provides that hearings would be scheduled to review a filing and that that review is to be completed within four months. This means that Staff, Public Counsel and intervenor response cases must be filed well before the four month period expires, especially since the case schedule must also accommodate the filing and review of Company rebuttal testimony. The Commission should evaluate whether it is appropriate to examine a significant portion of the Company’s revenue requirement in a period of time that is significantly shorter than a full general rate case.
Q.
Can you list other potential areas that a collaborative should examine?

A.
Yes. In this proceeding on May 23rd, the Company filed updates, in the form of supplemental testimony, exhibits and supporting work papers that significantly increased the proposed revenue requirement from the original filing. The collaborative would examine what components of power cost may be updated, or whether updates should be allowed at all since they challenge Staff and other parties with a moving target and speculation of what will ultimately be filed. Only the Company has control of these factors. There are no current ground rules about the timing or frequency of updates. The collaborative should address whether there should be such ground rules.

Additional areas for collaborative review are: a) Frequency of PCORC filings; b) Identifying other costs, such as San Diego v. Sellers litigation costs and Tenaska tax true-up, to exclude from the calculation of the Power Cost Rate used to determine revenue deficiency and PCA settlement; c) Changes in the PCA dead bands and sharing bands; and d) General standards for estimated costs. The collaborative would produce a more comprehensive list of areas to be examined as it progresses.
Q. When do you recommend that the collaborative be convened and completed?

A.
The Commission should order the parties to convene the collaborative as soon as this proceeding is concluded. The collaborative would determine a schedule for completing its work prior to the Company’s filing of its next general rate case, presently expected to be no later than April 15, 2008.
Q.
How will the results of the collaborative be submitted to the Commission?

A
PSE will report the results of the collaborative when it files its direct case in the next general rate case. Other parties may respond to that report in their response cases in that filing.
Q.
Does this conclude your testimony? 

A.
Yes, it does. 
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