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PUGET SOUND ENERGY, INC.
FOR AN ACCOUNTING ORDER


I.
INTRODUCTION

 AUTONUM 
In accordance with WAC 480-07-370(b), Puget Sound Energy, Inc. ("PSE" or the "Company") respectfully petitions the Commission for an order that authorizes the accounting treatment detailed in this Petition for a payment due on April 27, 2006 that is related to PSE's purchase of power from Chelan Public Utility District No. 1 ("Chelan PUD") under a new power sales agreement (the "Chelan Contract").  PSE requests that the Commission issue the requested order by April 26, 2006, so that a Commission order is in place by the time that PSE is required to provide an upfront capacity reservation charge payment in the amount of $89 million to Chelan PUD. 
 AUTONUM 
PSE is requesting in this Petition that the Commission approve:  (1) deferred accounting treatment of the $89 million payment; and (2) the booking of carrying charges on that payment at PSE's approved net of tax rate of return.  PSE is not requesting in this Petition that the Commission address:  (1) the prudence of PSE's entry into the Chelan Contract; or (2) the rate treatment for recovery of PSE's $89 million capacity reservation charge payment and carrying charges on that payment.  PSE is currently presenting its case on these latter two issues in its general rate case, Docket No. UE-060266 et al., which was filed with the Commission on February 15, 2006.  Thus, the Commission will have before it in the general rate case proceeding the evidence and arguments necessary to address the prudence and rate treatment issues. 
 AUTONUM 
PSE is engaged in the business of providing electric and gas service within the State of Washington as a public service company, and is subject to the regulatory authority of the Commission as to its retail rates, service, facilities and practices.  Its full name and mailing address for purposes of this proceeding are:

Puget Sound Energy, Inc.
Attn:
Karl R. Karzmar

Director of Regulatory Relations
P.O. Box 97034
Bellevue, Washington 98009-9734

PSE's representative for purposes of this proceeding is:


Kirstin S. Dodge
Perkins Coie LLP
10885 N.E. Fourth Street, Suite 700
Bellevue, WA 98004-5579
Phone: 425-635-1407
Fax:
425-635-2400
kdodge@perkinscoie.com
 AUTONUM 
Rules and statutes that may be brought at issue in this Petition include RCW 80.01.040, RCW 80.28.020, and WAC 480-07-370(b).

II.
BACKGROUND

 AUTONUM 
PSE and Chelan PUD are parties to two separate cost-based long-term power sales agreements pursuant to which PSE purchases significant portions of the aggregate output of the Chelan PUD's Rocky Reach and Rock Island hydroelectric projects on the Columbia River.  These existing contracts are set to expire, in the case of output from Rocky Reach, on October 31, 2011 and in the case of output from Rock Island, on June 7, 2012.  
 AUTONUM 
Output from Chelan PUD's Rocky Reach and Rock Island hydroelectric projects has for decades been the backbone of PSE's existing resource base, providing seasonal and daily load shaping energy and capacity benefits in addition to necessary ancillary services.  This output helps to ensure PSE's ability to meet base-load, daily and seasonal peaking requirements, integrate existing and incremental wind or other variable production resources into PSE's supply portfolio, and provides increased certainty related to modeling and determination of PSE's future resource needs and supply alternatives.  PSE has long understood that continued access to the output of Chelan PUD's projects is a critical component of PSE's long-term electric portfolio management strategy, however, PSE's current contracts with Chelan PUD do not provide PSE with rights of first refusal, first offer or any extension.  
 AUTONUM 
PSE and Chelan PUD recently entered into a new power sales agreement effective February 1, 2006, which provides for the cost-based sale of 25 percent of the output of both the Rocky Reach and Rock Island projects to PSE.  PSE will also receive specified ancillary services under the new contract.  In exchange, PSE is obligated to pay 25 percent of the projects' costs during the term of the Chelan Contract.  PSE is also obligated to make a one-time, upfront capacity reservation payment to Chelan PUD of $89 million.  Under the terms of the Chelan Contract, and due to FERC's approval on March 28, 2006, of the PSA under Section 22 of the Federal Power Act (copy provided as Exhibit A to this Petition), PSE is obligated to make that $89 million payment to Chelan PUD by April 27, 2006.
 AUTONUM 
The term of the new Chelan Contract is for 20 years, with power sales commencing on November 1, 2011 for the Rocky Reach hydroelectric project and on July 1, 2012 for the Rock Island hydroelectric project.  The new contract will expire on October 31, 2031.

III.
PROPOSED ACCOUNTING TREATMENT

 AUTONUM 
The Company proposes in this Petition to defer the $89 million payment to Chelan PUD as a regulatory asset, with interest accrued at PSE's net of tax rate of return in effect until the commencement of power sales under of the Chelan Contract (November 1, 2011).  
 AUTONUM 
As set forth in PSE's pending general rate case, PSE believes that such deferred amounts, plus accrued interest, should then be amortized over the life of the contract (20 years).    PSE is further proposing in its pending general rate case that when amortization begins, the $89 million payment plus accrued interest be included in ratebase and interest deferral cease.  
 AUTONUM 
By deferring the payment and carrying costs for the $89 million until power is received under the Chelan Contract, it insures that the customer receiving the benefit of the contract pays for the costs of the contract.  In addition, by amortizing the $89 million, with carrying costs, over the life of the contract, a major up-front cost of obtaining the contract is allocated equitably over the life of the contract.  Inclusion of PSE's carrying costs for the deferred $89 million is appropriate because the Company must borrow the funds to make this payment by April 27, 2006, and will not have such funds available for other purposes.  As discussed in PSE's prefiled direct testimony in the general rate case, the deferral of this payment, accrual of interest at the net of tax rate of return and the resulting amortization of the regulatory asset plus its carrying costs over the life of the contract, were taken into consideration when determining the levelized cost for the Chelan Contract.
 AUTONUM 
In any event, PSE believes that it is appropriate that the Commission now authorize deferred accounting treatment of the $89 million payment and the booking of carrying charges on that amount since PSE must make this payment to Chelan PUD by April 27, 2006, long before the general rate case concludes. 
IV.
PRAYER FOR RELIEF

 AUTONUM 
Based on the foregoing, PSE respectfully requests that the Commission issue an Accounting Order in the form attached as Exhibit B by no later than April 26, 2006.


DATED this ___ day of April 2006.

PERKINS COIE LLP


By 



Kirstin S. Dodge, WSBA #22039
Attorneys for Puget Sound Energy, Inc.

VERIFICATION

STATE OF WASHINGTON
)





)
ss.

COUNTY OF KING

)

Karl R. Karzmar, being first duly sworn, on oath deposes and says:
That he is Director of Regulatory Relations with Puget Sound Energy, Inc., that he has read the foregoing Petition of Puget Sound Energy, Inc. for An Accounting Order, that he knows the contents thereof, and that he believes the same to be true to the best of his knowledge and belief.

__________________________________
Karl R. Karzmar
SUBSCRIBED and SWORN to before me this _____ day of April 2006.






Print Name:

Notary Public in and for the State of Washington, residing at 

My commission expires:

Exhibit A

FERC Order Granting Approval Under Section 22 Of The Federal Power Act,
114 FERC ¶ 61,314 (March 28, 2006)
Exhibit B

Proposed Order
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