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I.
INTRODUCTION

Q:
Please state your name, business address and present position with Puget Sound Energy, Inc.

A:
My name is Susan McLain.  My business address is One Bellevue Center, Suite 1500, 411 – 108th Ave. N.E., Bellevue, Washington 98004.  I am the Vice President, Operations – Delivery for Puget Sound Energy, Inc. ("PSE" or "the Company").

Q:
What do your responsibilities as Vice President, Operations – Delivery include?

A:
I am responsible for all activities associated with the Company's distribution of gas and electricity ("Delivery Operations").  This includes: system planning; safety and standards; system design and engineering; system construction and maintenance; substation construction, operations and maintenance; contractor and project management; system controls and protections; dispatch; emergency response; system mapping; lighting programs; quality assurance and control; operations analysis; purchasing and materials management; fleet management; and labor relations.

Q:
What is your educational and professional experience?

A:
My educational background is described in Exhibit SML‑2.

Q:
What is the purpose of your testimony?

A:
I will describe PSE's Delivery Operations, including our significant activities and accomplishments over the last several years and our work to control costs associated with Delivery Operations.  In addition, I will describe the management processes and tools that provide the context in which we undertake such operations.  I will also discuss challenges PSE faces over the next few years in these areas, and some of the proposals we are making in this rate case to address such challenges. 

Q:
Would you please summarize your testimony? 

A:
PSE is providing high quality service to its customers and is improving system safety and reliability.  Among other things, PSE is doing an excellent job of meeting the Service Quality Indices (SQIs) established with the Commission in 1996.  At the same time, PSE has significantly lowered its operations and maintenance costs per customer over the past five years.  PSE has been able to achieve these results in large part because of the clear corporate objectives (to provide best service at lowest cost) and management processes and tools that we have implemented.  



PSE faces a difficult challenge if it is to continue to hold costs down in the future.  We are finding that the level of investment required for additional improvement is significant.  We are also facing increased demands on our system and the need to address requirements and challenges of specific customer groups such as municipalities and new, high-load customers.  In order to address such issues, I describe several revisions to PSE's tariff schedules that are presented in this rate case.  

II.
PSE IS PROVIDING EFFICIENT, LOW COST SERVICE WHILE IMPROVING SERVICE QUALITY

Q:
How do PSE's costs compare with its historical costs? 

A:
PSE utilizes an O&M cost per customer benchmark to measure its cost performance.  This benchmark measures all costs associated with running the distribution and customer contact aspects of our business, and includes all administrative and general expenses.  It excludes capital depreciation and energy supply costs.  We have significantly reduced our cost per customer over the past several years, from $187 per customer in 1995 to $155 per customer in 2000.  Looking at the electric costs in isolation, we dropped from $210 to $187 per customer during this time period, and the gas costs dropped from $146 to $105 per customer.

Q:
How do PSE's costs compare to other utilities? 

A:
As described in the testimony of John Shearman, PSE is one of the lowest cost providers of gas and electricity in the United States.  

Q:
Has PSE's service quality suffered as a result of its cost control efforts? 

A:
No.  Since the merger between Puget Sound Power & Light and Washington Natural Gas, we have used the Service Quality Indices approved by the Commission in 1996 as an indicator of whether we are providing high quality service.  SQIs related to Distribution Operations are:

(
Field Service Operations Transaction Customer Satisfaction – Percent of customers "satisfied" with services performed in the field (based upon third party sampling and surveying).  Benchmark requires at least 85% of customers are satisfied.

(
System Average Interruption Duration Index (SAIDI) – Length of non-storm power outages over 12 months.  Benchmark requires the average customer will experience no more than 149.4 minutes of outage (the benchmark was toughened starting in 2001 to 142.7 minutes per average customer per year).

(
System Average Interruption Frequency Index (SAIFI) – Frequency of non-storm power outages over 12 months.  Benchmark requires the average customer will experience no more than 1.473 outages (the benchmark was toughened starting in 2001 to 1.428 interruptions per average customer per year).

(
Gas Safety Response Time – Average time, from customer call to arrival of field technician, responding to a natural gas incident.  Benchmark requires on average PSE will arrive on the scene within 55 minutes of a reported natural gas incident.

(
Missed Appointments – Percent of in-home service appointments that are kept.  Benchmark requires PSE will meet at least 92% of all in-home service appointments.


Over the past several years, PSE has met or exceeded these SQIs, as shown in Exhibit SML‑3.  

Q:
Would you please discuss some of the highlights of PSE's SQI performance in Distribution Operations? 

A:
PSE improved its "Field Service Operation Transaction Customer Satisfaction" from 89% in our first report of September 1997, to 91% in 2001.  Average response time to gas emergencies has dropped from an average response time of 45 minutes, to 41 minutes.  We met appointment commitments 94% of the time in 1997, and we have again improved our performance to 95% in 2001. 

Q:
What is PSE's performance with respect to SAIDI and SAIFI, and what are PSE's views on the existing measurement on an annual basis? 

A:
We have exceeded the SAIDI and SAIFI benchmarks for each SQI period.  However, there has been year-to-year fluctuation.  Because of the impact of weather and other factors, we believe longer-term averages are a more appropriate way to examine improvements in reliability than annual reporting.  A ten-year average of SAIDI and SAIFI was used when the original baselines were established for our SQI targets.  Ten years of history helps to factor out individual year-to-year variability due to weather or other factors and was used in the comparisons for both gas safety and electric reliability reviews which follow.  

Q:
What is PSE's outage performance when using a ten-year average? 

A:
The average number of outages (SAIFI) PSE's customers experienced dropped approximately 12% when comparing the 1987-1996 ten-year average to the 1991-2000 ten-year average, as shown in Exhibit SML‑4.  The length of our average outage (SAIDI) has remained constant during these two time periods, as shown in Exhibit SML‑5.

Q:
Are there other factors that affect PSE's outage reportings? 

A:
Yes.  PSE's automated meter reading system (AMR) and voice response unit (VRU) provide additional reporting mechanisms for our customers and additional information to our system operations personnel.  The AMR system transmits a signal to the customer information system when two or more meters on a transformer are without power.  The VRU allows the customer to enter their outage information without speaking to a representative.  These combined technologies have increased PSE's recording of the number of outages and the length of the outages.  Previously, our customers would have to wait to speak to an Access Center representative in order for us to know an outage had occurred.  Often the wait would frustrate our customers and outages would go unreported.  


Although more accurate outage reporting may have the undesirable impact of making our performance appear as though it has degraded, the improved data quality has allowed us to identify and address the cause of many more outages.  

Q:
Please describe PSE's performance with respect to gas leaks? 

A:
Although gas leaks are not reported as an SQI, PSE internally monitors its gas leak performance and works aggressively to provide safe and reliable performance on the gas system.  We promptly and reliably repair leaks, retrofit and replace leak-prone systems, and protect gas pipe from corrosion to prevent leaks.  PSE is able to benchmark its efforts against its own performance and against others in the industry by examining reports filed with the U.S. Department of Transportation – Office of Pipeline Safety, which report repaired leaks.  These reports show that PSE has decreased the amount of leakage on our gas system, as evidenced by the reduction in the numbers of repaired leaks on mains by 58% when compared against our 10-year average.  PSE's performance is also significantly better than the industry average, as shown in Exhibit SML-6.  On our individual customer service lines, PSE has reduced the number of repaired leaks 25% from our 10-year average, and performs better than the industry average as shown in Exhibit SML‑7.  At present, the majority of our leaks are caused by third-party dig-ups. 

Q:
Has PSE undertaken service quality efforts other than those measured by the SQIs?  

A:
Yes.  In 1999, we began tracking both contractor and internal crew performance relative to compliance with internal PSE safe design standards.  Consistency and standardization are important since they help improve safety and reliability and efficient system development.  Our tracking efforts have resulted in improvement in the construction of our system relative to our standards.  Our program has evolved since its inception, our tracking mechanism has been refined, and areas of focus have been broadened to achieve higher quality craftsmanship.  Currently, this year's compliance for gas and electric installations is averaging 95% and 97% respectively.  



The Company has also undertaken a number of specific initiatives to improve system reliability and safety, as described in greater detail later in my testimony.  
III.
PSE HAS DEVELOPED A MANAGEMENT PHILOSOPHY AND TOOLS THAT PROMOTE HIGH QUALITY SERVICE AT LOW COST

Q:
What approach has PSE's management adopted to provide high quality service while controlling costs?

A:
At the time of the merger, the management team believed that it would be beneficial to clearly define a corporate strategy; in other words, what we wanted to become.  We determined that PSE's internal goal was to be "the best distribution company."  For PSE, being the best distribution company means providing the highest quality services at the lowest cost.  We have further defined what "being the best" means on an operational level, and we have measures in place so we know whether or not we are moving toward or away from our desired outcome.

Q:
How does PSE measure whether it is moving toward or away from this goal?

A:
PSE uses the SQIs described above as indicators of whether we are providing quality service.  PSE measures non-production O&M costs per customer to determine whether our costs are increasing or decreasing as measured against our historical costs, and to measure against other utilities. 

Q:
What management tools does PSE utilize to help achieve its goal?

A:
PSE regularly and consistently communicates the Company's direction within the Company to help ensure all employees are working, as a team, toward our goal of being the best distribution company.



The PSE management team also recognizes that the ability to implement is critical.  Having a great plan does not produce benefit; it is the execution of the plan where value is actually produced.  The management team believes that customers require results and failed effort rarely meets customer needs.  As a consequence, we hold each other and PSE's employees accountable for executing on planned actions.



For example, PSE has developed an annual goals program that holds employees accountable and rewards them for achieving PSE's goals through the incentive compensation program.  The goals and incentive compensation programs provide a mechanism to have business direction conversations with employees and to provide timely feedback on overall Company performance and the status of specific work-group initiatives.  
Q:
What other steps has PSE taken to encourage its employees to work toward being the "best distribution company"?

A:
The Company has developed on-line tools to provide employees with information pertaining to the Company's goals.  These tools include Intranet sites that provide:

(
Monthly updates on the progress of meeting goals;

(
A "goal of the week," which provides a more in-depth discussion of a particular goal, why it is important to customers and/or shareholders the goal be met, which employees are assigned to the goal, and what actions they are taking in order to have a successful outcome;

(
Articles on Corporate performance which cover topics such as our Corporate strategy on being "the best distribution company"; and

(
Presentation slides from various meetings, particularly slides from leadership meetings.


In addition, meetings are held between the officers and directors on a monthly basis.  Meetings are also held with the officers and all supervisory personnel three to four times per year.  This gives supervisors an opportunity to learn about the Company's strategy, obtain detailed information on how current events affect the strategy, and provides notice of anticipated future actions.  

Q:
How have PSE's customers benefited from these management processes?

A:
As described in my testimony and in the testimony of John Shearman, PSE has been very successful in providing quality service to its customers while controlling its costs.  Because we have been able to lower our costs, PSE's proposed rate increase is lower than what it otherwise might have been.  I believe that PSE's management processes have contributed to these excellent results.  

IV.
PSE HAS AGGRESSIVELY PURSUED MEASURES TO INCREASE EFFICIENCY AND REDUCE COSTS

Q:
How has PSE kept its costs so low relative to the industry as a whole?

A:
PSE has kept its costs low through measures directly impacting efficiencies, such as by implementing Total Energy System Planning, by strategically outsourcing certain work, by utilizing very efficient energy neutral business processes, and by deploying a platform of technology that supports a broad range of operational needs. 

Total Energy System Planning

Q:
What is "Total Energy System Planning"? 

A:
As part of the merger between the former electric and gas companies, PSE's management wanted to ensure that our system planning leveraged the combination of these companies, capitalized on the Company's ability to create joint delivery economies, and effectively utilized all economical developing technologies and practices.  The fundamental concept embraced by management was to provide customers more from the money that is invested in distribution infrastructure. 



Thus, while continuing to meet customers' day-to-day needs, the Company began employing a new planning approach, which we named "Total Energy System Planning."  This planning approach replaced the separate gas and electric planning processes and combined them into a single, energy-neutral planning and decisionmaking process.  Our System Planning engineers utilize system data and engineering modeling tools to identify potential areas of system weakness.  They evaluate multiple solutions both from an engineering and financial standpoint and they utilize analytical hierarchy techniques to assess and prioritize proposed programs and projects.  The process requires all planners to have an understanding of both gas and electric systems, how they can be leveraged and/or how problems can be solved with new, more efficient alternatives. 

Q:
Can you provide an example of how Total Energy System Planning has been implemented? 

A:
During 2001, planners used the Total Energy System Planning process to study the existing electric and gas system, proposed projects to serve load growth, improve reliability, and perform maintenance.  Proposed projects for the 2002 budget had benefits quantified through the Total Energy System Planning methodology.  One prioritized list was generated (rather than a gas list and an electric list).  As a result of the process, almost 500 projects were selected for calendar year 2002 funding.  The projects selected maximize benefits to customers and system performance.

Q:
Is the Company still developing the potential of Total Energy System Planning? 

A:
Yes.  We continue to make improvements in our policies, processes and tools.  For example, the most recent outage statistics show that our capital reliability projects appear to have favored SAIFI improvements over CAIDI ("Customer Average Interruption Duration Index") improvements.  As a consequence, System Planning is investigating this observation and, if accurate, will revise our Total Energy System Planning methodology accordingly.  

Q:
Has Total Energy System Planning influenced actions in other areas?

A:
Yes.  For example, in planning the electric system pre-merger, residential developments beyond the existing gas network were assumed to become all-electric homes.  The backbone infrastructure was planned and built with this in mind.  Post-merger, our planners know when the gas system may reach a particular area and when conversions are apt to take place.  This information was utilized in the development of new design standards.  New Customer Construction personnel use these standards, thus allowing for the proper sizing of both electric and gas system equipment.



Similarly, during the planning phase of a new high-pressure gas system, Planners look for cost-effective opportunities to extend or reroute the new gas installation to accommodate future distributed electric generation.  This is done in situations where the future use of distributed generation can offset or defer expensive electric infrastructure upgrades.


In reviewing our existing line extension policies, which have not been changed since before the merger, we found the Company had very different and potentially confusing approaches to line extension policies when comparing approaches taken for gas versus electric extensions.  As a consequence, we are submitting revised Gas Rule 7 and are consolidating Electric Schedules 85 and 86 as part of this rate case.  The revisions are intended to provide a consistent approach in our policies (minimizing customer confusion), reduce administration associated with having different types of policies, and promote and support the construction of safe and reliable gas and electric systems.  



In addition, prior to this rate case, evaluations of the cost of line extensions had not been updated for electric and gas since 1989 and 1994, respectively.  PSE recently has completed a cost evaluation and found that the tariff rates no longer provide cost recovery to PSE.  The revised line extension schedules will again provide for cost recovery. 

Outsourcing of Distribution Operations Work

Q:
Why did the Company decide to increase outsourcing of Distribution Operations work? 

A:
PSE historically has used outside contractors to perform work required to maintain its distribution system, such as for vegetation management, locating, and gas system leak surveying.  Contractors also performed a significant amount of gas and electric system construction.  During the 1990s, approximately 40% of our construction was performed through contractors. 



In 1999, the Company examined whether more of the distribution system tasks we historically had undertaken with internal labor could be performed by outside contractors.  The Company hired an outside consulting firm, McKinsey & Company, to provide consultation on this question.  The Company considered information such as whether other businesses had economies of scale the utility could not easily replicate, whether regional or national contractors existed who would compete to perform these services at lower costs than would be required for the Company to perform the work itself, and whether the Company could ensure the quality of work performed by outside contractors.  



The Company assigned experienced managers to a project task force to conduct additional feasibility work.  The task force's goal was to develop and implement a plan to transition from our traditional utility model to an asset management operation that was more like a competitive, market-driven business, which we refer to as the "Competitive Distribution Company" or "CDC" model.  The task force reviewed functions to determine which areas were more advantageous to be performed by others.  They performed cost analysis based on 1999 actual expenditures and workload volumes, and considered qualitative issues, such as interaction with end-use customers.  



Ultimately, the task force determined that outsourcing made sense in areas where repetition and application of best practices can provide efficiencies.  By applying this standard, the task force concluded that areas to be outsourced should include new customer construction functions, routine gas system maintenance, routine gas system construction, routine electric system maintenance, routine electric system construction and second response activities (i.e., restoration of service after an outage has been assessed and made safe and when service cannot be restored by an individual first-responder).  The task force also determined that unique construction projects should continue to be outsourced on a bid basis.
Q:
Did PSE also determine that a number of functions should not be outsourced? 

A:
Yes.  The task force determined that a number of functions should be retained in-house because they were not routine, or would involve significant direct interface with PSE's end-use customers, including system planning, applications engineering, quality control and assurance, safety, standards, contract management and administration, and system operations.  We also retained in-house a number of other functions, such as first response, system control and protection, and substation construction, operation and maintenance.  However, this second group of functions is being managed in the same fashion as our approach to service provider contractors -- with monitoring of service quality metrics and the costs to perform certain units of work, which can be used to compare against the marketplace.
Q:
Did PSE change its historical model for outsourcing work? 

A:
Yes.  PSE did not maintain its historical model of entering into individual contracts on a time and materials/expense basis.  Instead, PSE approached its relationship with contractors with the expectation of a longer duration relationship.  We developed contracts with defined scopes of work by unit, rather than multiple individual projects.  This requires the contractor to accept complete process accountability.  Under this arrangement, we are contracting for an "end product" and requiring the contractor to perform all critical activities needed to accomplish the end product.  This approach involves contractor performance of a broader range of services than traditional construction contracting methods.  
Q:
How did PSE implement this new model for outsourcing work? 

A:
We sent out Requests for Information to eleven national and regional contractors and evaluated the responses we received to determine which contractors would be qualified to bid on becoming our service providers.  After screening the responses, PSE asked six contractors to submit proposals.  The proposals received from the bidding firms were judged against 1999 costs and workload volumes and against each other to determine if significant cost savings were achievable.


We then considered whether or not we wanted multiple providers, and determined that a fewer number of service providers would be preferable to reduce administration costs and increase consistency and quality control.  We ultimately chose to have two service providers:  one that is responsible for gas-only new customer construction, second-response gas system restoration, routine gas system maintenance and routine gas construction; and one that is responsible for electric-only and combination gas/electric new customer construction, second-response electric system restoration (including storm response), routine electric system maintenance and routine electric construction. 


At the same time as we were negotiating contracts with these two service providers, we completed negotiations with the three locals of the United Association of Plumbers and Pipefitters (UA), who represent our gas workers.  In February 2001 we transitioned approximately 100 UA and salaried employees to the two service providers.

PSE has not yet fully implemented the Competitive Distribution Company model because we have yet to complete negotiations with the International Brotherhood of Electrical Workers.

Q:
How has outsourcing impacted PSE's construction and maintenance quality and standards? 

A:
The Company adopted new quality assurance and compliance techniques at the time we implemented our Competitive Distribution Company model.  For example, we have added an inspection program that includes "construction to standards" audits.  We have approximately 20 FTEs auditing and inspecting – using clearly defined measures and consistency in interpretation of PSE work practices and standards.  Since its inception, our tracking mechanism has been refined and areas of focus have been broadened to ensure quality craftsmanship.  
Efficient Business Processes and Technology

Q:
Please describe PSE's efforts to ensure that its business processes are efficient? 

A:
Since the merger, we have centralized administrative functions, which has eliminated the need for duplicative positions, reduced office space requirements and other administrative overhead.  



We have successfully implemented full-time employee ("FTE") reductions by combining the two prior companies into a synergistic whole, rather than simply running gas and electric as two separate internal divisions, and by employing efficient practices in our approach to work processes, including the outsourcing of some administrative work such as employee benefits plan administration.  Total Company staffing (including energy supply personnel) has dropped from 3,367 FTEs at PSPL and WNG in 1995 to 2,606 FTEs on June 30, 2001 for PSE.  



We have also reduced workspace by 37 locations throughout our service territory.  A number of delivery operations facilities were eliminated: division headquarters, service centers, operating bases and warehouses.  Customer services facilities that were eliminated are described in the testimony of Penny Gullekson.  The total net reduction of space is approximately 346,923 square feet, even after the addition of the Bothell Access Center and the construction of the Kitsap Service Center.

Q:
Is PSE utilizing new technologies in its efforts to operate efficiently?

A:
Yes.  In September 1998, PSE replaced its extremely complex set of aged business systems and interfaces from the gas and electric companies, some of which were so old that vendors could no longer provide support, or would not function after December 31, 1999, with an efficient, fully integrated SAP software system (SAP does not include the Customer Information or Delivery Operations systems).  SAP is widely utilized by world class companies in many industries.  In the Pacific Northwest, companies such as Adobe, Freightliner, Immunex, Microsoft, Nike, Starbucks and Weyerhaeuser use SAP. 


One of the functions afforded by SAP is that it allows PSE to capture cost information with more specificity.  As a consequence, we are able to better manage our operations.  For example, data from SAP was key in the development of full-scope work units for our outsourcing initiative.  Knowing our cost for each work unit allowed us to negotiate service provider contracts that will deliver savings to our customers.  With a cost per unit approach, we are also better able to project future costs.  



PSE also makes use of web-based technologies internally to streamline administrative processes and to improve the timeliness and quality of information available to employees.  Many Company forms are available on-line and can be completed on-line, eliminating paper and paper flow inefficiencies.  Information and other resources are also available on-line that allow employees to secure assistance for projects quickly and on their own, thereby improving efficiency and consistency.  On-line tariff books eliminate printing costs and allow resources, associated with tariff files for each department, to concentrate on other activities. 



PSE also provides a system for self-service telephone transactions internally, which eliminates resource requirements in answering routine employee human resources questions.  

Resulting Cost Savings
Q:
Have PSE's efforts to increase operational efficiencies resulted in cost savings? 

A:
Yes.  The actions outlined above have resulted in significant savings.  PSE's year 2000 A&G costs were $68.7 million, as compared to A&G costs for PSPL and WNG of $90.3 million in 1995.  This is a reduction of $21.6 million, or 24%, in nominal dollars over this five-year period, or 33% taking into account inflation.  Mr. Shearman's testimony further discusses the savings that PSE has achieved.

V.
PSE IS CONTINUALLY IMPROVING SERVICE RELIABILITY FOR ITS CUSTOMERS

Reliability Review and Planning

Q:
How does PSE address system reliability, from a management perspective? 

A:
As part of implementing our Total Energy System Planning approach, we began conducting a formal annual review of our major system reliability and safety initiatives.  Prior to adoption of this approach, reviews were conducted in an informal manner.  PSE's review of electric system reliability focuses on the average number of outages and the average length of outages.  From a gas perspective, reviews focus on leak surveying and unaccounted for gas (assumed to be commodity loss from leaking infrastructure).



We also manage the "backbone" gas and electric distribution system so there is sufficient energy carrying capacity in our pipes and wires to meet the needs of our customers.  One of the goals of the Total Energy System Planning process is to optimize the utilization of our system so that it is neither over-built nor undersized, keeping gas and electricity flowing to our customers.
Electric Reliability

Q:
Please describe steps that PSE has taken to provide reliable electric service?

A:
PSE has undertaken several initiatives to improve reliability.  I would like to highlight several of these programs.  PSE has enhanced our vegetation management program by adding the TreeWatch program, implemented an animal protection program, begun planning the routing of high pressure gas mains to accommodate future distributed generation technologies, and implemented a silicon injection technique as part of our underground cable remediation program.  We are working toward condition-based maintenance, rather than schedule-based maintenance in our substation facilities, plan to add a comprehensive operations data management system and reorient our facilities locating contract so it places more emphasis on damage prevention, rather than simply providing utility locates. 

Q:
Please describe the TreeWatch program and how it came about?

A:
PSE has demonstrated that it can realize significant reliability improvements for its customers in a cost-effective manner with a focused and targeted tree removal plan.  This program identifies and removes trees whose structural integrity has been compromised, often from disease or recent exposure to greater wind forces because of the creation of tree buffer strips or improper logging operations.  The program essentially "hardens" the electric delivery system for both routine and significant weather events.  PSE's TreeWatch program has been nationally recognized by the National Arbor Day Foundation.



Before instituting this program, the Company reviewed information including historic tree outage data and programs, and existing Company vegetation management systems.  This review helped facilitate a greater understanding of how tree-related failure occurs within the Company's system.


In the mid-1980s, PSPL began an integrated vegetation management program that went beyond just pruning trees.  It integrated the use of arboriculturally correct directional pruning techniques, plant community ecology and a pro-active customer relations program.  The program was originally designed for a five-year cycle of work within the dedicated rights-of-way (generally a width of 8 to 12 feet) under and around the Company's power lines.


In the early 1990s, as the first cycle of work was completed and the second was commencing, it became apparent the program had been successful in some areas but not in others.  Per-circuit vegetation management costs began to drop as fewer trees were found in the rights-of-ways and corridors.  However, the Company continued to face huge impacts from major storms.  



The results of a l995 study showed trees further than 15 feet from the power lines caused approximately 60% of all PSE's tree-related outages.  This figure was substantially higher than the national average of 42%.  The results also showed total outages caused by trees growing into the power lines were only 13.5% for the Company and 21.7% nationally.  Normally, anything over 12 feet away from the power lines is outside of the designated right-of-way.  However, we found tree-related failure outside of the dedicated right-of-way was the most critical determinant of overhead tree-related outages.  Thus, gaining authority to remove structurally flawed trees outside of the right-of-way became a key priority for the Company.  



We first performed a traditional evaluation for addressing this issue, where we estimated the costs, timing and probability of success for purchasing easements adjoining the dedicated right-of-way.  After establishing the costs could be as high as $2 billion, innovative alternatives were considered.  In the Company's experience, the customer is often supportive of tree removal when the customer understands they have a specific tree with structural deficiencies and their reliability and safety can be positively affected by its removal.  Obtaining approval from the landowner to remove a problem tree provides the same benefit to the Company as a purchased easement, in terms of the effectiveness of vegetation management.  It was this experience that led to the development of our TreeWatch program.



As required by our Total Energy System Planning process, other alternatives were evaluated for their ability to optimize system performance relative to long-term costs.  For instance, undergrounding distribution facilities eliminates outage concerns caused by vegetation, and may provide a cost-effective solution in some circumstances.  However, underground conversion and installation is expensive, cannot always be planned, and introduces other costs such as increased costs for relocation and replacement of facilities over time.  Installation of more durable power lines (called "tree wire") is another alternative, but is only cost effective if pursued on a selective basis – where tree limbs are the primary outage cause.  The Company could have elected to continue to operate "as is," but this would not achieve the desired reliability improvements.  



The Company thus determined its TreeWatch Program was the most viable alternative, and we have pursued selective tree removal outside of the dedicated right-of-way through the cooperation of adjoining customers. 

Q:
How has the TreeWatch program benefited ratepayers?

A:
The benefits of the TreeWatch Program to ratepayers are significant.  At a relatively low cost, the Company has significantly reduced its non-storm tree-related overhead outage rates (and associated repair costs) without purchasing expensive easements.  Additionally, the impact of a hardened electric delivery system (one that is less susceptible to damage from storms) provides substantial storm-related benefits, in terms of both reduced costs and improved performance.  

Q:
Has PSE periodically re-evaluated the TreeWatch program?

A:
Yes.  Each year, the results of this program from the prior storm season are reported to the Commission, in accordance with the order which approved this program.  In the May 1, 2001 report, PSE recommended the program continue.  Financial, customer response and reliability performance targets for the program are being met.  The program will be evaluated again in May 2002.

Q:
Please describe PSE's animal protection program?

A:
The purpose of the program is to prevent or eliminate electric system outages as a result of wildlife coming into contact with our energized facilities and to protect endangered species.  The program incorporates the installation of devices that deter wildlife (squirrels, other rodents and large winged fowl) from crawling into or resting on spaces where their limbs come into contact with the system or their wings span the separation between phases, ground and/or support structures.  In either scenario, the animal or bird is electrocuted and our customers experience an outage.

Q:
Please describe PSE's underground cable remediation program?

A:
A significant number of the outages in PSE's underground circuitry are due to failure of its aging 15kV cables.  PSE annually reviews underground cable performance and analyzes failure trends, cost impacts, and customer concerns.  For the past 10 years, we have been engaged in a comprehensive planned cable remediation program.  The program has a 32-year cycle.  From 1990 to 2000, approximately 120 miles of cable have been remediated per year.  



PSE initially pursued a strategy of replacing aging cable.  In October 1999, PSE obtained the Commission's approval to implement silicon injection technology as part of a blended strategy of remediation through replacing or injecting cables.  Through this technique, silicon fluid is injected into polyethylene insulated underground cable.  This increases the insulation level of the cables, thereby preventing cable failures caused by insulation breakdown.  When a cable's insulation is restored to its original strength through silicon injection, the need to replace the cable with new plant is delayed for twenty years or more.  Silicon injection has resulted in the need to replace fewer cables, while meeting our reliability goals.  Use of silicone injection rather than direct replacement lowers the life cycle cost of improving system performance.  



The Company increased the total footage of cables injected from 3% of cable remediated during the year in 1999 to 42% in 2000.  It is expected silicon injection will represent 60% - 70% of the cable remediation program by the end of 2002.  Since silicon injection can be half the cost of cable replacement (given restoration costs, such as paving), injection is usually the lower cost alternative.  In cases where silicon injection cannot be used – when the neutral is corroded, when the number of splices is significant, or if the cable is located in conduit, replacement is still the lower-cost alternative.  Thus, PSE's cable remediation program will continue to utilize both techniques.

Q:
Please describe PSE's approach to substation maintenance?

A:
Traditionally, utilities, including PSE, have conducted substation maintenance by maintaining equipment according to a time-based schedule.  This is a less than optimal approach, since some equipment may either be maintained prematurely, or fail because symptoms of failure were not detected in a timely manner.  PSE has begun to utilize low-cost, non-intrusive tasks to identify incipient problems that could result in significant equipment damage (including catastrophic failure), and lead to very expensive equipment repair or replacement.  For example, we regularly check the gas content of transformer oil to detect signs of electrical or thermal failure, well before significant damage or customer impacts occur.  Higher cost, more detailed or more intrusive inspections or repairs are generally used only when necessary to address incipient failures, when degraded conditions have been identified through the use of low-cost, non-intrusive diagnostic methods, or when they are necessary to identify hidden failures that can't be detected in a non-intrusive manner.  

Gas Reliability

Q:
Please describe what PSE is doing to provide reliable gas service?

A:
PSE has ongoing programs dedicated toward improving gas system safety through eliminating gas leaks, cathodically protecting the system through our critical bond program and is developing a bare steel replacement program.   

Q:
How is PSE working to eliminate gas leaks?

A:
One program that eliminates gas leaks is our 15-year cast iron replacement program.  As the cast iron in our gas mains ages it is more susceptible to leaks.  PSE is retiring approximately 98,000 feet of cast iron main per year, to be completed by 2007.  Since the inception of the program, repaired leaks on PSE's cast iron distribution system have been reduced by approximately 76%, as reflected in Exhibit SML‑8. 
Q:
What is the Company's "critical bond program"?

A:
PSE initiated a program in April 1996 to review and to correct deficiencies in its 2,700 cathodic protection systems.  This program ensures segments are protected and corrects any deficiencies in the existing systems.  The program is targeted for completion by the end of 2005.

Q:
Does PSE plan enhancements to its facility locating efforts?

A:
Yes.  Historically, PSE has contracted locating and marking of underground facilities.  PSE plans to move from a "putting marks on the ground" contract to a service provider contract that emphasizes damage prevention.



Third party damages are the primary cause of leaks on the gas system, with over 2,000 dig-ups occurring each year.  There are also over 400 electric outages per year caused by third-party dig-ups.  PSE recovers most of the direct costs due to third-party damage.  However, greater prevention of such damage to PSE facilities is beneficial to PSE and our customers in many ways – including improved public and employee safety, improved reliability for our customers, and reduction of administrative and field response costs.



As construction activity in PSE's service territory has grown, and more facilities are placed underground, the number of locate requests (and therefore number of units paid) has increased considerably over the last five years.  In 1996 approximately 150,000 WNG and PSPL facilities were located.  In the year 2000, approximately 220,000 PSE facilities were located.  This represents an average annual growth rate of 11.7% per year.



By enhancing our existing contract approach to focus on damage prevention, we expect improved service for our customers, and improved safety for the public and our employees.  We anticipate that the firm we select will develop excavator partnerships, in an effort to reduce damages.  We anticipate the initial costs associated with this contract to be higher than our expiring contract, but believe we are creating a long-term, lower-cost alternative that will be beneficial to customers.
Q:
Please describe the Company's anticipated bare steel replacement program?

A:
PSE continually evaluates its bare steel system and replaces areas with active corrosion.  To cost effectively enhance public safety and to address a new code interpretation by Commission Pipeline Safety Staff, PSE has evaluated alternatives for replacing and cathodically protecting the bare steel systems at an accelerated pace.  The Company's alternative would result in either replacement of the bare steel or cathodic protection of the entire system, regardless of whether or not a leak is detected, rather than monitoring the small section of pipe in the immediate area of a leak.  With Pipeline Safety Staff's approval, PSE will use 2002 as a test year to validate our assumptions regarding this program before moving forward with the project on a larger scale. 

VI.
PSE FACES SIGNIFICANT CHALLENGES AHEAD TO ITS ABILITY TO HOLD DOWN COSTS

Q:
Does PSE anticipate, in general, further significant overall reductions in costs? 

A:
No.  Given our success over the past several years in aggressively reducing costs relative to the industry, both nationally and regionally, we do not anticipate being able to achieve further significant overall cost reductions in the future.  There are also a number of difficulties on the horizon that will challenge our ability to ensure our existing low costs are not eroded. 

Q:
What are some of the challenges PSE is facing?

A:
Examples of challenges include those PSE faces with local municipalities that raise PSE's costs, demands related to potential new high load customers, significant losses in the insurance industry and it's impact on our business insurance costs, and the need to invest in technology to ensure continued high quality service for our customers into the future.  PSE is also facing increased capital and maintenance costs associated with historic and continuing growth in the region.  

Q:
What pressure is PSE facing from local municipalities?

A:
While the Company has been able to maintain or reduce PSE-driven costs through measures such as those described above, local jurisdiction requirements and restrictions have added costs to the construction, maintenance, and operation of our system.  


For example, when construction and maintenance work requires we cut into the surface of the road, the road's surface must be restored when the job is complete.  Some jurisdictions require a standard patch over the immediate work area, while other jurisdictions require a full concrete panel.  Since the average additional cost between a patch and a full concrete panel is approximately $3,000 per panel, this change has a dramatic impact in the level of our capital expenditures in a jurisdiction that requires full concrete panels.


Another example is the adoption of tree ordinances by many communities.  PSE's vegetation management program is critical to public safety, and to the reduction of outages in our overhead electric system.  We plan our tree trimming cycle to minimize costs while maximizing the safety and outage reduction benefit.  This means we typically trim trees on a 4 or 6 year cycle.  Some jurisdictions require tree removal permits or road use permits while others require reduced trimming (minimal clearance), replanting or other mitigation.  In the case of reduced clearance requirements, this causes the need to return and repeatedly trim trees outside our normal cycle time frame, thus multiplying the cost of maintaining those areas.


PSE has seen a 47% increase in jurisdiction-driven transmission and distribution relocations and underground conversions since 1996 (11.6% annually), from $11.8 million to $17.3 million.  When a jurisdiction undertakes a public improvement project that requires relocation of electric facilities within the franchise area and no underground conversion is involved, PSE typically must relocate the system at its own expense (rather than at the municipality's expense) because of the requirements of PSE's franchises with municipalities.  Conversions of overhead facilities to underground take place under the terms of PSE's tariff.  For conversions in commercial areas, a portion of the conversion cost is borne by the requester and a portion by PSE. 


PSE has little control over the quantity of relocations and other jurisdiction-driven projects, nor do we control the timing or scope of this work.  The budget funds allocated to these types of projects compete against all other capital infrastructure investments, including system reliability programs.  7% to 10% of our capital budget is now allocated to this type of work, and with an 11.6% annual increase in expenditures, this pattern will challenge PSE's ability to fund system improvement work on which we might otherwise place a higher priority. 
Q:
What changes is PSE proposing with respect to underground conversions?

A:
PSE has just completed an evaluation of the costs and benefits of performing underground conversions.  We found that the Company's current subsidization of the conversion of overhead facilities to underground in commercial areas is not justified by benefits to the Company or our ratepayers from such underground conversion.  In addition, we found the tariff rate for conversions in residential areas, which has not been updated since 1984, no longer provides cost recovery to PSE for such conversions as it did in 1984. 



As a consequence, we are submitting revised Schedules 70 and 71 as part of this rate case to require that those requesting underground conversion of PSE's overhead facilities pay the costs associated with such conversions.  A discount will continue to be provided in the case of conversions in commercial areas where a street is widened, such that PSE's existing overhead system is required to be relocated.  This discount was calculated to provide the party requesting the conversion with a credit for the amount that PSE would have had to pay if its overhead system were relocated to a new overhead location rather than being converted to underground. 



We have also revised Schedules 70 and 71 so they are more explicit with respect to the terms and conditions of underground conversions.  

Q:
What pressure is PSE facing with respect to new high load customers?

A:
Starting in late 1999 and early 2000, PSE was challenged to respond to 26 electric service inquiries totaling 670 megawatts of new load from a new type of customer.  These customers had a need for a large amount of energy combined with a high load factor and very high reliability requirements.  There also appeared to be an extraordinary amount of uncertainty in the timing and actual build out of the customers total energy load.



Rapid and unanticipated load change creates problems for PSE's system.  It also has the potential to shift significant costs to our existing customers.  



Our primary concern focuses on loads exceeding approximately 5 MW.  Generally, adding 5 MW is a point where major improvement is required in our distribution system.  For example, a significant portion of PSE's distribution system is of underground construction.  When large load is added, it generates excess heat on our underground cables.  This reduces capacity on the circuits serving the new load and any adjacent underground circuits in the immediate vicinity.  PSE typically cannot connect loads 5 MW and above to either the overhead or underground distribution systems.  In almost every case, a new distribution feeder, substation equipment and specialized switches must be installed and dedicated to the new load.  As a consequence, the improvements cannot be used for other customers and the improvements are much more expensive than a typical PSE commercial customer connection.



Large load customers often have a need for greater reliability.  Because these customers have little or no tolerance for interruption, more expensive dedicated electric distribution facilities are installed to provide the needed power with greater reliability and redundancy.  In addition, special arrangements are often made so the customer's backup generation operates seamlessly with PSE's system during any interruption.

Q:
What changes is PSE proposing to help deal with these issues?

A:
PSE has re-examined its existing tariffs and is proposing changes to Schedules 26, 31, and 49.  We have also revised our line extension policy to address the issues described above that are implicated in large cost customer-requested distribution projects.  The changes to Schedules 26, 31 and 49 provide embedded rates for loads up to 5MW.  As described in the tariff sheets included with this rate case filing, new large load would be incrementally priced for energy consumed above 5MW.  Additional details regarding the energy component for new large load is discussed in the testimony of William Gaines. 

Q:
What changes are you seeing in the insurance industry and how are they impacting PSE?

A:
A combination of poor underwriting results, adverse loss experience and declining investment income has resulted in a severe hardening in the insurance market, causing diminished capacity and substantial across-the-board rate increases. 



The events of September 11, 2001 have had a devastating effect on the insurance industry and have caused underwriters to further accelerate their efforts to increase premiums and become more selective in the risks they are willing to underwrite.  Further exacerbating this situation, is a reduction of reinsurance capacity, which has had a "ripple effect" throughout all lines of coverage.



Insureds with unfavorable loss experience are seeing substantial upward adjustments.  Unfortunately, PSE has experienced several large property losses in the past three years (Fredonia Turbine, Talbot Substation transformer, Sammamish Substation transformer), and we are now seeing increases in our excess liability premium as a result of the $6,662,000 environmental remediation insurance recovery finalized in 2000.



Although renewal negotiations will not occur until late 2001 for Excess Liability and March 2002 for Property and Directors' and Officers' Liability, preliminary discussions with underwriters have produced indications for premium increases ranging from to 30% for Excess Liability and Directors' & Officers' Liability coverage to 40% for Property coverage.  Conversations with insurance brokers and other utility risk managers have disclosed increases up to 100% and, in some cases, inability to find coverage.

Q:
What is an example of a future technology investment that PSE faces?

A:
PSE has processes such as Total Energy System Planning in place to facilitate prudent asset investment decisions.  However, obtaining the information that is needed to support these processes is often labor intensive and cumbersome.  This year, PSE launched a Delivery Asset Data Management Optimization (DADMO) Project to seek to identify a cost-effective solution to operations data management issues.  



As part of the DADMO project, PSE identified all affected databases, identified our asset data needs and key details (functionality, replacement systems, costs, benefits, and limitations), and the ability to leverage existing systems.  The next phase will require the purchase and integration of software, along with vectorizing of 14,015 system maps.  We anticipate the vectorizing of maps to take three years at an O&M expense of approximately $16 million and the purchase and integration of software to be a three year project at a capital cost of approximately $18 million.  We expect financial payback seven years after project initiation.  In addition to future cost savings, we anticipate a service quality benefit to customers through better decision-making resulting from improvements in access to data and in higher data quality.

Q:
Are there any other factors that are having upward pressures on the costs associated with Delivery Operations?

A:
Yes.  The historically steady and consistently high growth in our region affects the rate in which facilities need to be replaced or maintained.  In other words, the rate at which new facilities were installed in response to growth likely becomes the rate they will fail as they approach the end of useful life.  Because of historical high growth, we are beginning to see the need for higher levels of maintenance and system replacement spending.  We also continue to face pressure to make new capital investments to accommodate increased load in the region. 

Q:
Will the power cost tracker and time of day rates that PSE is proposing in this rate case help mitigate these cost pressures? 

A:
Yes.  In addition to the benefits described in the testimony of PSE's other witnesses, these proposals should help control PSE's electric transmission and distribution ("T&D") costs.  PSE expects that these programs will encourage our customers to reduce their demand for power and to shift use away from peak periods.  This should help reduce the need to move increasing amounts of power from generators to retail loads, and thus reduce the need for capital investments in the facilities required to move such load.  

Q:
Has PSE quantified these T&D benefits?

A.
Yes.  PSE's System Planning engineers quantified T&D benefits by considering PSE's annual capital expenditures for transmission integration, transmission growth, and distribution growth for each year from 1990 through 2000.  This assessment did not include capital expenditures for reliability, e.g., automatic switches and circuit breakers, and SCADA systems for transmission, or the costs of replacing worn-out or obsolete equipment on the Company's distribution system.  Nor did our assessment include capital expenditures for regional transmission improvements to path ratings between control areas, such as the Washington Transmission Project and the Third AC Project, which were both constructed during this time period. The assessment did consider data on peak demand for each year, because non-reliability T&D investments are driven primarily by peak demands. 



Using this data, we calculated an average annual capital cost per kW of demand growth over the past ten years.  We also calculated the cost as a range, based on one standard deviation from the average:

Capital Cost per kW of Demand Growth


Average 
Annual Cost
Range (one standard deviation)

Transmission
$126
$50 – $203

Distribution
$225
$139 – $312

Q:
Does this conclude your testimony?

A:
Yes.
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I graduated from the University of Washington in June 1978 with a Bachelor of Arts in Economics.  My educational experience includes course work in econometrics and other measurement techniques.

Prior to my employment at Puget Sound Energy I worked as Benefits Coordinator at Sisters of Providence Corporate Headquarters (1978-1982), Compensation and Benefits Manager at Tacoma Boatbuilding Company (1982-1985) and Compensation and Benefits Manager at The Seattle Times (1985-1988).

I joined Puget Sound Power and Light as the Manager – Employee Benefits (1988-1990), transferred to the operations area as a Division Administrator (1991-1993) and was responsible for customer service as a Business Office Manager (1994-1995).  I returned to our corporate headquarters as Director Strategic Planning (1995-1996) which included duties associated with developing the Puget Sound Power & Light and Washington Energy Company merger transition plan.  Upon the formation of Puget Sound Energy, Inc., I became Director System Planning and Work Practices (1997).  I was appointed an officer in late 1997, Vice President Corporate Performance, with the assignment of improving the Company's performance through the implementation of management processes and tools such as those covered in this testimony.  My current assignment is serving as Vice President Operations – Delivery (1999 to present).
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