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Agenda Date: April 28, 2004

Item Number: A3

Docket: UE-031471

Company: Puget Sound Energy

Staff: Merton Lott, Energy Industry Coordinator

Recommendation:

Enter an order which consolidates the issues raised in this accounting petition,
Docket UE-031471, with Puget Sound Energy’s (PSE) Electric general rate case in
Docket UE-040641.

Discussion:

On September 12, 2003, PSE filed a petition requesting that it be allowed to defer
the costs associated with outside services related to the Resource Only Rate filing
. in FERC Account 182.3, Other Regulatory Assets. In addition the company
specifically asks that the deferred costs be included in working capital in future
rate proceedings. The petition also asks that these costs be reviewed and the

" amortization set in the next general rate proceeding.

This petition was brought before the Commission at the open meeting on

March 31, 2004. The issues and concerns raised in staff’s memorandum for that
open meeting still exist. The March 31 memorandum is attached. At that open
meeting the Commission concluded that its preferred method for resolving these
issues was to consolidate this docket into the then anticipated general rate filing.
On April 5, 2004, PSE did in fact file an electric general rate case docketed as
UE-040641. This proposed general rate case is before you today, and Staff
anticipates that the Commission will suspend the filing and set it for hearing.

Conclusion:

Staff concludes that the Commission should set this matter for hearing and
consolidate this Docket UE-031471 with Puget Sound general rate filing in
Docket UE-040641.

Attachment
Docket No. UG-040640
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Agenda Date: March 31, 2004

Item Number: Al

Docket: UE-031471

Company: Puget Sound Energy

Staff: Merton Lott, Energy Industry Coordinator
Recommendation:

Enter an order denying the request of Puget Sound Energy for deferral of all of
the costs for outside services (legal and technical consultants) associated with its
Power Cost Only Rate Case (PCORC), Docket UE-031725, but acknowledge that
PSE may raise the issue in its next general rate case proceeding.

Discussion:

On September 12, 2003, Puget Sound Energy (PSE or Company) filed a petition
requesting that it be allowed to defer costs associated with outside services
related to the PCORC filing in FERC Account 182.3, Other Regulatory Assets. In
addition, the Company specifically asks that the deferred costs be included in
working capital in future rate proceedings. The petition also asks that these costs
. be reviewed and the amortization set in the next general rate proceeding.

Staff believes that it is appropriate to consider outside regulatory costs incurred
between general rate cases when setting rates in a general rate proceeding.
However, the treatment of deferring costs and amortizing them over a specific
period is not necessarily the best methodology for such inclusion. The legal and
consulting fees projected by PSE in the PCORC represent operating expenses of
PSE that, absent regulatory authority, would be expensed consistent with
generally accepted accounting principles and the uniform system of accounts.
Historically, in many rate case proceedings before the Commission, one
adjustment to operating expense has been to proform a reasonable level of rate
case expense. These amounts, such as the $767,000 amount included in the
settlement of PSE's last electric general rate case, are referred to as amortizations
or normalizations. However, rarely if ever are the unamortized portions of these
costs proformed into rate base as working capital or any other rate base
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component, and no adjustment to rate base was made in PSE last electric general
rate proceeding for unamortized rate case costs.

At this time, the level of rate case costs incurred by PSE is unknown. However,
in response to Staff data requests PSE provided the following information:

Through August 31, 2003, PSE spent $450,000 on legal fees and nothing on
consultants;

The Company estimated an additional $970,000 for legal costs through
post-hearing briefs;

For consulting fees, PSE estimated $200,000 of which $77,000 had been
incurred prior to November 7, 2004; and

PSE’s total estimated costs in November for the PCORC are
approximately $1.6 million.

Concerns with PSE’s Petition
Staff has several concerns with the deferral requested by PSE.

1 Review of the actual costs incurred by PSE for legal expenses related to
the PCORC is extremely difficult to complete. For the most part the
costs had not been incurred as of the date of Staff’s data request for
invoices in November. With respect to the legal costs incurred from
March 2003 through October 2003, for which PSE did provide invoices,
the invoiced costs attributed to the PCORC include descriptions of
several items, many showing direct relationship to the PCORC, but
several others appear related to resource acquisition, least cost
planning, or other items.

2 The level of legal expenses seems high. In UE-921262, a major general
rate case, the Commission expressed concern about total legal
expenditures of $500,000. These PCORC legal costs are nearly triple
those for a general rate case while the CPI has increased by about 30%.
Additionally the UE-921262 legal fees included oversight of several
outside consultants, and included significantly more issues, witnesses,
hearings, time to process, and data requests to respond to.
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Total legal costs (both expensed and deferred) appear to be
substantially higher starting with the test period in UE-011570 than
had been experienced in the years preceding that test period.

The petition asks that amortization not begin until the Commission’s
decision in PSE’s next general rate proceeding. This type of condition,
if approved, may allow PSE to carry a cost on its books for a
substantial period of time. While this concern may not be important if
PSE files its rate case this year, it is important in a general rate case that
the Commission not only consider the regulatory costs incurred
between rate cases in establishing a proper expense level but also the
time over which those costs are incurred.

The booking of a regulatory asset, on a company’s books, that has not
been determined prudent and acceptable for rate recovery by the
Commission, results in the possibility of negative reactions, of the
financial community for one, if the Commission excludes a portion of
the costs as inappropriate for the determination of rates.

Staff opposes including the unamortized portion of these costs in rate
base. These costs are operating expenses and provide no ongoing
direct benefit or value to the ratepayers. Like bad debts, temperature
impacts on revenues, and stream flow impacts, Staff recognizes that
these costs do not follow a smooth pattern and it is important to
include a “normal” level of cost in a general rate proceeding -- but that
does not mean that any portion of the costs should be treated as an
investment.

On the issue of when the amortization should commence, Staff believes that the
amortization included in the rate case of $767,000 means that a certain level of
legal costs are currently being considered in the calculation of rates. Those rates
went into effect in July 2002. That amortization resulted in revenue requirement
in the test year ended July 2001. The level of recovery resulting from that
inclusion would be dependent on actual sales since rates went into effect July 1,
2002. Thus, depending on when a rate case is filed and processed, some portion
of these costs may have already been recovered through continuation of current
rates. Therefore, Staff does not believe the Commission should delay the
beginning of amortization of these costs as requested, but instead, it should
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indicate that the recovery included in rates prior to conclusion of that next
general rate case will be considered in the determination of how much of these
costs should be used in determining rates going forward.

Despite Staff’s concern, Staff believes that it is appropriate to give PSE assurance
that the Commission will in fact consider including these costs in the
determination of rates in its next general rate proceeding. Whether these costs
are reasonable and prudent, whether or not these costs have already been
recovered through time, whether these costs actually represent the costs of this
rate proceeding, and whether it is appropriate to give rate base consideration for
these costs are all issues that can and should be addressed in a subsequent
general rate proceeding; the Commission should not decide these issues at this
time.

Conclusion:

Staff recommends, that the Commission deny PSE’s request, but acknowledge
that PSE has the right to request recovery of these costs in its next general rate
proceeding. The order should not establish future rate recovery or the proper
rate treatment of these costs. The question of whether PSE can create a
regulatory asset on its financial statements is for PSE and its auditors to
determine based on their interpretation of the pronouncements of the Financial
Accounting Standards Board.
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In accordance with WAC 480-09-420(7), Puget Sound Energy, Inc. (“PSE” or “the
Company”) respectfully petitions the Washington Utilities and Transportation Commission {the
“Commuission”) for an order regarding the treatment of costs incurred by the Cdmpany associated
with a Power Cost Only Rate filing that PSE intends to file in the fourth quarter of this year.

In the Commission’s Twelfth Supplemental Order in Docket No. UE-011570, PSE
received approval of the Settlement Stipulation (“Stipulation™) that resolved all electric rate
issues and common electric-natural gas issues in the consolidated proceeding, as well as some
- natural gas issues. Within the Stipulation, conditions under which a Power Cost Only Rate filing

could be initiated are defined. Specifically, the Stipulation Terms for the Power Cost Adjustment
Mechanism (PCA), as revised by the Commission’s order, state: “In addition to the yearly
adjustment for power cost variances, there could be a periodic proceeding specific to power costs
that would true up the Power Cost Rate to all power costs, identified in the Power Cost Rate. The
Company can also initiate a power cost only proceeding (where all power costs identified in the
“Power Cost Rate would be trued-up), to add new resources to the Power Cost Rate.” (Emphasis
in original.) The Stipulation goes on to identify certain filing requirements, which include
testimony and exhibits. Consistent with these provisions, the Company is in the process of
acquiring a new resource and is preparing a Power Cost Only Rate filing to effect recovery of the
resource and true-up other power costs. For the Power Cost Only Rate filing, the Company
expects to incur costs that are incremental to those included in general rates for outside services,

legal and consultant services, similar in nature to those incurred when preparing for a general rate
case, |
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The Company therefore requests that the Commision issue an order which authorizes the
Company to record such costs in FERC Account 182.3, Other Regulatory Assets. Such costs so
deferred would be subject to review by the Commission in the Company’s next general rate
proceeding. Amortizaﬁon of the amount so deferred would be set at that time.

In support of this Petition, the Company states as follows:

BASIS FOR REQUESTING ORDER

L. The Company is engaged in the business of furnishing 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 rates, service, facilities and practices.
2. Historically, the Company has been authorized to defer outside services, legal and
consultant services, related to its general rate filings. Such costs have been reviewed and
amortization has been set as authorized by the Commission in the rate setting process,
3 These costs are incremental to the legal and outside service costs that are built into rates
through the general rate case process. These costs are the same type of outside services
expenses normally deferred and amortized for general rate purposes.
4. The Company proposes, for accounting purposes, to defer the costs associated with the
outside services related to the Resource Only Rate filing in FERC Account 182.3, Other
Regulatory Assets. Any costs incurred through August 31, 2003 would be transferred to this
account also. Amortization of costs so deferred will be determined in the Company’s next
general rate proceeding. |
5. The Company proposes that the outside service costs related to the Power Cost Only Rate
Filing be deferred pursuant to the requested accounting order subject to the following conditions:

(2) Deferred costs existing at the time of the Company’s general rate proceedings

would be subject to review,
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(®) Any deferred costs will be included in the calculation of working capital in future

rate proceedings.

REQUESTED ORDER
6. By this Petition, the Company requests that the Commission, with respect to outside
service costs incurred in connection with the Power Cost Only Rate filing, approve the
accounting treatment regarding deferral of such costs. Costs so deferred would be reviewed and

amortization would be set in the Company’s next general rate proceeding.
WHEREFORE, the Company respectfully requests that the Commission enter an order in the
form attached as Exhibit A authorizing the Company to defer the outside services costs incurred

in connection with the Company’s Power Cost Only filing.

DATED: September __, 2003

PUGET SOUND ENERGY, INC.
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JOHN H. STORY, being first duly sworn, on oath deposes and says: CoMis S1ON

That he is Director, Cost and Regulation of Puget Sound Energy, Inc., that he has read the
foregoing Petition for an Order Regarding the Accounting Treatment for Certain Costs of its Power Cost

Only Rate filing, that he knows the contents thereof, and that he believes the same to be true and the best

of his knowledge and belief.

JOI-?/E. STo)g'X;
State of ﬂ.ﬁzﬁ@%’b
County of ﬁ%

SUBSCRIBED AND SWORN to before me this /% day of September, 2003.

fington, residing at &A%
My appointment expires {4 20 -C b
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