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Q.
Would you state your name and business address?
A.
My name is Michael P. Parvinen.  My business address is 1300 S. Evergreen Park Dr. S.W., P.O. Box 47250, Olympia, Washington 98504-7250.  My e-mail address is mparvine@wutc.wa.gov.

Q.
By whom are you employed and in what capacity?
A.
I am a Regulatory Analyst employed by the Washington Utilities and Transportation Commission.

Q.
For how long have you been so employed?
A.
Since January 1987.

Q.
What are your educational and professional qualifications?

A.
I graduated from Montana College of Mineral Science and Technology in May 1986, and received a Bachelor of Science degree in business administration with a major in accounting.  I have provided testimony before the Commission in the following dockets: Docket No. UG-021584 – Avista Corporation; Docket Nos. UE-011570/UG-011571 – Puget Sound Energy; Docket No. UE-010395 – Avista Corporation; Docket Nos. UE-991606/UG-991607 – Avista Corporation; Docket No. UG-931405 - Washington Natural Gas Company; Docket No. UG-920840 - Washington Natural Gas Company; Docket No. UG-911246 - Cascade Natural Gas Corporation; Docket No. UE-900093 - The Washington Water Power Company; Docket No. U-89-2688 - Puget Sound Power & Light Company; Docket No. D-2576 - Bremerton-Kitsap Airporter, Inc.; and Docket No. U-88-2294-T - Richardson Water Companies.  I have also analyzed or assisted in the analyses of numerous other transportation and utility rate filings.  I attended the Seventh Annual Western Utility Rate Seminar in 1987, and the 1988 Annual Regulatory Studies Program, sponsored by the National Association of Regulatory Utility Commissioners (NARUC).

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

A.
I am responsible for Staff’s recommendations regarding Puget Sound Energy’s natural gas revenue deficiency in this proceeding.  I present the natural gas results of operation including the calculation of the overall natural gas revenue requirement.  I am also responsible for several accounting adjustments included in the electric results of operation presented by Mr. Russell.  In my testimony, I refer to Puget Sound Energy as “PSE," “Utility,” or “Company.”

Q.
Do you sponsor any exhibits?
A. Yes, I sponsor Exhibit Nos. _____ (MPP-2), (MPP-3), and (MPP-4), entitled “Summary Result of Operations & Revenue Requirement,”  “Restating and Pro Forma Adjustments,” and “Allowance for Working Capital,” respectively.

Q.
Would you please summarize Staff’s recommendation regarding PSE’s natural gas revenue requirement and revenue deficiency?

A.
Based on a rate base of $1,007,059,883 and an overall rate of return of 7.80% recommended by Mr. Wilson, the Company’s natural gas revenue requirement is $742,268,171.  In order to achieve this revenue requirement, an increase in revenue of $8,115,752 (1.1%) is needed.

Q.
Would you please describe Exhibit no. _____ (MPP-2) in more detail?

A.
Yes.  Exhibit No. ___ (MPP-2), which corresponds to Company Exhibit ___ (BAL-G3), summarizes Staff’s restating and pro forma adjustments, and shows the natural gas revenue deficiency of $8,115,752.  Beginning on page 1 of Exhibit No. _____ (MPP-2), the first column entitled “Actual Results of Operations” reflects the test year (October 2002- September 2003) amounts and indicates PSE earned an actual rate of return of 7.87% during the test period.  The second column entitled “Total Adjustments” is simply a tabulation of all the restating and pro forma adjustments shown on pages 2 through 4.  Finally, the column entitled “Revenue Requirement Deficiency” shows the impact of the $8,115,752 increase given the overall rate of return requirement of 7.80%.


The first line on pages 2 through 4 of this exhibit indicates which Staff witness is responsible for the issues and the calculation of the amounts indicated in each particular adjustment column.

Q.
Can you explain the difference between the actual results of operation as shown by Staff in the first column of Exhibit No. ___ (MPP-2) and that of the Company as shown in the first column of Exhibit No. ___ (BAL-G3)?

A. There are two differences.  One relates to the calculation of the allowance for working capital as shown on line 44 in both Staff’s and the Company’s exhibit.  The other is included on line 41 and relates to a deferred federal income tax item not in the Company’s direct case.

Q.
Have you prepared an exhibit detailing the allowance for working capital calculations?

A. Yes.  Exhibit No. ___ (MPP-4) shows the Company’s calculation in column (a), Staff’s calculation in column (b), and the difference between the two calculations in column (c).  The first two pages of the exhibit are the natural gas calculation and the last two pages are the electric calculation.

Q.
What accounts for the differences between the Company’s and Staff’s allowance for working capital calculations?

A. There are three differences that impact both the natural gas and electric calculations, and a fourth difference that impacts only the electric calculation.  

The first difference relates to the actual results of operation deferred FIT difference shown on line 41 of Exhibit No. ___ (MPP-2) and line 42 of Exhibit No. ___ (JMR-2).  This amount is reflected on lines 17 and 56, pages 1 and 2, of Exhibit No. ___ (MPP-4) for natural gas, and lines 23 and 66, pages 3 and 4, of Exhibit No. ___ (MPP-4) for electric.  This item is explained in Mr. Russell’s testimony.

The second difference relates to the treatment of account 14209993 entitled “Cust Accounts Receivable Clearing- CLX.”  The Company treated this account as a non-operating investment and, therefore, excluded it from working capital.

Q.
Please explain why Staff instead treated this account as a component of working capital.

A. First, let me start with a description of the allowance for working capital.  The allowance for working capital provides a return to shareholders for the funds made available to run the day-to-day operations of the Company.  The calculation, as accepted by this Commission, starts with average invested capital (mostly comprised of equity and long-term debt) and then deducts operating investment (mostly rate base) and non-operating investment (investments that earn a return not associated directly with utility operations).  The result is the total working capital, which is then allocated proportionately between operating investment and non-operating investment.

Q.
What type of accounts typically comprise the working capital allowance?

A. By default, every account not included in the calculation of working capital is a component of working capital.  These non-included accounts are typically short-term type assets minus short-term liabilities (accounts that don’t earn a return either directly or indirectly).

Q. What is the account in question?

A. It is an account receivable clearing account.  Clearly it is a short-term asset that does not earn a return either directly or indirectly and as such should be a component of working capital.  This item is shown on line 50a, page 2, of Exhibit No. ___ (MPP-4) for natural gas, and line 67, on page 4, of Exhibit No. ___  (MPP-4) for electric.

Q. Are there other differences between the Company and Staff in the allowance for working capital calculation?

A. Yes.  The third item is related to rate case costs.  As Mr. Russell testifies, the past rate case costs have been booked to the wrong accounts and should be included as a non-operating investment, thus, reducing working capital.  This item is reflected on line 57, page 2, of Exhibit No. ___ (MPP-4) for natural gas, and line 47, on page 4, of Exhibit No. ___ (MPP-4) for electric.

Q. Are there any other working capital adjustments?

A. Yes, but as stated earlier, this last adjustment impacts only the electric calculation and relates to the treatment of the pension asset and liability accounts.

Q. Please explain.

A. Pension asset and liability accounts by nature fluctuate due to variables including interest and interest rates.  Therefore, since the balances earn or pay a return (in the form of interest) it is appropriate to include them as non-operating investments.  Treating the balances as non-operating investments is consistent with the treatment in the Company’s natural gas allowance for working capital calculation.  The effect of this adjustment is shown on line 49, page 4, of Exhibit No. ___ (MPP-4).

Q. What is the result of all of these differences related to working capital?

A.
As shown on the bottom of page 2 of Exhibit No. ___ (MPP-4) the natural gas allowance for working capital is $1,307,617.  The electric allowance for working capital is $13,635,592 as shown on the bottom of page 4 of Exhibit No. ___ (MPP-4).

Q.
Would you please describe what is contained in Exhibit No. ___ (MPP-3)?

A.
Exhibit No. ___ (MPP-3) is a detail of all the natural gas restating and pro forma adjustments (2.01 through 2.17).  Each will be discussed in detail later.  A detail of the rate of return components, conversion factor, and calculation of the revenue deficiency is also included as pages 19, 20, and 21, respectively.  For ease of comparison, the figures that have been shaded on all my exhibit pages indicate input differences from PSE’s direct case, as revised.  Adjustment 2.17 on page 18 of Exhibit No. ___ (MPP-3) is an additional adjustment not included in the Company’s analysis.

Q.
Please indicate which natural gas adjustments are uncontested from Staff’s point of view.

A.
The following adjustments are uncontested by Staff:
2.02  Federal Income Tax

2.04  Depreciation/Amortization

2.05  Conservation

2.09  Excise Tax & Filing Fee

2.16  Low Income Amortization

Q.
Please indicate which natural gas adjustments are contested from Staff’s point of view.

A.
The following adjustments are contested by Staff:
2.01  Revenue & Purchased Gas

2.03  Tax Benefit of Pro Forma Interest

2.06  Bad Debts

2.07  Miscellaneous Operating Expenses

2.08  Property Taxes

2.10  Rate Case Expense

2.11  Property and Liability Insurance

2.12  Pension Plan

2.13  Wage Increase

2.14  Investment Plan

2.15  Employee Insurance

2.17  Gas Water Heater & Conversion Burner Rental Program

Q.
Please describe the reason for the differences in each of the contested natural gas adjustments.

A.
2.01  Revenue & Purchased Gas – This adjustment accounts for revenue changes due to the weather normalization calculation testified to by Mr. Mariam.  Adjustments are also made to the gas cost component for weather normalized volumes, as well as revenue sensitive expenses changed due to changes in the revenue calculation.  The calculation of this adjustment is shown on page 1 of Exhibit ___ (MPP-3).  This adjustment results in an increase to net operating income of $1,169,763.

2.03  Tax Benefit of Pro Forma Interest – This adjustment provides customers the benefits of the tax effect of interest on debt used to support rate base and construction work in progress.  The difference between Staff and the Company is related to different final rate base determinations and the weighted cost of debt applied to rate base.  The calculation of this adjustment is shown on page 3 of Exhibit ___ (MPP-3).  This adjustment results in a decrease to net operating income of $6,113,511.

2.06  Bad Debts – This adjustment normalizes bad debts expense by using a three-year average (September 30, 2000, to September 30, 2002) of actual bad debts, instead of the Company’s test year proposal.  The bad debt rate during the test year was abnormally high due to of a write-off policy change that was implemented during the test period.  The average pro forma bad debt rate is 0.3179599%, which corresponds to the Company’s rate of .54%.  The calculation of this adjustment is shown on page 6 of Exhibit ___ (MPP-3).  This adjustment results in an increase to net operating income of $747,435.
2.07  Miscellaneous Operating Expenses – The difference between Staff and the Company is related to the calculation of incentive/merit payments to employees. The Staff adjustment to incentive/merit payments has two components.  The first is to adjust to the payout made in 2004, which is based on calendar year 2003.  Using the 2004 payout more closely matches the test period performances and alleviates Staff concerns about the test year booked amount being abnormally high compared to more recent years.

The second component eliminates the portion of the incentive payments associated or tied to earnings consistent with Commission orders in Docket Nos. UE-921262 – Puget Sound Power & Light, UT-950200 – US West, and most recently in UE-991606/UG-991607 – Avista, where the Third Supplemental Order states at page 74, “Plans which do not tie payments to goals that clearly and directly benefit ratepayers will face disallowance in future proceedings.”  The calculation of this adjustment is shown on page 7 of Exhibit ___ (MPP-3).  The result of this adjustment is an increase to net operating income of $635,846 and an increase to rate base of $3,267,546.

2.08  Property Taxes – This adjustment simply updates the Company’s adjustment to include the most current actual property tax assessments, as opposed to estimated premiums. The calculation of this adjustment is shown on page 8 of Exhibit ___ (MPP-3).  The result of this adjustment is a decrease to net operating income of $819,519.

2.10  Rate Case Expense – This adjustment follows the argument presented by Mr. Russell in regards to normalizing versus amortizing.  The calculation of this adjustment is shown on page 10 of Exhibit ___ (MPP-3).  The result to net operating income is the same as the Company’s presentation, a decrease of $352,540.
2.11  Property and Liability Insurance – This adjustment simply updates the Company’s adjustment to include the most current actual premiums as opposed to estimated premiums.  The calculation of this adjustment is shown on page 11 of Exhibit ___ (MPP-3).  The result of this adjustment is a decrease to net operating income of $81,039

2.12  Pension Plan – The only difference in this adjustment between Staff and the Company is that Staff allocated 2.75% of the actual and restated SERP Plan amounts below the line as non-utility expenses.  The calculation of this adjustment is shown on page 12 of Exhibit ___ (MPP-3).  The result of this adjustment is a decrease to net operating income of $3,111,507

2.13 Wage Increase – There are two differences in this adjustment between Staff and the Company.  The first relates to the calculation of “slippage.”  “Slippage” is a term that was defined in Docket No. UE-921262, a rate case involving Puget Sound Power & Light, as the difference between the actual effective wage increase for non-union personnel and the granted or authorized increase for the same time period.

The second difference is that Staff did not accept the Company’s pro forma 2005 increase for non-union employees.  The Company based the 2005 increase on the Union employee contract.  However, any 2005 increase to non-union is not known or measurable at this time because non-union employees are not tied to the union contracts.  The calculation of this adjustment is shown on page 13 of Exhibit ___ (MPP-3).  The “slippage”

calculation and supporting calculation of the pro forma wage increase is shown on page 14 of Exhibit ___ (MPP-3).  The result of this adjustment is a change to the Company’s adjustment from a decrease to net operating income of $1,435,634 to a net operating income decrease of $976,861. 

2.14  Investment Plan – This adjustment is different from Company’s adjustment only because the basis of this adjustment is the wage adjustment.  The calculation of this adjustment is shown on page 15 of Exhibit ___ (MPP-3).  The result is a decrease to net operating income of $41,616. 

2.15  Employee Insurance – This adjustment is based on the average eligible participants for each group of employees (Union and Salaried) during the test period and then applies the insurance rates that were negotiated between the Company and the two unions, IBEW and UA.  The average number of Union participants was 1,081 and the average number of salaried participants was 1,019. The Company’s adjustment is based on end of year employees.  Using average employee counts matches the definition of a pro forma adjustment, which is, test period volumes are adjusted for known and measurable rate changes.  Using end of period employees creates an inequity by annualizing employees but not measuring off-setting benefits of the annualized employees.  The calculation of this adjustment is shown on page 16 of Exhibit ___ (MPP-3).  The result of this adjustment is a decrease to net operating income of $ 461,431.

2.17  Gas Water Heater & Conversion Burner Rental Program – This adjustment relates to the settlement from the last general rate case in Docket Nos. UE-010570/UG-010571.  In the last general rate case, depreciation expense on gas water heater and conversion burner rental investment was set at a level to include an additional $8.2 million per year.  The additional depreciation expense was intended to be in place for three years until September 1, 2005, at which time the rental rates would be sufficient to provide an unsubsidized return on the remaining undepreciated investment.  The settlement was also very clear where it states:

“In the event that the Company requests general rate relief prior to this date, it shall compute the request for rate relief without inclusion of the revenues, operating expenses, or rate base related to rentals.”

Settlement Stipulation For Remaining Natural Gas Issues and Application for Commission Approval of Settlement, Exhibit A, page 2, ¶ 5.  Staff’s adjustment is consistent with the settlement and results in an increase to net operating income of $606,509 and a decrease to rate base of $31,312,542.  The calculation of this adjustment is shown on page 18 of Exhibit ___ (MPP-3).

Q.
In addition to the electric per books allowance for working capital that you discussed earlier, for which contested electric adjustments are you responsible?

A.
I am responsible for the following electric adjustments:

2.10  Miscellaneous Operating Expense (Only as it relates to the Incentive/Merit Pay component)

2.11  Property Taxes

2.20  Property & Liability Ins.

2.21  Pension Plan

2.22  Wage Increase

2.23  Investment Plan

2.24  Employee Insurance

Q. Would you please describe each of these adjustments?

A. 2.10  Miscellaneous Operating Expense – This adjustment, as it relates to the Incentive/Merit Pay component, is consistent with the treatment for the corresponding natural gas adjustment described earlier in my testimony.  The calculation of this adjustment is shown on page 12 of Exhibit ___ (JMR-3).  This adjustment decreases net operating income by $98,086 and increase rate base by $1,711,055.
2.11  Property Taxes –  This adjustment has two components.  The first component is to simply update the Company’s adjustment to include the most current actual property tax assessments, as opposed to estimated premiums.  The second component of the adjustment removes an amount for Oregon property taxes related to prior periods paid during the test year

Q. What is the Company’s proposed treatment of the Oregon property taxes associated with prior periods?

A. The Company proposed a three-year amortization of these costs.

Q. Why do you take exception to the Company’s proposed treatment?

A. For three reasons:  First, the costs are for a seven-year period (1995-2001).  Second, they relate to an out of period time and will not be reoccurring.  Current Oregon property taxes are reflected in the pro forma adjustment.  Third, through the Montana Corp. Lic. Tax adjustment, 2.25, the Company removed a refund related to prior periods.  Staff is keeping both adjustments consistent.

The calculation of this adjustment is shown on page 13 of Exhibit ___ (JMR-3).  This adjustment increases net operating income by $18,723.

Q. Please continue with the remaining adjustments.

A. 2.20  Property and Liability Insurance – This adjustment simply updates the Company’s adjustment to include the most current actual premiums, as opposed to estimated premiums.  The calculation of this adjustment is shown on page 22 of Exhibit ___ (JMR-3).  The result of this adjustment is a decrease to net operating income of $232,606.

2.21  Pension Plan - This adjustment is consistent with the corresponding gas adjustment described earlier in my testimony.  The calculation of this adjustment is shown on page 23 of Exhibit ___ (JMR-3).  The result of this adjustment is a decrease to net operating income of $5,565,312.

2.22  Wage Increase - This adjustment is consistent with the corresponding gas adjustment described earlier in my testimony.  The calculation of this adjustment is shown on page 24 of Exhibit ___ (JMR-3).  The result of this adjustment is a decrease to net operating income of $1,883,083.


2.23  Investment Plan - This adjustment is consistent with the corresponding gas adjustment described earlier in my testimony.  The calculation of this adjustment is shown on page 25 of Exhibit ___ (JMR-3).  The result of this adjustment is a decrease to net operating income of $74,442.


2.24  Employee Insurance - This adjustment is consistent with the corresponding gas adjustment described earlier in my testimony.  The calculation of this adjustment is shown on page 26 of Exhibit ___ (JMR-3).  The result of this adjustment is a decrease to net operating income of $825,326.

Q.
Do you have any further direct testimony at this time?

A.
No. 
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