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INTRODUCTION
Q.
Please state your name and business address.  

A.
I am Joelle Steward.  My business address is 1300 S. Evergreen Park Drive S.W., P.O. Box 47250, Olympia, WA  98504.  

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

A.
I am employed by the Washington Utilities and Transportation Commission as a Regulatory Analyst.  My duties include research and analysis of energy issues.  Specifically, my work at the Commission covers demand-side management programs, low-income issues, service quality, reliability, resource planning, cost of service, rate spread, rate design, and other analyses of general rate case and tariff filings involving electric and natural gas utilities regulated by the Commission.  I have previously appeared as a witness for Staff in Docket Nos. UE-991606 (Avista Utilities), UE-011570/UG-011571 (Puget Sound Energy), UG-031885 (NW Natural Gas) and UE-032067 (PacifiCorp).    I have also presented Staff recommendations in many Commission open meetings.

Q.
How long have you been employed by the Commission?

A.
I have been employed by the Commission since October 1999.

Q.
Would you please state your educational background?

A.
I received a Bachelor of Arts degree in political science from the University of Oregon in 1993 and a Master of Arts in Public Affairs from the Humphrey Institute of Public Policy at the University of Minnesota in 1999.  

Q.
What is the purpose of your testimony?

A.
I present Staff’s recommendations on electric cost of service, rate spread and rate design, and natural gas rate spread and rate design.  

Q.
Please summarize your testimony.

A.
First, I recommend that the Commission not adopt PSE’s proposed electric cost of service study in this case because of my concerns with the proposed distribution cost allocation methods and the resulting cost shifts.  Instead, I propose an electric rate spread that considers the differences between PSE’s cost of service study and a cost of service study prepared with the Commission’s previously accepted allocation methods.  Regarding electric rate design, I generally recommend that the Commission not allow an increase in one rate component that will result in a decrease in the volumetric charge for any schedule.  I also recommend that the Commission not adopt PSE’s proposal to add the costs of transformers to the basic charges for electric rates.  Specifically, for electric residential rates, I support retaining the current 1st block of 600 kWh, but I do propose to reduce the differential between the rates in the first and second blocks.  For both natural gas and electric, I do not support PSE’s proposal for three annual rate adjustments.  



For natural gas, I also recommend a rate spread very similar to the proposal by PSE, with the exception of a smaller increase to Schedule 57 and higher increases to Schedules 41 and 86.  In rate design, I again, generally recommend that the Commission not allow an increase in one rate component that will result in a decrease in the volumetric margin rate.  I support a higher basic charge for residential customers, but I do not support the implementation of a facilities charge.  

Q.
Have you prepared any exhibits in support of your testimony?

A.
Yes. They are:

· Exhibit No. __ (JRS-2), Electric Customer Class Parity

· Exhibit No. __ (JRS-3), Electric Rate Spread

· Exhibit No. __ (JRS-4), Public Counsel Data Request No. PC-114

· Exhibit No. __ (JRS-5), Calculation of Electric Residential Rate Block Differential

· Exhibit No. __ (JRS-6), Electric Residential Rate Design

· Exhibit No. __ (JRS-7), Natural Gas Rate Spread

ELECTRIC COST OF SERVICE

Q.
Please briefly explain the purpose of a cost of service study?

A.
A cost of service study is an analytical tool that assigns to each customer class the revenue requirement incurred to serve them.  This is consistent with the principle of cost causation, which states that customers should be responsible for the costs incurred to serve them, and is a basis for a finding of just and reasonable rates.   Cost of service studies use data from all facets of utility operations, including accounting records, engineering analyses, resource planning, load research and customer billing.  The studies relate each component of the revenue requirement to measurable customer characteristics, such as customer demand, energy usage, and the number of customers.  The results from cost of service studies are one tool used by analysts in spreading revenue to customer classes, and designing rates.   

Q.
Please describe the Company’s proposed cost of service study?

A.
As described in the direct testimony of Colleen Paulson, beginning at page 13 in Exhibit No. __ (CEP-1T), the Company’s proposed electric cost of service study is largely based upon the methodologies approved by the Commission in Puget Sound Power & Light’s 1992 rate design case (consolidated Docket Nos. UE-920433, UE-920499, and UE-921261).   These methodologies include using the peak credit method for classifying production and transmission costs between energy and demand; using the top 200 hours for allocating demand; and allocating administrative and general costs in proportion, generally, to other costs.  The only significant change proposed by PSE in this case is related to the allocation methods for distribution plant costs.  This change is the focus of Staff’s electric cost of service testimony.  

Q.
Why did the Company propose changing the allocation methods for distribution plant?

A.
Ms. Paulson explains that, with the improvement of the Company’s information systems and databases since 1992, the Company can now allocate these costs at a more detailed level, with direct assignment where possible, which increases the accuracy of the cost study.  Ms. Paulson argues that this approach is more equitable because, for instance, classes not using a feeder are not assigned costs for that feeder.  

Q.
Please explain what distribution plant costs are and how they have been allocated in the past?

A.
Distribution plant costs consist of the Company’s investments in substations (land, structures and equipment), lines (poles, towers, fixtures and conduit), transformers, service drops, meters, street lighting systems, and easements.  The distribution plant costs are approximately 52 percent of PSE’s total plant in service (gross).  



In the 1992 rate design case, the Commission affirmed that distribution costs should be classified using the Basic Customer method, which treats substations, poles, towers, fixtures, conduit and transformers as demand-related, and service drops and meters as customer-related.  The demand-related costs were allocated based on system level non-coincident peak (NCP) demands.  

Q.
Please describe how the Company proposes to revise the allocation of distribution plant costs?

A.
Specifically, the Company proposes changes to the allocation of substations, lines, transformers and service drops.  The allocation methods for the other distribution investment elements were not significantly altered.



For substation costs, the proposed method calculates the NCP for each class on each substation, using each class’s hourly energy use at the substation (loss-adjusted), divided by the class’s monthly NCP factor.  Then, the monthly NCPs are averaged at each substation and multiplied by the net plant balance to derive the cost allocation to each class.  



For distribution line costs, PSE allocated the costs of each feeder using the calculated NCP of each class on the feeder, multiplied by the overhead and underground lines miles of each feeder.  The NCP of each class is calculated the same way as for substations—using the customer class’ hourly energy use on the feeder (loss-adjusted), divided by the class monthly NCP factor.  Ms. Paulson states that this method recognizes that feeder investments are a function of both load and line miles. 



Transformer costs are allocated directly to customers where possible, using the Company’s databases to associate each line transformer to customers.  The result is that 85 percent of the transformers are directly assigned to the residential class.  The remaining 15 percent are assigned based upon the class’ contribution to the transformer’s peak load, calculated in the same manner as for substations and lines.  The transformers were priced at current cost, which incorporates replacement costs, to develop the final allocation between classes for embedded costs.



Underground service lines are directly allocated to the residential class and overhead services lines were allocated based upon the actual number of customers taking service at secondary voltage.  In prior studies, the overhead service lines were allocated based on the average number of customers taking service at secondary voltage.

Q.
Do you recommend that the Commission accept the Company’s proposed changes to the cost of service study?

A.
I do not recommend that the Commission accept the cost of service study proposed by the Company at this time.  The study has identified some cost shifts that can be recognized to a certain extent in rate spread and rate design.  However, the Company’s proposed changes warrant a broader policy discussion on the extent to which direct allocation of costs is appropriate and preferable.   Additionally, I have specific concerns over the application of some of the proposed methods.  Consequently, I will propose a rate spread and rate design that recognizes and incorporates, to a certain extent, the results of PSE’s study.  However, I do not believe costs should be shifted as dramatically as indicated by the Company’s study.  

Q.
First of all, for context, how do PSE’s proposed changes compare to the results of a cost of service study performed using all previously accepted methods?

A.
A cost of service study that uses all previously accepted methods was provided by the Company in Exhibit No. __ (CEP-9) and is identified as the “Commission basis model”.  Comparing this model to PSE’s current proposal shows that $144 million in distribution plant costs are shifted to the residential class under the Company’s current proposal.  This is a 10 percent increase in these costs for the residential class.    Schedule 24 shows a $14 million increase, or 5 percent.   Schedules 25 and 26 show distribution plant cost decreases of $58 million (26 percent) and $70 million (74 percent), respectively.  Primary voltage schedules show a $24 million decrease (24 percent) and lighting schedules show a $5 million decrease (5 percent).  In fact, under the Company-proposed model, no costs were assigned for transformers to the lighting schedules, although those schedules undoubtedly require service from transformers.

These cost shifts have implications on parity ratios, which are important for consideration of rate spread.  Exhibit No. __ (JRS-2) shows the rate of returns and revenue to cost ratios for each class under the PSE and Commission basis models, as well as for the cost of service model accepted by the parties in the Settlement Stipulation in Docket No. UE-011570.  The latter was based upon the same methodology as is used in the current Commission basis model.  The exhibit also shows the results of the two models with Staff’s accounting adjustments.

As Exhibit No. __ (JRS-2) shows, the most significant difference in parity is for Schedule 26.  The Commission basis model indicates that Schedule 26 is below parity, while the PSE proposed model indicates that it is above parity.  For the other schedules, the parity results are affected only to the degree to which they are either above or below parity.   Although, after Staff’s accounting adjustments are incorporated, both cost of service studies also show a discrepancy in parity for the Firm Resale class.  The resulting differences have rate spread implications for the residential, secondary service and primary service schedules, which will be discussed later.

Q.
What do you mean by “parity”?

A.
Parity is the point at which the customer class is paying the amount of costs allocated to them under a cost of service model.  One can measure parity by looking at the customer class’ rate of returns relative to the overall rate of return, or by looking at the ratio of revenues to costs. 

Q.
Does the Commission have to accept a cost of service method in this case?

A.
No.  In fact, in many prior cases the Commission has not formally adopted a cost of service study and has stated its desire for parties to place more emphasis on the application of the results than on the elements of each study (see, Third Supplemental Order, page 71 in Docket No. U-89-2688-T).  Because of the high degree of judgment on classification and allocation that goes into a cost of service study, and the variety of methodologies that may be appropriate, the results do not generally lend themselves to a mechanical application.  In the past, the Commission has taken into consideration other pertinent factors to spread rate increases (or decreases), such as customer impact, rate stability and economic conditions in the service area.  The general policy of the Commission in rate spread has been to make gradual movements towards parity for those classes falling outside of a “range of reasonableness”, which reflects the imprecise nature of cost of service studies.  

Q.
Does the Company’s proposed study warrant consideration by the Commission?

A.
Yes, to some extent.  I agree that advancements in information systems, as well as changes in the industry, may justify revaluation of some of the previously accepted methodologies. The last Commission decision on electric cost of service was in 1992.  Technology is now available to assign costs more directly at a customer level.  Many costs have been directly assigned at the industrial level for several years, which is reasonable since there are fewer industrial customers and it is relatively easy to identify specific parts of the system required to serve them.   However, if we are going to move toward direct assignment at the residential and commercial class level, then we must consider if the benefits of doing so really outweigh the costs.  Therefore, I think it is important to consider some potential ramifications of the refined distribution cost allocations proposed by PSE.

Q.
Please discuss what you view as potential ramifications?

A.
The benefit of more direct cost assignments is, obviously, that we can better reflect the cost to serve each class in rates.  However, this may not be as straightforward as it appears.  First, there are not separate distribution systems for serving residential and commercial customers—the system operates jointly to serve all customers.  Some costs may not be easily attributed to specific classes when considering broader benefits for the interconnected system, such as reliability.   Second, there may be unintended consequences that deserve further reflection.  The Company’s proposed allocation method for distribution lines typifies both of these concerns.



The distribution line costs are allocated by associating customers with over 1,100 feeders in the Company.   I am concerned that this detailed allocation does not properly capture design considerations of the interconnected system, such as for reliability.  Distribution systems are often designed with multiple loops or connection capability to enhance reliability.  Ms. Paulson states that with PSE’s proposed allocation method, a customer not taking service on a feeder is not allocated costs for a feeder.  However, a customer may be able to receive power through adjoining feeders, in the event of an outage, due to the redundancy built into the system for reliability purposes.  Therefore, I do not believe that the proposed allocation fully captures all costs and benefits to the customer of the system designed to serve them.

Q.
Are there other concerns you want the Commission to consider?

A.
Yes.  The proposed allocation method incorporates line miles.  Prior to this case, line miles have not been used in this allocation (nor are they used by either Avista or PacifiCorp in Washington).  The 12-month noncoincidental peaks for primary and secondary schedules have been used to allocate distribution lines in the past, as well as in the current Commission basis model.  By incorporating line miles, the allocation incorporates customer density.  This allocation results in a large shift in costs to the residential class.  Currently, then, one could infer that there is a cross-subsidy across classes relating to customer density.  The Company’s proposed allocation method removes this cross subsidy by increasing the costs allocated to the residential class.  This raises the question, is it more fair or equitable that residential customers in dense areas subsidize residential customers in less dense areas?  Or, is this a cross-subsidy that should continue to be borne by a larger segment of the system?   If our goal were to eliminate all cross subsidies, then we would need to establish rates based on density for the residential class.  This is not something that Staff is proposing in this case since it would require a more detailed study.  However, the point is that even if direct allocations are preferable, they do not stand on their own as fair and equitable, without further reflection.  

Additionally, when considering incorporating line miles in the allocation, one should be mindful that city or county planning and zoning rules might influence the placement of substations.  The relationship between commercial areas and the placement of substations that influence line miles, does not necessarily represent design considerations or other cost causation factors.   Conceivably, the fact that residential areas are being allocated additional costs based on the use of line miles is more a function of locating, for planning and zoning purposes, substations closer to commercial areas than residential areas.  Lacking a pure cost causation relationship, I do not think it is appropriate that the residential class necessarily bear the additional costs using a line mile allocation approach.  

Q.
Do you have additional concerns about the proposed methods to allocate distribution costs?

A.
Yes.  As I stated earlier, we should consider if the costs of direct allocation outweigh the benefits.   The data required for a more refined allocation method is increasingly complex and therefore has an increasing possibility of error.  It is exceedingly dependent on the availability of data and proper records.  For instance, as previously mentioned, the lighting schedules were not allocated any costs for transformers in PSE’s proposed method.   The Company explained to Staff that this was the result of a lack of transformer records for lighting schedules.  This in and of itself raises concerns on where similar, yet less obvious, instances occur where there may be insufficient data.  

In my opinion, the amount of data required results in less transparency overall for the methodology.  Because of this and the reasons that I explained above, I am concerned that the Company’s proposed cost of service study shifts a disputable amount of costs to the residential class.  Therefore, I recommend that the Commission not accept a cost of service model in this case and approve a rate spread that reflects less of a shift in costs between classes, as compared to the Commission basis study, which I propose below.       

ELECTRIC RATE SPREAD

Q.
How did the Company propose to allocate the revenue increase between classes?

A.
As explained in the direct testimony of James Heidell, Exhibit No. __ (JAH-1T) beginning on page 10, the Company proposes to move each customer class half-way to parity, with the constraint that no class’ increase is greater than 150 percent, or less than 50 percent, of the average increase.  The Company made an additional adjustment between Schedules 26 and 31 to move them closer to parity with a cost-based difference between them, consistent with the Settlement Stipulation in Docket No. UE-011570.

Q.
Do you concur with the Company’s proposal for allocating the revenue increase to customer classes?

A.
No.  As stated in the cost of service section above, because I am concerned about the extent to which costs are shifted in the proposed model, I propose an alternative rate spread that mitigates some of the cost shifting through additional specific constraints.  My proposal seeks a middle ground between the results of PSE’s proposed study and the Commission basis study.

Q.
What is your proposed rate spread?

A.
 My proposed rate spread is shown in the table below and in Exhibit No. __ (JRS-3).  For comparison purposes, I show the Company’s rate spread at the Staff’s overall revenue requirement deficiency of $21,357,247.

	Customer Class
	Electric Rate Spread

	
	PSE 
	Staff

	Residential
	2.26%
	1.63%

	Secondary Service 24
	0.75%
	1.51%

	Secondary Service 25
	0.75%
	0.75%

	Secondary Service 26
	-1.19%
	1.63%

	Primary Service 31
	1.51%
	1.63%

	Primary Service 35
	1.19%
	1.63%

	Primary Service 43
	2.26%
	2.26%

	Retail Wheeling (449)
	0.75%
	0.75%

	High Voltage (46/49)
	2.26%
	2.26%

	Lighting Svc
	2.26%
	2.26%

	Firm Resale
	2.26%
	1.63%

	 
	
	 

	Total
	1.51%
	1.51%


I agree with the Company’s constraints of no increase greater than 150 percent and no increase less than 50 percent of the average increase.  With Staff’s proposed revenue requirement increase, these constraints are 0.75 percent and 2.26 percent, respectively, before incorporating the residual.  The Commission basis study and the PSE proposed study were nearly consistent in identifying the customer classes that were at these limits, so I apply them to the same classes as proposed by the Company, with the exception of firm resale customers.  With Staff’s case, the two cost of service studies show a disparity in parity for the firm resale class, so I gave them an average increase.  

The other differences between my rate spread and the Company’s are in four customer classes: residential, Schedule 24, Schedule 26 and Schedule 31.  To these four classes, I apply the average increase because they are all within a 10 percent revenue to cost ratio.  Then, I apply the residual amount to the residential class, Schedule 31 and the firm resale class.  I do not apply the residual amount to Schedule 24 because both cost of service studies indicate that this schedule is above parity.  Therefore, I did not want to give it any increase above the average.  Likewise, both cost of service studies indicate that the residential class and Schedule 31 are below parity, so it is not inappropriate to give them an above-average increase.  In the last rate case, the parties agreed to move Schedules 26 and 31 toward cost-based differentials and put in place automatic rate adjustments over a three-year period, with decreases to Schedule 26 and increases to Schedule 31.
  Looking at the PSE’s cost of service study, one finds that Schedule 26 is still above parity and therefore warrants a less than average increase.  However, looking at the Commission basis study, one would argue that Schedule 26 is below parity and therefore warrants an above-average increase.  Given this discrepancy, I propose to give Schedule 26 the average increase.  Likewise, I allocated the average percentage increase to the firm resale customers.

ELECTRIC RATE DESIGN

Q.
Please summarize the Company’s rate design proposals.

A.
Mr. Heidell presents the Company’s rate design proposal in Exhibit No. __ (JAH-1T), beginning at page 15.   The most significant proposed changes in rate design are:  (1) the inclusion of transformer costs into the basic charge calculation; (2) reblocking the residential rate from 600 kWh to 800 kWh; (3) decreasing the differential between the blocks for the residential class; and (4) adding a provision to Schedule 26 for customers taking service at primary voltage.  Other than these changes, the Company was guided by its cost of service study for applying the class revenue increases between components in the schedules. 

Basic Charge

Q.
Do you agree with adding transformer costs to the basic charge calculation?

A.
No.  Mr. Heidell states, at page 18, that in the 1992 rate design case the Commission indicated that the basic charge should only recover the costs properly associated with each customer.   Therefore, including the transformer is consistent with this principle because a transformer is installed to serve a particular customer.  

While I agree that the Commission stated that it is reasonable to recover charges associated with each customer, I disagree that adding transformers to the basic charge is consistent with this principle.   The basic charge calculation has been based upon the costs relating to the provision of service for individual customers, which has included meters, services, meter reading, and other customer service costs.  Service lines and meters are the investment costs that have been found acceptable for inclusion in the basic charge because they are distinctly customer-related, i.e., each customer has a meter and a service line dedicated to their service.  Expenses related to meter reading and customer service have also been included in the basic charge for similar reasons.  

Transformers, on the other hand, are infrastructure costs related to the delivery of energy and appropriately belong in the delivery charge.  While the Company’s allocation of transformers in the proposed cost of service study directly allocates 85 percent of transformers to the residential class, this is not analogous to meters and services.  While each customer requires their own meter and service line for service, the majority of transformers are shared between more than one customer.  Exhibit No. __ (JRS-4) is a Response to Public Counsel Data Request No. 114, which shows that only 6 percent of residential customers are on a transformer by themselves.  Therefore, transformers are largely common facilities, unlike meters and services, so including them in the basic charge is not consistent with the principle that the basic charge should recover costs associated with each customer. 

 

Residential Service

Q.
What is the Company’s proposal for residential rate design?

A.
For the residential rate schedule, in addition to adding transformers to the basic charge, which would increase it from $5.50 to $6.50, the Company proposes to:  (1) increase the first block from 600 kWh to 800 kWh; (2) decrease the differential between the first and second blocks from 25 percent to about 14 percent; and (3) have three annual rate adjustments for recovery of transmission and distribution costs due to the Company’s forecast of declining consumption per customer.

Q.
Do you agree with this proposal? 

A.
Not entirely.  I propose to retain the current basic charge and the 1st block of 600 kWh, but I can support a decrease in the differential between the rates in the two blocks, to the extent that it does not result in a lower tail block rate than in the current tariff.

Q.
Please explain why you disagree with the Company’s proposal for the basic charge and the re-blocking.

A.
First, Mr. Heidell’s proposed increase in the basic charge is due to the inclusion of transformers.  As I discussed above, I disagree with adding transformers to the basic charge.  Without them, the basic charge calculation from the cost of service studies supports retaining the current charge of $5.50.

Second, Mr. Heidell proposes reblocking because PSE prefers retaining a two-block structure and seeks to decrease the reliance on the more elastic part of the consumption for recovery of non-variable costs.  Further, Mr. Heidell states that approximately 35 percent of customer bills do not exceed the 1st block, so these customers do not receive a price signal to conserve.   I disagree with moving from a 600 to an 800 kWh block because I do not believe that it will send a proper price signal to the majority of customers and because the Company fails to provide a sufficient basis for its proposal.  

The bill frequency data the Company provided shows that moving to a 800 kWh block will result in 50 percent of customers having usage in the tail block and approximately 40 percent of total kilowatt-hours reaching the tail block.  Compare this with 63 percent of customers exceeding the current 600 kWh block, with approximately 47 percent of the kilowatt-hours, also derived from the bill frequency data.  The average consumption per customer, by end-use, during the test period is as follows:

· Lights and appliances only – 752 kWh per month

· Electric water heat – 925 kWh per month

· Electric space heat – 1071 kWh per month

Although the average consumption per customer with electric water heat would exceed the proposed 800 kWh block, the bill frequency data shows that only 48 percent of these customers would have usage in the tail block, compared with 66 percent of customers at the 600 kWh block.  Even for customers with electric space heating, only 53 percent would exceed a 1st block of 800 kWh, compared to 67 percent currently.  As Mr. Heidell stated, “all customers have usage on the margin” (page 19, line 18-19), so why should we move more customers away from reaching a marginal price signal?  While the Company believes that it is time to revisit the current structure with a 600 kWh block, it has not presented a substantive analysis to support an alternative.



The 600 kWh block was adopted in the 1992 rate design case because the Commission believed it would best reflect the actual cost of new resources in the end block and it would equitably allocate the amount of low-cost power on PSE’s system
, as had been argued by Public Counsel.  For this case, I calculate a low-cost power allocation per customer of approximately 525 kWh per residential customer per month.  The resources I used for this calculation are PSE’s hydro, Mid-Columbia contracts and Colstrip, using the results of Mr. Mariam’s 50 water year Aurora run.  Mr. Heidell calculated a hydro allocation of 302 kWh per customer per month (which is a correction to the 375 kWh per customer he cites in his testimony at page 19).  However, he inappropriately excluded the low-cost thermal plant, Colstrip, which had been incorporated in the 600 kWh block in 1992.  I believe the principle of equitably allocating the low-cost power, while sending a price signal to conserve, continues to be appropriate.  Therefore, the current first block of 600 kWh should be retained.

Q.
If the first block is set at 600 kWh, based on the allocation of low-cost power, what should be the differential in rates between the first and second blocks?

A.
The Company proposed increasing the first block by 10 percent, prior to applying the rate increase.  The reason, Mr. Heidell stated, was to more equitably recover non-variable distribution costs while moderating bill impacts to small consumers.   Since I propose to retain the current block of 600 kWh, I prepared an analysis to identify what the appropriate differential is, based on the variable costs of low-cost power in the first block and remaining variable power costs in the second block.  This analysis is presented in Exhibit No. __ (JRS-5).  Specifically, using the cost of service studies in this case, I allocated the transmission and distribution costs, as well as the fixed production costs, across all kilowatt-hours to derive a base rate.  I developed a rate for the first block by adding the variable costs for the low-cost resources and I developed a rate for the second block by adding the variable costs for the remaining resources.  The difference between these rates is about 17 percent.  Therefore, this is the differential between the block rates that I could support for residential rate design.  However, I have concerns with the application of that differential to current rates at Staff’s proposed revenue requirement deficiency.

Q.
Please explain your concern.

A.
With Staff’s proposed revenue requirement deficiency, the allocation to the residential class is $12.5 million    If we increase the first block rate to achieve a 17 percent differential, then the first block’s revenue increases by approximately $16 million, which exceeds the revenue deficiency and results in a decrease of about 1.7 percent in the tail block rate.  A decrease in the tail block results in a bill decrease for the higher energy using customers, which, I believe, sends a confusing signal for conservation.  Therefore, I propose that the first block only be increased to the point where it can recover the revenue deficiency without resulting in a decrease to the tail block.  At Staff’s proposed revenue increase, I achieved a rate differential of about 18.7 percent, with no decrease to the current tail block rate, by increasing the first block by 5.5 percent, prior to applying the rate increase.  Exhibit No. __ (JRS-6) shows my proposed residential rates.

Q.
What is your recommendation regarding the Company’s proposal for three annual rate adjustments for residential customers?

A.
I recommend that the Commission reject the Company’s proposal for three annual rate adjustments.  The Company proposes these annual adjustments based on its forecast of declining consumption per customer.  The only evidence provided for the claim of declining consumption per customer is Exhibit No. __ (JAH-7), which shows the historical trend and the forecast.  The inputs to the forecast were not provided to Staff, despite a data request and subsequent discussion with the Company.  Also, the Commission has not traditionally approved rate increases based upon a forecast of consumption.  I find no reason to do so in this case.  The Company has the option to make attrition filings under WAC 480-07-505, which should be supported with verifiable data.  

Commercial and Industrial Schedules

Q.
Generally, what is your recommendation for commercial and industrial rates?

A.
Given Staff’s revenue increase, I recommend that the increases for commercial and industrial rates be applied proportionally across all rate components, except where specifically noted below.  If the Commission approves a higher revenue increase, I identify specific recommendations for each schedule.  Essentially, my general recommendation is to not allow an increase in one component that will result in a decrease in the volumetric charges.

Q.
What is the Company’s rate design proposal for the small and medium general service rate schedules, Schedules 24 and 25?

A.
For small general service, Schedule 24, the Company proposes increasing the basic charge to $6.50, consistent with the residential charge, and applying the remaining increase proportionally across the energy rate blocks. 



For medium general service, Schedule 25, PSE proposes to:  (1) increase the basic charge from $24.90 to $33.50, which incorporates 35 percent of transformer costs;  (2) increase the demand charge by the average increase to the schedule; and (3) spread the remaining increase equally across the energy rates. 

Q.
Do you think the Company’s proposals for Schedule 24 and 25 are reasonable?

A.
I agree that the proposed rate design for Schedule 24 is reasonable.   Although, while the Company equates the basic charge with the residential class, I think the cost of service studies support a $6.50 basic charge for Schedule 24 on its own.  With Staff’s proposed revenue increase, the implementation of a $6.50 basic charge does not result in a decrease in the energy rate, so it should be adopted.

  

Regarding Schedule 25, I agree with the proposed rate design with the exception of increasing the basic charge to incorporate transformer costs, for the reasons stated above.   Without transformer costs, the basic charge is calculated at about $21.00.   This would be a 15 percent decrease from the current basic charge of $24.90.  I propose to retain the current basic charge of $24.90 rather than decreasing it at this time.  

Q.
What is the Company’s rate design proposal for the large secondary general service, Schedule 26?


A.
The Company increases the basic charge for Schedule 26 to $79, to incorporate transformers.  The demand charges are increased to recover a halfway move to parity for revenue from demand, based on the proposed cost of service study.  The current seasonal differential was maintained between the demand charges.  The remaining revenue increase was applied to the energy charge.



Additionally, the Company proposes adding provisions to Schedule 26 that would allow primary customers to take service under this schedule.  This is intended to further the Company’s goal of bringing Schedules 26 and 31 together, with a transformation adjustment for customers who take service at primary voltage.

Q.
Do you agree with the Company’s rate design proposal for the large secondary general service, Schedule 26?

A.
No.  At Staff’s calculated revenue deficiency, the increase should be applied proportionally across the rate components.   If the Commission approves a higher increase, then the basic charge should be increased up to $46.  After removing the transformer from the basic charge calculation, I find that the cost of service studies support a $46 basic charge, which is a 60 percent increase over the current basic charge.  For the remaining increase, I would propose that a higher proportional increase be given to the demand charges (while maintaining the current seasonal differential) and a lower proportional increase be given to the energy charge, with the constraint that the energy charge not be reduced from its current rate.  This is consistent with my approach of looking at the middle ground between the two cost of service studies.  The Commission basis study supports much higher increases in demand revenue than PSE’s proposed study.



Lastly, I agree with the proposed provisions that would enable customers to take service on this schedule at primary voltage.

Q.
What is the Company’s rate design proposal for the primary general service, Schedule 31?

A.
The Company retains the current basic charge of $200 and, similar to Schedule 26, increases the demand charges to recover a halfway move to parity for revenue from demand, based on its proposed cost of service.  The remaining revenue increase was spread to the energy charge.

Q.
Do you agree with the Company’s rate design proposal for the primary general service, Schedule 31?

A.
No.  Again, I propose that, if Staff’s revenue increase is approved, then the rate components should be proportionally increased.  If a higher increase is approved, then I propose to increase the basic charge to $250 and, similar to Schedule 26, propose that a higher proportional increase be given to the demand charges and a lower proportional increase be given to the energy charge, with the constraint that the energy charge not be reduced from its current rate.  Again, this is consistent with my approach to look at the middle ground between the two cost of service studies.  The Commission basis study supports higher increases in demand than PSE’s proposed study.

Q.
What did the Company propose for the primary interruptible service, Schedule 43? 

A.
 The Company proposes an equal percentage increase applied to all components of this schedule.

Q. 
Do you agree with this proposal?

A.
Yes.

Q.
What did the Company propose for the high voltage industrial rates, Schedules 46 and 49?

A.
The Company applied the increase to the energy charge, based upon the cost of service study showing that the demand charge was currently above parity. 

Q.
Do you agree with this proposal?

A.
Yes, any increase should be applied to the energy charge.  The two cost of service studies were consistent in showing that demand was above parity.

Q.
What is the Company’s proposal for Schedule 448 and 449, power supplier choice and retail wheeling?

A.
The increase is recovered on the demand charges.

Q.
 Do you agree with this proposal?

A.
Yes.

Q.
Finally, with respect to electric rate design, what is the Company’s proposal for the lighting schedules?

A.
The Company applies an equal percentage increase across all components, with the exception of pole rental rates, which were equalized.

Q.
Do you agree?

A.
Yes.

NATURAL GAS RATE SPREAD

Q.
Please describe the Company’s proposal for spreading the natural gas increase between classes.

A.
Mr. Heidell proposes to give classes significantly above or below parity increases of 50 percent and 150 percent, respectively, of the average increase.  Classes moderately above and below parity are given increases of 75 percent and 125 percent, respectively, of the average increase.  Classes within a 110 percent revenue to cost ratio are given the average increase.  The residual amount is spread proportionally across all classes.  

Q.
Do you agree with this proposal?

A.
I agree with the general concept, however, I make a few modifications.  My proposed rate spread is shown in Exhibit No. __ (JRS-7).  The table below compares my rate spread to the Company’s.  To compare them on an equal footing, I applied the Staff’s proposed revenue increase of $7,814,273, which excludes municipal taxes, to the Company’s proposed rate spread.

	Customer Class
	Natural Gas Rate Spread

	
	PSE
	Staff

	Residential
	1.22%
	1.26%

	C&I Heating
	0.80%
	0.83%

	Schedule 41
	0.62%
	0.86%

	Schedule 85
	0.64%
	0.67%

	Schedule 86
	0.86%
	1.11%

	Schedule 87
	0.43%
	0.46%

	Schedule 57
	1.61%
	0.75%

	Transport Contracts
	0.00%
	0.00%

	CNG
	1.39%
	1.44%

	Rentals
	4.67%
	0.00%

	 
	
	 

	TOTAL
	1.10%
	1.10%


Q.
Please explain the modifications you recommend to the Company’s proposed rate spread.

A.
I make four modifications to the Company’s proposal.  First, I removed the rentals altogether, consistent with the testimony of Mr. Parvinen.  Second, I gave Schedule 57 a smaller increase of 25 percent of the average and did not give it any of the residual.  I think Schedule 57 should receive a smaller increase since it is already considerably above parity.  Third, I gave Schedule 41 an average percentage increase, based the recommendation in Mr. Russell’s testimony on natural gas cost of service.  Lastly, I gave Schedule 86 an increase of 125 percent of the average, which is, again, based on Mr. Russell’s recommendation on natural gas cost of service.

NATURAL GAS RATE DESIGN
Q.
What does the Company propose for residential rate design for natural gas?

A.
Mr. Heidell proposes increasing the basic charge to $6.50 and implementing a facilities charge of $7.50 per month, which will reduce the margin rate.  He also proposes three annual adjustments, similar to the electric side, to address declining consumption per customer.

Q.
Do you agree with this proposed rate design for residential customers?

A.
No.  I propose an increase in the basic charge to $6.25, with the remaining increase applied to the margin rate.  I disagree with both the implementation of a separate facilities charge and the three annual adjustments.

Q.
Please explain.

 A.
First, I increased the basic charge to as high as it could go without resulting in a decrease in the margin rate.  The result is a basic charge of $6.25, which is a 14 percent increase.  I am concerned that the sharp decline in the margin rate (25 percent in the Company’s proposal) that results from the proposed basic charge plus facilities charge (or a further increase to the basic charge than what I’ve proposed) is an inappropriate price signal to send to customers at this time.  It has been the Commission’s policy over the years to recover fixed charges through volumetric rates, in order to send customers conservation signals.  My proposed basic charge provides a modest increase in fixed cost recovery for the Company, while retaining a conservation signal to customers by providing some increase to the volumetric charge as well.  As we move towards a cost-based basic charge over time, it should continue to be the Commission policy to not allow a decrease in the volumetric rate.

  

Second, I disagree with the implementation of a facilities charge because it is unnecessary and confusing to have two monthly fixed charges on a customer bill.  Also, having a combined fixed monthly charge of $14 has significant bill impacts.   The smallest consumers would see a bill increase well in excess of the average increase.  The Company’s bill impact study for the proposed rates shows that 42 percent of the residential customers would receive a bill increase in excess of 10 percent.   The largest consumers would actually see a bill decrease or an increase less than 3 percent.  Again, I am concerned that this is an inappropriate signal to send to customers at this time.   



Third, I disagree with the proposal for three annual rate adjustments for the same reasons I outlined on the electric side.

Q.
What are the Company’s rate design proposals for the remaining schedules?

A.
For customer charges, the Company proposes to move to the full customer charge as determined by its cost of service study, or halfway in cases where the charges would increase by over $100 per month.  For demand charges, the Company proposes increases of 150 percent of the average margin percentage increase, based upon guidance from its cost of service study.  The remaining increases are applied to the margin rates.

Q.
Do you agree with these proposals?

A.
As I recommend for electric rates, if Staff’s revenue deficiency is approved, the rate components should be increased proportionally.  If a higher revenue deficiency is approved, then I recommend that the Commission approve the Company’s proposal for the demand charges and the following regarding customer charges, with the constraint that the increases do not result in reductions to the current volumetric charges:

· Commercial & Industrial Heating, Schedules 31, 36, and 51:  apply a 50 percent increase to the basic charges for 31 and 36 and accept the Company’s proposal for 51.

· Schedule 41:  This class is above parity but the proposed increase of 300 percent results in nearly half of the customers getting above-average increases.  I propose to limit the increase to 100 percent and set the basic charge at $70.

· Schedule 85:  I agree with the Company’s proposed increase of 100 percent to $600.  This class is below parity and the bill impact study shows that the majority of customers will receive a below average increase with the proposed rate.

· Schedule 86:  Set the basic charge to $100, which is a 100 percent increase.  This class is roughly at parity, yet the proposed increase of 230 percent results in approximately 27 percent of the customers receiving twice the average increase.

· Schedules 57 and 87:  Retain the current basic charge of $800 for Schedule 57, but limit the basic charge for Schedule 87 to $500.  There is an administrative cost difference of approximately $300 associated with taking service under Schedule 57 versus Schedule 87.  This difference should be incorporated in the basic charges.

Q.
Does this conclude your testimony?

A.
Yes.

� See Settlement Terms for Electric Rate Design, Exhibit D, page 2, Docket No. UE-011570.


� See Eleventh Supplemental Order, page 97, Docket Nos. UE-920433, UE-920499 and UE-921262.
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