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BEFORE THE

WASHINGTON UTILITIESAND TRANSPORTATION COMMISSI ON

Interim Testimony of James T. Selecky

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
James T. Selecky; 1215 Fern Ridge Parkway, Suite 208; St. Louis, MO 63141-2000.

WHAT ISYOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?
| am a consultant in the field d public utility regulation and a principd in the firm of

Brubaker & Associates, Inc., energy, economic and regulatory consultants.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

These are set forth in Appendix A to this tesimony.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THISPROCEEDING?

| am tedtifying on behdf of the consumer interests of the Federd Executive Agencies
(FEA).

BRUBAKER & ASSOCIATES, INC.
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WHAT ISTHE PURPOSE OF YOUR TESTIMONY?
The purpose of my testimony is to address Puget Sound Energy, Inc.’s (PSE) proposal
for interim rate reief. The fact that an issue may not be addressed should not be

construed as an endorsement of PSE’s position.

WHAT ISPSE'SINTERIM PROPOSAL?

For interim rate relief, PSE is specificaly seeking to recover from customers the
difference between electric power costs embedded in its current general rates and
projected power cogsts for the period January 1, 2002 through October 31, 2002. PSE
is proposing to collect from ratepayers approximately $170.7 million during the period
March 1, 2002 through October 31, 2002. PSE proposes to collect this revenue through
an Electric Energy Cost Surcharge rate of 1.4568¢kWh. The revenues collected through

this surcharge are subject to refund.

WHAT ISTHE IMPACT OF PSE'SPROPOSAL ON RATEPAYERS?
Table 1 summarizes the percent increase each customer class would experience. The
percent increase uses the ratepayers cost as stated on a ¢kWh basis as presented by

PSE in the cost of service study contained in its generd rate application.

BRUBAKER & ASSOCIATES, INC.
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TABLE 1

Interim I ncr ease Per centages

dkWh Interim Per cent
Customer Class 6/30/2001 Increase
Resdentia 7.38 19.7%
Secondary 6.59 22.1%
Primary 5.35 27.2%
High Voltage 4.33 33.7%

Source: 2001 PSE Rate Case, Rate Design Workpapers

The percentage increase was calculated by dividing PSE's proposed surcharge
by the ¥kWh as of June 30, 2001. AsTable 1 shows, al of PSE’s customers would see
a subgtantial increase if the requested interim is granted. It should be noted that for all
classes except the residentid, the proposed interim percent increase is larger than the

proposed percent increase that PSE is proposing inits generd rate case.

WHAT ARE YOUR CONCLUSIONS AND RECOMMENDATIONSIN THIS
PROCEEDING?

My conclusions and recommendations are as follows:.

1. The Washington Utilities and Transportation Commisson (Commission) should
rglect PSE’sinterim proposa.

BRUBAKER & ASSOCIATES, INC.
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2. PSE’s proposed level of interim is based on projected costs that have not been
reviewed for prudency.

3. PSE’s interim proposa does not look at al of its cogts, but only focuses on their
power costs.

4, The interim rate reief should be subject to refund with interest equd to PSE's
overdl rate of return.

5. Any interim rete relief that is granted in this proceeding should be based on an
equa percentage bass. This is congstent with past Commission rulings and
maintains the current relaionships that exist between the various rate classes.

IF THE COMMISSION GRANTS PSE INTERIM RATE RELIEF, HOW
SHOULD THISDETERMINATION BE MADE?
Any interim rate relief should be based on financid need.

WHY DO YOU BELIEVE IT IS IMPORTANT TO BASE ANY INTERIM

RATE RELIEF ON FINANCIAL NEED AND NOT PROJECTED POWER

COSTS?

Thefact that autility isincurring acogt for a certain item that is in excess of the leve of the
cost that is currently reflected in rates for that item is not sufficient reason to grant rate
relief. In generd, dl of a utility’s cogts and revenues should be thoroughly andyzed
before granting any rate increase.  The power costs represent only one component of
PSE’s revenue requirement or total cost of service. To determine if PSE needs rate
relief, dl costs need to be reviewed, and not just a Single cost component. In addition, it

is mportant that the Commisson have an extengve review of the prudency of PSE's

BRUBAKER & ASSOCIATES, INC.
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power cods. The interim does not dlow sufficient time to completely andyze the
prudency of PSE’s purchased power and fuel procurement practices.

The Commisson in recent orders has clearly relied on the financia need tests to
determine if interim rate relief is necessary. Given that PSE has a generd rate case
pending before this Commission, financia need should be the sole basis.

IF THE COMMISSION GRANTS PSE INTERIM BY ALLOWING IT TO
COLLECT ALL OR A PORTION OF ITS PROJECTED POWER COSTS
THAT IT CLAIMS ARE NOT INCLUDED IN ITSRATES, SHOULD IT BE
COLLECTED THROUGH A UNIFORM ENERGY OR CENTS PER
KILOWATTHOUR (¢kWh) SURCHARGE?

No. PSE's proposa to collect power costs, which it dams are not in rates, through a
uniform surcharge is not cost of service based. Firg, a portion of PSE's power cogsis
demand related. This specificdly applies to purchase and interchange costs. PSE's
proposed surcharge collects these costs on an energy basis — not on a demand basis.
Second, PSE's interim proposa recovers ten months of costs over an eight-month
period. Under PSE's proposal, January and February 2002 costs would be deferred
and recovered from March through October. This proposa recovers costs from
customers different from those who caused the costs to be incurred. Findly, PSE's
interim rate proposa will result in some customer classes seeing a large rate increase in

March, followed by alarge decrease from the interim level in November.

BRUBAKER & ASSOCIATES, INC.
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PLEASE DESCRIBE HOW PSE'S PROPOSAL FOR RECOVERING ITS
PROJECTED POWER COSTS VIOLATES COST OF SERVICE
PRINCIPLES.

As noted, PSE is proposing to defer the difference between its projected power costs for
January and February 2002 and the power costs embedded in its current genera rates,
for recovery from March 2002 through October 2002. PSE projects this deferra will
cost ratepayers approximately $66.4 million (Exhibit WAG-3, Spreadsheet A, Part 2 of
3, Page 1). This deferral represents approximately 40% ($66,408,000/ $170,727,000)
of the requested interim rate relief. Deferring these cods results in collecting the costs
from customers who did not incur the costs.

A review of the monthly salesto the resdentid, commercid and industrid classes,
as forecast by PSE for the 12-month period ending December 2002, shows that during
January and February 2002, the residential class is forecasted to purchase approximately
22.9% of its totad annua usage; the commercid class will purchase 18.1% of its total
annud usage; and the indudtrid classwill purchase 17.6% of itstotad annud usage. Thisis
shown in Table 2 below.

BRUBAKER & ASSOCIATES, INC.
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TABLE 2
Forecasted Salesin January and February 2002
January and For ecasted Percent of Sales
February Sales Annual Sales In January and

Rate Class (M Wh) (MWh) February
Residentid 2,208,267 9,643,450 22.9%
Commercid 1,461,922 8,087,892 18.1%
Indugtrid 228,466 1,297,148 17.6%

TOTAL 3,898,655 19,028,490 20.5%

Sources WUTC Data Request No. 72-1

However, during the months March through October 2002 when the collection of
the January and February deferrd will take place, the resdentid class will purchase
goproximately 58% of its annud usage, while the ommercid and industriad classes will
purchase 64.4% and 66.6%, respectively, of their annua usage.

BRUBAKER & ASSOCIATES, INC.
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TABLE 3

Forecasted Sales M ar ch through October 2002

Sources WUTC Data Request No. 72-1

Mar ch through For ecasted Percent of Sales
October Sales Annual Sales Mar ch through
Rate Class (MWh) (MWh) October
Residentia 5,593,803 9,643,450 58.0%
Commercid 5,205,697 8,087,892 64.4%
Industrid 863,394 1,297,148 66.6%
TOTAL 11,662,894 19,028,490 61.3%

Therefore, the power cogsts associated with January and February usage would

be recovered disproportionately from customers.  This results in costs incurred by the

resdentia class being recovered from the commercid and industriad classes.

HAVE YOU ESTIMATED THE IMPACT OF THIS COST RECOVERY

MECHANISM ON THE VARIOUSRATE CLASSES?

Yes. Utilizing PSE’'s forecasted sales figures and the proposed power costs contained in

Exhibit WAG-3, | edimate that during the first two months of the year, the resdentid

class power cogts will be gpproximately $38.2 million in excess of the cost included in the

current rates. However, under the Company’s proposa, gpproximately $31.7 million of

BRUBAKER & ASSOCIATES, INC.



© 00 N o o b~ W

Exhibit (JTS-1T)
James T. Selecky
Page 9

that amount would be recovered from the resdentid class during the March through

October period. Table 4 below summarizes the results of this andyss.

TABLE 4
Costs and Recovery of January and February
Excess Power Costs
Deferred January
Unrecovered and February Cogts
Costs January Recovered from March
Customer Class and February through October
(000) (000)
Residentia $38,151 $31,694
Commercid 25,389 29,495
Industrid 3,989 4,892
TOTAL $67,529 $66,082

It should be noted that the differences in these columns are attributable to the
sdes volumes utilized to cdculate the amount. The sales volumes contained in the cost of
sarvice study workpapers were used to develop both the claimed underrecovered costs
and the recovery of those costs.

Under PSE's proposd, substantially more revenues will be collected from the
commercid and indudtrid classes than the cot that is actualy incurred to serve them. It
should be noted that this andlysis assumes that dl of these codts are energy related. The

fact that some of the costs are demand related should not dter the resulting conclusion.

BRUBAKER & ASSOCIATES, INC.
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WHAT IS YOUR RECOMMENDATION IF THE COMMISSION
AUTHORIZESANY INTERIM RATE RELIEF?

My recommendetion is that the interim rate relief should be a uniform percert increase.
The Commission ordered this in a recent Avista Corporétion interim rate proceeding
regarding the granting of temporary rate relief (Docket No. UE-010395).

WHAT ARE THE PRIMARY BENEFITSASSOCIATED WITH UTILIZING A
UNIFORM PERCENTAGE INCREASE COLLECTING ANY INTERIM
RATE RELIEF?

In addition to matching costs and collection more closaly, a uniform percentage rete relief
does not disturb the relaionship that currently exists between the various rates. Since
cost of service will not be addressed in the interim phase, the uniform percentage method

represents a reasonabl e approach.

DOESTHISCONCLUDE YOUR INTERIM TESTIMONY?

Yes.

BRUBAKER & ASSOCIATES, INC.
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Appendix A

Qualifications of James T. Selecky

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
James T. Sdlecky. My business mailing addressis P. O. Box 412000, 1215 Fern Ridge

Parkway, Suite 208, St. Louis, Missouri 63141-2000.

PLEASE STATE YOUR OCCUPATION.
| am a conaultant in the fidd of public utility regulation and am a principd in the firm of

Brubaker & Associates, Inc., energy, economic and regulatory consultants.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL EMPLOYMENT EXPERIENCE.
| graduated from Oakland University in 1969 with a Bachelor of Science degree with a
mgior in Engineering. In 1978 | received the degree of Master of Business Admin-
idration with amgor in Finance from Wayne State University.

| was employed by The Detroit Edison Company (DECo) in April of 1969 in its

Professona Development Program. My initid assgnments were in the egineering and

BRUBAKER & ASSOCIATES, INC.
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operations divisons where my responsibilities included evauation of equipment for use on
the digtribution and transmisson system; equipment performance testing under field and
laboratory conditions, and trouble-shooting and equipment testing at various power plants
throughout the DECo system. | dso worked on system design and planning for system
expanson.
In May of 1975, | transferred to the Rate and Revenue Requirement area of
DECo. From that time, and until my departure from DECo in June 1984, | held various
postions which included economic andyd, senior financid andys, supervisor of
Rate Research Divison, supervisor of Codt-of-Service Divison and director of the
Revenue Requirement Department. In these pogitions, | was responsible for overseeing
and performing economic and financid studies and book depreciation studies, developed
fixed charge rates and parameters and procedures used in economic studies, providing a
fineandd andysis conaulting service to dl areas of DECo, developing and designing rate
dructure for dectricd and seam service, andyzing profitability of various classes of
sarvice and recommending changes therein, determining fuel and purchased power

adjusments and dl aspects of determining revenue requirements for ratemaking

pUrpOSES.

BRUBAKER & ASSOCIATES, INC.
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In June of 1984, | joined the firm of Drazen-Brubaker & Associates, Inc.

(DBA). In April 1995 the firm of Brubaker & Associates, Inc. (BAI) was formed. It

includes mogt of the former DBA principas and gaff. At DBA and BAI | have tetified

in eectric, gas and water proceedings involving amost dl aspects of regulation. | have
a0 performed economic andyses for clients related to energy cost issues.

In addition to our main office in &. Louis, the firm aso has branch offices in

Kerrville, Texas, Plano, Texas, Asheville, NC; Denver, Colorado; and Chicago, Illinois.

HAVE YOU PREVIOUSLY APPEARED BEFORE A REGULATORY
COMMISSION?

Yes. | have testified on behaf of DECo in its seam heeating and main eectric cases. In
these cases | have tedtified to rate base, income datement adjustments, changes
in book depreciation rates, rate design, and interim and find revenue deficiencies.

In addition, | have testified before the regulatory commissions of the States of
Colorado, Connecticut, Georgia, Illinois, Indiana, Kansas, Maryland, Massachusetts,
Missouri, New Hampshire, New Jersey, North Carolina, Ohio, Oklahoma, Tennessee,
Texas, Utah, Wisconsin, and Wyoming, and the Provinces of Saskatchewan and Alberta.

| dso have testified before the Federd Energy Regulatory Commission. In addition, |

BRUBAKER & ASSOCIATES, INC.
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have filed testimony in proceedings before the regulatory commissions in the States of
lowa, Montana, New York, and Pennsylvania. My testimony has addressed revenue
requirement issues, cost of sarvice, rate design, financid integrity, accounting-related
issues, merger-related issues, and performance standards. The revenue requirement
testimony has addressed book depreciation rates, decommissoning expense, O&M
expense levels, and rate base adjustments for items such as plant held for future use,

working capitd, and post test year adjusments. In addition, | have testified on

deregulation issues such as stranded cost estimates and rate design.

ARE YOU A REGISTERED PROFESSIONAL ENGINEER?

Yes, | an aregistered professond engineer in the State of Michigan.
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