Appendix B

Dockets UE-070725 and UE-101581
(Consolidated)

Petition For an Accounting Order
(Docket UE-101581)



BEFORE THE
WASHINGTON UTILITIES & TRANSPORTATION COMMISSION

In the Matter of the Petition of .
- Docket No. UE-10- IS5 & |
PUGET SOUND ENERGY, INC.

COMMISSION STAFF AND PETITION FOR AN
THE INDUSTRIAL CUSTOMERS OF. ACCOUNTING ORDER
NORTHWEST UTILITIES

For an Accounting Order Authorizing
Accounting Treatment of Offsets to the
Balance of Production Tax Credits

I. INTRODUCTION

I. In accordance with WAC 480-07-370(1)(b), Puget Sound Energy, Inc. ("PSE"),
Commission Staff, and the Industrial Customers of Northwest Utilities (the "Petitioners")
respectfully petition the Commission for an order authorizing the accounting treatment detailed
in this Petition related to the surplus amount that has been credited to customers through PSE's
Production Tax Credit ("PTC"). In this Petition, the Petitioners request that the surplus PTCs
that have been ﬂowe_d through to customers be offset against a portion of Renewable Energy
Credits ("REC") proceeds allocated to PSE's customers in Docket No. UE-070725 and received
by PSE after November 30, 2009. Concurrently with this petition, the Petitioners are filing a
motion and prdposal ("Proposal™) concerning the crediting method for REC proceeds that was

agreed upon in Docket No. UE-070725 by PSE, Commission Staff, and the Industrial Customers
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of Northwest Utilities.! The Petitioners request that the‘ Commission consolidate this Petition
with Docket No. UE-070725. The Petitioners further requests an order authoriiing the
accounting treatment requested herein.

2. PSE is engaged in the business of providing 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 retail rates, service, facilities and practices. Its full name and mailing
address are:

Puget Sound Energy, Inc.
Attn: John Story
Director Cost and Regulation
P.O. Box 97034
Bellevue, Washington 98009-9734

PSE’s representatives for purposes of this proceeding are:

Sheree Strom Carson

Donna Barnett

Perkins Coie LLP

10885 N.E. Fourth Street, Suite 700
Bellevue, WA 98004-5579

Phone: 425-635-1400

Fax: ~425-635-2400
scarson(@perkinscoie.com
dbarnett@perkinscoie.com

1 All parties to Docket UE-070725 were invited to participate in discussions regarding the REC
Proposal. Public Counsel participated in the discussions, and NW Energy Coalition, The Energy Project
and the Renewable Northwest Project did not participate actively. Although not joining in the Proposal or
this Accounting Petition, the parties to Docket UE-070725 do not object to the Proposal or to this
Petition. The Federal Executive Agencies ("FEA") appeared at the prehearing conference in Docket UE-
070725 but did not intervene in that docket. FEA is aware of the Proposal and this Petition but has not
reviewed them and does not plan to do so.
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3. Commission Staff's representative for purposes of this proceeding is:

Donald T. Trotter

Senior Counsel

Office of Attorney General

Counsel for Washington Utilities and Transportation Commission
1400 S. Evergreen Park Dr. S.W.

P.O. Box 40128

Olympia, WA 98504-0128

Phone: 360-664-1189

Fax: 360-586-5522

Email: dtrotter@utc.wa.gov

4. ICNU's representative for purposes of this proceeding is:

S. Brad Van Cleve

Irion Sanger

Davison Van Cleve, PC
Counsel for ICNU

Suite 400

333 S.W. Taylor
Portland, OR 97204
Phone: 503-241-7242
Fax: 503-241-8160
Email: bvc@dvclaw.com
Email: ias@dvclaw.com

S. Rules and statutes that may be at issue in this Petition include RCW 80.01.040,
RCW 80.28.020, and WAC 480-07-370(1)(b).

II. BACKGROUND

A. PTC Balance
6. In Order 04 from Docket No. UE-050870, the Commission approved PSE’s
proposal to create a new schedule, Production Tax Credit Tracker Schedule 95A. Schedule 95A

provided for crediting electric customers’ bills with the PTCs that were provided as a subsidy by
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the U.S. Government for generating electricity from wind. As explained in Appendix B to Order
04:

To properly flow these tax credits through to the customer, the Company proposal
is to create a PTC tracker that will pass through to the customer the actual
production tax credits as they are generated and the tracker would not be subject
to the sharing bands in the PCA. This pass through will be adjusted by the
carrying costs for the deferred tax account for the PTCs that have been generated
but have not been used for the current years tax credit. As the customer is
receiving the benefit of the tax credits as they are generated and the Company
does not receive a credit from the IRS until the tax credits are utilized the
Company is reimbursed its carrying costs for funds through this calculation,

7. When Schedule 95A was proposed PSE expected that the timing difference
between when the PTCs were credited to customers and when PSE would receive the subsidy
from the U.S. Government would be relatively short. Through December 2007 this in fact was
the case. Although the balance of the deferred tax account did not reach zero or go negative
during this time period, the varying balance shows that there were additions and reductions to the
receivable from the U.S. Government as the PTCs were generated and utilized in PSE’s tax
return. In contrast, the balance consistently grows after December 2007,

8. In 2008, the U.S. Government adopted tax changes that provided PSE additional
tax deductions. These changes, plus tax deductions that PSE was allowed for adding new
resources, severely limited the amount of PTCs that PSE could use against any tax liability.
Since December 2007, the balance of the deferred tax account has grown from $6.3 million to
$61 million, as of June 2010.

9. On June 24, 2010, the Commission entered Order 02 in Docket UE-091703.
Order 02 zeroed out PSE's Tariff WN U-60, Tariff G, Schedule 95A- Production Tax Credit
Tracker, due to the fact that PSE had not been able to use the tax credits that were being passed

through to customers. As noted by the Commission in Paragraph 3 of Order 02:
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PSE has been unable to realize in recent federal income tax filings the production
tax credits (PTCs) that it has been and is currently passing through the Tracker.
The revision of Tracker rates to zero, which is a departure from the original
Tracker mechanism approved by the Commission, will cease greater
accumulation of interest-bearing cash balance advanced by PSE to the customers.
To address the existing balance and to craft a workable mechanism to pass
realized PTCs and Treasury grant benefits to the customers, PSE commits to work
with Commission staff and other interested parties to undertake necessary
modification of the pass-through mechanism. The zeroing out of Tracker rates
serves as a practical undertaking by PSE considering the expected delayed benefit
of generated PTCs and pending resolution of the balance owed the Company.

B. REC Proceeds

10. The Commission entered Order 03 in Docket UE-070725 on May 20, 2010, which
required PSE to credit customers for REC proceeds received by PSE prior to November 30,
2009, and to create a regulatory liability for the purpose of flowing back to customers additional
REC pfoceeds received after November 30, 2009.

11.  After the Commission issued the orders discussed above, the parties to Docket
No. UE-070725 met, and a Proposal is being submitted to the Commission concurrent with this
Petition. The Proposal would allow, customers to receive credits for REC proceeds while also

using REC proceeds to offset the balance owed to PSE under the PTC Tracker.

III. OFFSET OF REC PROCEEDS AND PTCS AND
ACCOUNTING TREATMENT

12.  The Petitioners request that the Commission allow a portion of the REC proceeds

received by PSE from December 2009 through December 20112 to be used to offset the PTCs

2 In the Proposal in Docket UE-070725, the Parties propose that REC proceeds received by PSE
through November 30, 2009 be credited back to customers over a six month period from October 2010
through March 2011. See Proposal at Attachments B and C.
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that have been passed through to customers ("PTC customer receivable") but have not been used
by PSE on its tax return. This offset of RECs and PTCs will occur during the time period
October 2010 through December 2011 ("the REC/PTC offset period").

13.  During the REC/PTC offset period, PSE will calculate the actual monthly
balances of the REC liability and the PTC customer receivable. The actual balances will be used
to track the difference between the amount credited to the customer based on the calculation in
Attachment A hereto? versus the amount that is actually credited to the customer during a given
month due to variance in loads. This calculation will also true up the interest calculation on the
PTC customer receivable and REC outstanding balances. Interest on the REC balance will be
calculated using the current net of tax rate of return on the REC balance with an offset for the
REC balance included in current rates as a working capital item. A spreadsheet detailing this
calculation will be provided to the Commission and all the parties to Docket UE-070725 for each
month during the REC/PTC offset period.

14.  Each month PSE will debit a contra-account to the regulatory liability for RECs
credited to customers, net of revenue sensitive items, under a new schedule, Schedule 134, and
credit account 456 (Other Electric Revenues). When this contra-account is expected to be equal
to, or exceeds, the total revenue requirement set in Schedule 13.4, as shown on Attachment A,
column (i) hereto, PSE will request that Schedule 134 be stopped. Any remaining balance
associated with this refund, either over or under credited, will be cleared to the REC liability

account.

3 Attachment A hereto is the same as Attachment B to the Proposal.
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15.  Each month during the REC/PTC offset period a second debit entry will be made
to another contra-account to the regulatory liability for the remaining RECs, which will be equal
to the amount of RECs that are to be offset against PTCs as shown on Attachment A, column (j)
hereto. The offsetting credit entry will be booked to account 456. A separate journal entry will
be made to recognize the future liability to customers for the unused PTCs, which will debit
account 407.3 (Regulatory Debit) with an offsetting credit to a regulatory liability account. This
entry will be reversed as PTCs are used in future years and credits are provided in customers’
bills.

16.  Inthe event that the REC liability does not have a sufficient balance to remain as
a net credit on the balance sheet after these two entries, the second entry will be adjusted so that
the net balance in the REC regulatory liability account does not become a larger debit balance.
Any recovery of PTCs that are delayed due to this type of adjustment will be carried forward
until there is a sufficient balance in the regulatory liability account to cover the PTCs delayed

and the interest calculation will reflect this delay.

IV. PRAYER FOR RELIEF

17.  Based on the foregoing, the Petitioners respectfully request that the Commission
consolidate this Petition with Docket No. UE-070725 and issue an Accounting Order in the form

attached hereto as Attachment B.
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DATED: September). 2010 PERKINS COIE LLP

%(\N\(O § C(/Y\&(‘/\..\

Sheree S. Carson, WSBA No. 25349
Donna L. Bamett WSBA No. 36794

Altorneys lor
PUGET SOUND ENERGY, INC.

DAVISON VAN CLEVE, PC ROBERT M. MCKENNA
Attorney General

IRION SANGER DONALD TROTTER

Counsel for ICNU : Senior Counsel
Counsel for Washington Utilities and

Transportation Commission
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DATED: September 24 2010

PERKINS COIE LLP

By:

"Sheree S. Carson, WSBA No. 25349
Donna L. Barnett, WSBA No. 36794

Attorneys for
PUGET SOUND ENERGY, INC.

DAVISON YAN CLEVE, PC

IRION SANGER ad
Counsel for ICNU

ROBERT M, MCKENNA
Attorney General

DONALD TROTTER

Senior Counsel

Counsel for Washington Utilities and
Transportation Commission
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o =4 .
DATED: September _:/20 10 : PERKINS COIE LLp

By:

"Sheree S. Carson, WSBA No. 25349
Donna L. Barnett, WSBA No. 36794

Attorneys for
PUGET SOUND ENERGY, INC.

DAVISON VAN CLEVE,PC ROBERT M. MCKENNA
' Attorney General

IRION SANGER DONALD TROTTER

Counsel for ICNU Senior Counsel

Counsel for Washington Utilities and
Transportation Commission
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Estimated REC Liability Balance from June 2010 through December 2011
Including the Impacts of Providing Bill Credits and PTC Offsets
As Outlined in the Joint Proposal in UE-070725

Overall RECs Low Income Total Recs Netof Monthiy change Credit to Entry to Offset 2009 GRC
Balance CA Recievable Weatherization  Return on Ratebase Intereston RECs  Forecasted RECs Offsets in REC Balance Customers PTC ROR* REC
(g) =Sum (a) to
{a) {b) () (d) {e} i) 0 {(h} [0} 1]} 6.9% Balance
(k) ()]
Month End Month End Month End Month End Month End Month End Month End Monthly Month End
Balances Balances Balances Balances Balances Balances Balances Monthly Activity Monthly Activity Monthly Activity ~ Activity Balances
May-10 (49,686,559) 3,300,000 2,285,000 45,480 (1,734,956) {45,791,034) (45,791,034)
Jun-10 (54,768,862) 3,300,000 2,285,000 68,221 (2,067,657} {51,183,299) (5,392,264) {51,183,299)
Jul10 (54,768,862) 3,300,000 2,285,000 90,961 (2,067,657) (300,888) {51,461,446) (278,147) (283,672) (51,745,118)
Aug-10 (54,768,862) 3,300,000 2,285,000 113,701 (2,067,657} (6,548,361) (57,686,179) (6,224,733) (302,499) (58,272,350)
Sep-10 (54,768,862) 3,300,000 2,285,000 136,441 (2,067,657) {11,636,124) (62,751,202) (5,065,023) (335,088) (63,672,461)
Oct-10 (54,768,862) 3,300,000 2,285,000 159,182 (2,067,657) (16,396,833) {67,489,171) (4,737,969) 3,789,214 6,257,795 (334,517) (58,697,937)
Nov-10 {54,768,862) 3,300,000 2,285,000 181,922 (2,067,657) (21,113,517} (72,183,114) (4,693,944) 4,310,641 7,118,919 (300,019) (52,262,339)
Dec-10 {54,768,862) 3,300,000 2,285,000 204,662 (2,067,657) (25,452,281) (76,499,138) (4,316,023} 4,974,462 8,215,202 (255,273) (43,643,972)
Jan-11 (54,768,862) 3,300,000 2,285,000 227.402 (2,067,657) (29,148,243) {80,172,360) (3,673,222) 4,847,752 8,005,944 (203,498) (34,666,996)
Feb-11 (54,768,862) 3,300,000 2,285,000 250,143 (2,067,657) (33,472,901) (84,474,278) (4,301,918} 4,223,613 6,975,194 (157,407) (27,927,514)
Mar-11 (54,768,862) 3,300,000 2,285,000 272,883 (2,067,657) (37,923,944) (88,902,581) (4,428,303) 4,313,744 7,124,044 (117.557) (21,035,585)
Apr-11 {54,768,862) 3,300,000 2,285,000 295,623 (2,067,657) (42,047,020) (93,002,916) {4,100,335) 6,241,461 (91,380) (18,985,840)
May-11 (54,768,862) 3,300,000 2,285,000 318,363 (2,067,657) (44,415,816) (95,348,972) (2,346,056} 5,905,370 (75,122) (15,501,647)
Jun-11 (54,768,862) 3,300,000 2,285,000 341,104 (2,067,657) (45,922,913) (96,833,329) {1,484,357) 5,618,029 (53,135) (11,421,110}
Jul11 (54,768,862) 3,300,000 2,285,000 363,844 (2,067,657) (49,955,600)  (100,843,275) (4,009,946) 5,831,831 (36,143) (9,635,369)
Aug-11 (54,768,862} 3,300,000 2,285,000 386,584 (2,067,657) (56,271,805) (107,136,740 (6,293,465} 5,775,913 (32,524) (10,185,445)
Sep-11 (54,768,862} 3,300,000 2,285,000 409,324 (2,067,657) (61,438,561) (112,280,756) (5,144,016} 5,585,842 (32,844) (9,766,462)
Oct-11 (54,768,862} 3,300,000 2,285,000 432,065. (2,067,657} {66,271,909) (117,091,364) (4,810,608) 6,263,586 (27,498) (8,340,983)
Nov-11 (54,768,862) 3,300,000 2,285,000 454,805 (2,067,657) (71,058,713) (121,856,427) (4,765,063} 7,126,306 (16,663) {5,996,404)
Dec-11 (54,768,862) 3,300,000 2,285,000 477,545 (2,067,657) (75,463,825)  (126,237,799) (4,381,372) 8,239,584 (2,138,192)
26,459,427 100,295,020 (2,654,839)
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