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I.
INTRODUCTION

Q.
Please state your names, titles, and who you represent in this matter?

A.
Our names, titles, and representation are as follows:

· Kelly O. Norwood, Vice-President of State and Federal Regulation, Avista 

· Brian Hirschkorn, Manager-Pricing, Avista

· Roger Braden, Assistant Director for Energy, WUTC Staff

· Mike Parvinen, Regulatory Analyst, WUTC Staff

· Hank McIntosh, Regulatory Analyst, WUTC Staff

· Joelle Steward, Regulatory Analyst, WUTC Staff

· Donald W. Schoenbeck, Regulatory & Cogeneration Services, Inc., Consultant, NWIGU

· Charles M. Eberdt, Program Manager, The Energy Project

Q.
Are you sponsoring joint testimony in support of the Settlement Agreement filed with this Commission on August 12, 2005?

A.
Yes.  This joint testimony recommends approval of the Settlement Agreement by the Commission.  The Settlement Agreement represents a compromise among differing points of view.  Concessions were made by all Signing Parties to reach a reasonable balancing of interests.  As will be explained in the following testimony, the Settlement Agreement received significant scrutiny and is supported by sound analysis and sufficient evidence.  Its approval is in the public interest.  The Settlement Agreement has been marked as Exhibit ____.

Q.
Have you provided information pertaining to your educational background and professional experience?

A.
Yes.  Exhibit ____ contains a summary of our qualifications.

Q.
Would you briefly summarize the Settlement Agreement?

A.
Yes.  As part of the Settlement Agreement, Avista’s annual electric revenues would increase by $22.1 million, representing a $13.7 million reduction from the Company’s original request of $35.8 million. Avista also agreed to an annual natural gas revenue increase of $968,000, a $1.9 million reduction from its original request of $2.9 million. Avista also agreed to not raise natural gas base rates again prior to July 1, 2007, absent extraordinary circumstances related to the Company’s natural gas operations.

The overall increase in base electric rates would be 7.7 percent under the settlement proposal, down from Avista’s original request to increase base electric rates by 12.5 percent. Natural gas rates would increase by 0.6 percent with the Settlement, down from Avista’s original request to increase base natural gas rates by 1.7 percent.

The Settlement Agreement calls for an overall rate of return of 9.11 percent with a common equity ratio of 40 percent and a 10.4 percent return on equity. Under an equity building mechanism in the Settlement, Avista has agreed to increase the utility equity component to certain target levels by 2007 and 2008. Failure by the Company to meet those targets would result in a reduction in base rates.

The settlement proposal also calls for modifications to the existing Energy Recovery Mechanism (ERM). The $9 million power cost “deadband,” which has been in place since 2002, would be reduced to $3 million, effective December 1, 2005. There would be no change in the 90 percent-10 percent power cost-sharing component or any other element of the ERM. In addition, the current electric surcharge of 9.8 percent would be increased to 10.8 percent, designed to provide an additional $2.7 million annually to reduce the existing power cost deferral balance of $101 million more rapidly.

As part of the Settlement Agreement, Avista would increase funding levels for two existing programs aimed at assisting limited-income customers. Avista would increase limited income demand side management (DSM) funding by $200,000 to $1.1 million annually. Avista would also provide an additional $600,000 annually for two years to the Low Income Rate Assistance Program (LIRAP) in Washington, raising the Company’s annual funding level to $3.6 million. The increased LIRAP funding would be evaluated at the end of the two-year period. Changes would also be adopted to increase limited-income agencies’ administrative flexibility in operating LIRAP and demand side management programs.

Later in our testimony, we discuss in more detail the elements of the Settlement Agreement, specifically, the accounting and power supply adjustments, the modifications to the ERM and rate spread/rate design. 

Q.
Who are the signatories to the Settlement Agreement?
A.
The Settlement Agreement, filed August 12, 2005, was signed by Avista, the WUTC Staff, the Northwest Industrial Gas Users and the Energy Project. The Public Counsel Section of the Washington Attorney General’s Office and the Industrial Customers of Northwest Utilities did not join in the Settlement Agreement.

Q.
What is the scope of NWIGU’s testimony in this proceeding?

A.
NWIGU supports the Settlement Agreement but takes no position on any specific issues other than those related to the Company’s natural gas operations, because NWIGU only represents the natural gas interests of its member companies.  NWIGU recommends that the Commission adopt the Settlement Agreement as it impacts Avista’s base natural gas rates in its entirety.
Q.
What is the proposed effective date of the Settlement?

A.
The Signing Parties have requested implementation of the Settlement Agreement on or before December 1, 2005.  This proposed effective date is an “integral” part of the Settlement that was bargained for and was the result of trade-offs made on a variety of issues.

II.
HISTORY OF FILING

Q. Please describe the Company’s initial general rate case request.

A.
On March 30, 2005, the Company filed proposed tariff revisions requesting that the Commission grant an electric rate increase of $35,833,000 or 12.5% in base retail rates.  The Company requested that the Commission grant an increase of $2,943,000 or 1.7% for Avista’s natural gas operations. The Company’s request was based on a proposed rate of return of 9.67% with a common equity ratio of 44.0% and an 11.5% return on equity.  

The Company proposed to spread the requested electric revenue increase by rate schedule such that the relative rates of return for the individual rate schedules would move one-third toward unity. The Company proposed to raise the electric residential basic charge to $5.50 from the current $5.00 charge.  The proposed natural gas increase by rate schedule would result in rates of return for each schedule that are within 5% of cost of service study results (within 5% of unity).    

Q.
What are the primary factors causing the Company’s request for an electric rate increase?

A.
The Company’s last electric general rate case in Washington was based on 2000 test year data.  The current filing includes a 2004 test period.  Therefore, the Company’s electric rate request is based on changes in costs over roughly a four-year period.   

The primary factors driving the electric rate increase are increases in power supply related expenses, and increased net plant investment. The increase in power supply costs is driven primarily by reduced hydro generation, resulting in part from the termination of a contract with Grant County PUD for low-cost hydroelectric generation.  Other changes in power supply-related costs include increased transmission and natural gas transportation costs, the termination of a profitable wholesale sales contract, and increased thermal fuel costs.  

Increased net plant investment of approximately $56 million (Washington allocation) is driven primarily by Avista’s recent purchase of the second half of the Coyote Springs 2 (CS2) project, hydroelectric upgrades at the Company’s Cabinet Gorge project, and the multi-year major transmission upgrades that are currently in progress. 

Q.
What are the primary factors behind the Company’s natural gas rate request?

A.
The primary factors driving the Company’s natural gas request are the cost of capital and the proforma adjustments that were excluded from the prior settlement in November 2004 in Docket No. UG-041515.   By filing a combined electric and gas case, major issues, such as rate of return, could be addressed for Avista’s electric and natural gas operations at the same time.

III.
SETTLEMENT PROCESS

Q.
Would you please describe the process that led to the filing of the Settlement Agreement?

A.
Yes.  All six parties commenced discussions for purposes of resolving or narrowing the contested issues in this proceeding in settlement conferences held on July 27 and 28, and August 3, 2005.  

The Parties reviewed all components of the Company’s filing, including cost of capital and accounting and power supply adjustments, and proposed modifications.  The parties engaged in the “give-and-take” that characterizes settlement discussions and attempted to arrive at a reasonable balance of differing interests.  As is common in settlements, each of the Signing Parties agreed to concessions on matters which would not have been agreed to if each of the Signing Parties were to proceed to evidentiary hearings.
Settlement meetings were addressed during the Prehearing Conference in May, and thus were set well in advance.  Significant discovery occurred in the four months leading to the first Settlement Conference. The Company responded to 570 data requests which were provided to all parties.  The settlement meeting of August 3rd was within approximately three weeks of the August 26th due date of filing testimony by Staff and Intervenors, and therefore it is reasonable to expect discovery to be substantially complete and the major issues already identified for purposes of settlement discussions.

Q. Please provide some background as to the extent of review the Commission Staff performed in this case prior to entering into the Settlement Agreement.

A. The Commission Staff in this case consisted of six primary members, all with varying roles of responsibility.  Staff sent a total of 165 data requests and performed several on-site visits to Avista covering all aspects of the case and also reviewed responses to discovery requests submitted by other parties.  The Staff members involved with the power supply model (AURORA) had formal training with the vendor (EPIS) and Avista in use of the model.

Staff reviewed every accounting adjustment proposed by Avista as well as the per books numbers, the accounting petition filed as part of the case, the cost of service models, the proposed rate spread/rate design, capital structure and rate of return.

Most of the Company proposed adjustments had been litigated in past proceedings and Avista was simply following Commission precedent. Furthermore, many of the issues and accounting adjustments were addressed in the recent Puget Sound Energy case which concluded with a Commission order in February of this year.

Q.
On what basis does NWIGU support the overall rate increase proposed in the Settlement Agreement for Avista’s gas operations?

A.
NWIGU recommends the Commission adopt the Settlement Agreement because the best interests of Avista’s natural gas customers are served by the underlying fair compromise on all revenue requirement issues.   While the Signing Parties may each hold different positions on the individual components of Avista’s natural gas revenue requirement and cost of capital adjustments, NWIGU has based its assessment upon, the compromises on various revenue requirement issues that brought down the overall gas revenue requirement increase to $968,000, and the spread of the gas rate increase in a manner that is consistent with the results of the Company’s cost of service analysis.  In recommending Commission approval of this Settlement Agreement, NWIGU is not seeking Commission approval of any new process or ratemaking method as part of the Settlement Agreement.  In this case, the Signing Parties found a reasonable method for analytical compromise among themselves that enabled them to achieve the Settlement Agreement.    Furthermore, the agreement by the Company to not file for another natural gas base rate change prior to July 1, 2007 gives Avista’s natural gas customers a degree of rate stability in at least their base natural gas rates at a time when commodity natural gas prices have been rising at unprecedented rates.
IV.
PUBLIC INTEREST

Q.
Please explain why the Settlement Agreement is in the public interest.

A.
The Settlement strikes a reasonable balance between the interests of Avista’s customers, including limited income customers, and the Company.  This Settlement Agreement, if approved, would provide a measure of certainty around future cost recovery, which is important in the Company’s ongoing efforts to restore its financial health.  The Settlement Agreement was a compromise among differing interests and represents a give-and-take.  

The Settling Parties have agreed that the Company has demonstrated need for a revenue requirement increase for both its electric and natural gas customers.  The Settlement Agreement provides for recovery of these costs.  The Settlement Agreement was entered into following extensive discovery, audit and review of the Company’s filing and books and records.

Further, although the Company has made good progress in improving its financial health in recent years, Avista’s credit ratings remain below investment grade and are anticipated to remain there until at least 2006.  An improved credit rating to investment grade is only likely if the Company’s financial strength and its outlook improve for a sustained period of time.  The Company’s initiatives to manage its operating costs and capital expenditures are an important part of improving performance, but may not be sufficient without the Commission’s approval of the agreed cost recovery and negotiated fair return opportunity and conditions provided under the Settlement Agreement.        

V.
ELEMENTS OF THE PROPOSAL

Q.
Please explain the derivation of the Electric and Natural Gas Revenue Requirements outlined in Attachments A and B, respectively, to the Settlement Agreement.

A.
After extensive discussions, the Signing Parties agreed that Avista will reduce its revenue increase request to reflect the electric revenue deficiency shown on Attachment A to the Settlement Agreement.  While Avista’s filing requested an electric revenue requirement increase of $35.8 million, the adjustments listed on Attachment A, including the agreed-upon rate of return, reduce this amount by approximately $13.7 million, resulting in a recommended electric revenue requirement increase of $22.1 million.  Similarly, as shown in Attachment B, while the Company requested a natural gas revenue requirement increase of $2.9 million, the agreed-upon adjustments serve to reduce this amount by $1.9 million, resulting in a recommended gas revenue requirement increase of $968,000.

Q.
Do the individual adjustments to the originally requested revenue increases stand alone, or should the revenue requirement be considered in totality?

A.
While the line-item adjustments do have separate characteristics, they are being accepted only as part of a comprehensive Settlement Agreement that resolves all issues associated with the Company’s original filing.  As can be seen by a quick review of the individual line descriptions, the adjustments accepted for settlement purposes cover a broad range of revenue and cost categories, including the authorized rate of return.  It would be inappropriate to view the individual adjustments in isolation.  They should be viewed in total as part of the total Settlement Agreement.

Q.
Please explain the Signing Parties agreement in regards to an Authorized Rate of Return, including the Return on Equity.

A.
The Signing Parties have agreed to a revenue requirement which produces an overall rate of return of 9.11%, based on a return on equity of 10.4% and an equity component at 40%.  By comparison, the Company’s original filing requested an overall rate of return of 9.67%, a return on equity of 11.50% and an equity component of 44%.  The individual cost of capital components of the agreed upon rate of return are as follows:

	
	
	Capital
	
	Weighted

	Component
	
	Structure
	Cost
	Cost

	
	
	
	
	

	Total Debt
	
	53.40%
	8.441%
	4.51%

	
	
	
	
	

	Trust Preferred 
	5.18%
	6.603%
	0.34%

	
	
	
	
	

	Preferred Stock
	1.42%
	7.391%
	0.10%

	
	
	
	
	

	Common Equity
	40.00%
	10.400%
	4.16%

	
	
	
	
	

	Total
	
	100.00%
	
	9.11%


Q.
An “Equity Building Mechanism” is being proposed.  Please explain what is being contemplated by this mechanism, and what it is intended to achieve.

A.
Prior to explaining the proposed Equity Building Mechanism, we will provide some background related to the equity ratio—both from a “Wall Street” perspective and from a rate-making perspective.  The Company’s actual consolidated common equity as of December 31, 2004 was 41%, while utility-only common equity was 27%.  Investors look at the consolidated capital structure in assessing the risk and their required return on Avista’s common stock and debt financing.  Furthermore, the credit rating agencies issue ratings for the company’s securities based on the consolidated capital structure of the Company.  Similarly, equity investors can only invest in Avista Corp. stock, not the utility alone.  Therefore, for the purposes of the Settlement and under the circumstances of this case the Settling Parties have agreed that the consolidated capital structure is the relevant capital structure in determining a fair rate of return for Avista’s equity investors and bond investors.  

In addition, both hypothetical and actual consolidated capital structures have been recently authorized for Avista’s regulated utility operations in Idaho, Oregon and Washington.  Last year in Idaho, an actual consolidated equity component of 42.59% was authorized for Avista’s combination electric and natural gas operations in that state.  In 2003, a hypothetical equity component of 48.25% was authorized for Avista’s natural gas operations in Oregon, and Avista’s last fully litigated general case in Washington, completed in 2000, authorized a common equity component of 42% based on Avista’s actual consolidated capital structure.

Q.
With that as background, please explain the Company’s commitment to an Equity Building Mechanism.

A.
Through the Settlement the Company has agreed that it will increase the actual utility equity component to 35% by December 31, 2007 and to 38% by December 31, 2008.  The increase in the Company’s utility equity component is anticipated to occur through growth in retained earnings and reductions in outstanding levels of long-term debt.  Increased retained earnings and lower levels of long-term debt both combine to improve the Company’s common equity component.   

Recovery of the Energy Recovery Mechanism power cost deferral balance of approximately $100 million is an important element to growing the utility equity component.  Recovery of these approved costs will allow the Company to continue to pay down debt, thus resulting in a higher equity component.  

To the extent the Company incurs increased power supply or purchased gas costs that are not recovered in retail rates in a timely manner, it would impair the Company’s ability to build equity.  Accordingly, the calculations to determine whether the targets are met will be adjusted for any additional deferred power supply or purchased gas costs recorded on the Company’s books after December 1, 2005, which have been approved for recovery, but over a period longer than proposed by the Company. For example, if the Company sought recovery for a properly authorized power supply or purchased gas cost over 24 months, and the Commission allowed the Company’s recovery but increased the recovery period to 36 months, the calculations for the equity target would be adjusted for those amounts set for recovery during the additional 12 months provided by the Commission (i.e., from months 25 to 36).

Q.
What would happen if the Company does not meet the targeted levels of Common Equity in 2007 and 2008?

A.
Failure to meet the first target would result in an automatic reduction in base utility rates (spread uniformly across all classes) of 1% effective April 1, 2008.  Failure to meet the second target would result in a reduction of 1% effective April 1, 2009.  If the Company fails to achieve the first target but meets the second one, the 1% reduction on April 1, 2008 would be reversed prospectively as of April 1, 2009.  If it meets the first target but misses the second, the April 1, 2009 reduction would remain in effect until its next general rate case.  If the Company misses both targets, the total reduction would equal 2%, which would remain in effect until the next general rate case.

Q.
How does the weighted cost of equity in the Settlement Agreement compare with the cost authorized in other recent cases?

A.
The weighted cost of equity in the proposed settlement is 4.16% (40% common equity ratio at 10.4% return on equity).  This is less than the most recent Puget Sound Energy cost authorized of 4.43% (based on a 43% common equity ratio and a 10.30% return on equity), Avista’s recently completed, fully litigated combined electric and natural gas Idaho general case at 4.43% (42.59% common equity ratio; 10.40% ROE), Avista’s Oregon weighted common equity at 4.95% (48.25% common equity ratio; 10.25% ROE), and PacifiCorp’s pending settlement of 4.75% in Oregon (47.5% common equity ratio; 10% ROE).

Q.
Is there any other general data that supports the reasonableness of the rate of return on equity the Signing Parties agreed upon?

A.
Yes.  Regulatory Research Associates (RRA), in its Regulatory Focus publication dated July 6, 2005, reported that the average equity return authorization by state commissions nationwide for the first six months of 2005 was 10.36% for electric utilities (based on 16 rate cases) and 10.56% for natural gas utilities (based on 8 rate cases).  The 10.4% rate of return on equity used in the Settlement Agreement falls well within the reported average ranges.

Q.
Has the Company agreed to a restriction on the filing of future natural gas general rate cases?

A.
Yes.  The Signing Parties agree that the next natural gas general rate case filed by the Company after resolution of this proceeding will not result in any increase to natural gas base rates prior to July 1, 2007, and is seeking the Commission’s express approval of this natural gas rate limitation as part of its Order approving this Settlement Agreement.    The Company may, however, put into effect an increase in base rates prior to July 1, 2007, based upon a showing of extraordinary circumstances relating to its natural gas operations.

Q.
Does this restriction impact the Company’s ability to file Purchased Gas Adjustment changes?

A.
No.  The limitation being agreed to by the Company only relates to base, or general rate changes.

Q.
Please explain the proposal in the Agreement related to Vegetation Management.  

A.
With regard to vegetation management, the Company will create a “one-way” balancing account for vegetation management.  With acceptance of the Company’s pro forma adjustment associated with vegetation management costs, the Company commits to spending the allocated amount on vegetation management ($2.8 million in Washington).  If it falls short for any year, the difference would be recorded as a liability and either spent in a future year or returned to customers through a credit applied in a subsequent rate case. The Company will include a line item in its annual Commission Basis report identifying annual expenses incurred for vegetation management

Q.
What do the Signing Parties propose in regards to Weather Normalization?

A.
Some issues arose during the analysis of this case concerning the best method to be applied for weather normalization.  Because there was not adequate time during the settlement discussions to resolve those issues, the Signing Parties agreed that the Company, Commission Staff and all other interested stakeholders will be invited to participate in a work group tasked with developing a mutually acceptable methodology for future cases.  The Company will start this process as soon as feasible after closure of this case.

Q.
The Company originally filed testimony requesting certain accounting treatment associated with the proposed implementation of an advanced meter reading project, or AMR.  What is being proposed now?

A.
The Company withdraws its requested accounting treatment for the proposed advanced meter reading project, but will continue to talk with Staff and other interested parties in developing the appropriate accounting treatment for costs associated with AMR implementation.  

Q.
Would you provide a brief description of Attachment A of the Settlement document and each line item?
A. Yes.  Each of the line items represents adjustments to Avista’s filed case.  The first line entitled “Avista Filed Revenue Requirement” in the amount of $35,833,000 is the electric revenue requirement requested by Avista.  This number can be found in Exhibit No. _____ (DMF-2), page 1 of 9, line 6, column e.

The next line, entitled “Cost of Capital and Rate Base Items,” is reflective of a number of adjustments to Avista’s filed case, including several modifications to rate base items.  This line also reflects the agreed upon capital structure and rate of return applied to the adjusted rate base.

The next line, entitled “Proforma Power Supply,” reflects adjustments to Avista’s original power supply calculation for items identified in footnote (2) on Attachment A.

The next line, entitled “Proforma Labor Non-Exec,” reflects a change to the Company’s proforma wage calculation by removing Pacesetter incentive payments to employees plus the proforma wage increase percentage applied to the payments.

The next line, entitled “Cancelled Small Generation (10 yr amort.),” reflects increasing the Avista proposed 5 year amortization for certain discontinued generation facilities to a 10 year amortization.

Q.
Please continue with the remaining adjustments.

A. The line entitled “KF Production Tax Credit” reflects passing on to customers 100% of the tax credit associated with the Kettle Falls generating facility, as opposed to Avista’s original proposal of 50%.

The next line, entitled “Domestic Production FIT Deduction,” reflects the estimated tax effects of the newly enacted American Jobs Creation Act of 2004.

The next line, entitled “Customer Deposits,” reduces rate base by the average amount of customer deposits during the test year and treats the interest on the deposits as an operating expense, consistent with treatments in prior general rate cases before the Commission.

The next line, entitled “Electric Pole Attachment Fees,” restates the pole attachment revenue accruals recorded during the test year to the actual 2004 amounts billed.

The next line, entitled “Gain on Sale of Misc. Property (10-yr amort.),” reflects the ten-year amortization of the net gain/loss from miscellaneous property dispositions made by Avista from 1998 to 2004. The adjustment is based on Staff review and analysis of gains and losses from property dispositions by Avista pursuant to a directive by the Commission in Docket Nos. UE-991606 and UG-991607. (3rd Supplemental Order, paragraph 299, page 82).

The next line, entitled “Lease Adjustment,” removes the lease expenses recorded during the test year related to computer system leases that expired during the test year.

The next line, entitled “Misc Expense Adjustment,” removes certain expense items that should have been booked below-the-line during the test period.

The next line, entitled “CS2 Fuel ($7.25/dth),” reflects updating the AURORA power supply run using a more recent fuel price for the Coyote Springs 2 natural gas combustion turbine generator.  Because it was a factor incorporated into the AURORA model run, this adjustment also reflects the generation impact associated with using the Staff’s 50-year hydro normalization methodology, which is the same methodology the Staff used and the Commission accepted in the most recent Puget Sound Energy general rate case, Docket Nos. UG-040640 and UE-040641.

The next line, entitled “CS2 Transportation,” reflects removing transportation costs associated with Coyote Springs that were identified by the Company as being double-counted in the original filing.

The next line, entitled “Kettle Falls Fuel Conversion Factor,” reflects an updated conversion factor related to the amount of energy per ton of wood fuel used at the Kettle Falls generation facility.

The next line, entitled “Power Supply – Additional Misc. Adjustments,” relates to various miscellaneous adjustments to Avista’s original power supply calculation.  The components are identified in footnote (3) on Attachment A.

The next line, entitled “Power Supply – Colstrip Maintenance,” adjusts costs associated with Colstrip utilizing a maintenance schedule more closely tied to historical planned outages of the plant. 

The last line is the resulting electric system revenue requirement deficiency of $22,135,000 to be collected by general tariff changes, after taking into account all of the foregoing adjustments. 

Q.
What method was used to determine normalized hydropower production estimates for the rate year?

A.
Staff utilized a hydro normalization methodology based on the average of 50 separate simulations run through the Aurora model utilizing the hydrological data for 50 years, from 1928-1979.  This is the same methodology that Staff advocated in the recent Puget Sound Energy (“PSE”) general rate case, UG-040640/UE-040641, and was adopted by the Commission in its order in that case.  Avista has agreed to use this methodology for the purposes of settlement.

Q.
What method was used to estimate natural gas fuel costs for the rate year?

A.
Avista and Staff agree that a good estimator of rate year spot commodity gas prices, for rate making purposes, is the rolling average of the most recent 90 days of NYMEX futures.  The Commission's Final Order in the most recent PSE general rate case, UG-040460/UE-040641, made it clear that this method is currently acceptable in this jurisdiction.  The Settlement acknowledges that natural gas prices have risen and that futures and forwards covering the rate year of 2006 have risen.   The Settlement Agreement provides that the price of natural gas fuel should be $7.25/MMBTU to better reflect actual rate year costs.  This adjustment increases Avista’s revenue requirement by $3,651,000, as shown on Attachment A to the Settlement Agreement.

Q. Would you also describe the adjustments to the Company’s natural gas case included in Attachment B to the settlement document?

A.
Yes.  This is essentially the same type of revenue requirement adjustment summary as is presented in Attachment A, but addressing Avista’s natural gas system instead of electric system.  With the exception of the line entitled “Additional Advertising Adjustment,” all adjustments on Attachment B have already been described under Attachment A.  The “Additional Advertising Adjustment” reflects advertising costs for gas booked in the test period that should have been recorded as below-the-line expenses.  The last line on Attachment B shows Avista’s natural gas system revenue deficiency of $968,000, after accounting for all of the identified adjustments. 

Q.
How were the specific amounts of the various electric and natural gas system adjustments described above determined?

A.
Those adjustments are the result of the audit process and analysis conducted by the Commission Staff and other parties to this case, as adopted and adjusted in the course of the parties’ settlement discussions.  Those discussions and adjustments were informed by the views and assessments of the various parties who participated in the settlement discussions, including consideration of positions advocated by parties who did not sign the Settlement Agreement.  All such information was considered, along with certain elements of compromise agreed upon in order to achieve settlement.

Q. 
Did Staff also review Avista’s acquisition in 2005 of the second half of the Coyote Springs 2 ( “CS2”) combined cycle natural gas turbine generator for the purpose of forming an opinion as to the prudence of that acquisition?

A.
Yes. 

Q.
What data and other information did Staff review in its analysis of the CS2 acquisition?

A.
Staff reviewed the prefiled testimony and exhibits of Avista witness Mr. Ronald R. Petersen (Exhibit __ (RRP-1T), as well as Avista responses to data requests submitted by Staff. 

Q.
In general terms, what criteria did Staff consider in order to determine whether the CS2 acquisition was prudent?

A.
Staff considered whether, in light of all relevant factors, Avista’s decision to acquire the second half of CS2 was based upon appropriate, rational and reasoned methods, utilized appropriate data, and covered specific issues that the Commission identified for consideration in the 19th Supplemental Order in Docket Nos. UE-920433, UE-920499, UE-921262, which includes dispatchability and fuel price risk.  This Order suggests methods and processes of decision-making are important elements of a prudence review.  Further, Avista’s most recent IRP (April 2003) identified a Preferred Resource Strategy (Resource Strategy) including a mix of wind, coal, conservation, and natural gas-fired resources.  The natural gas-fired combined-cycle component of the 2003 IRP Resource Strategy equaled 149 MW.  The opportunity to acquire the remaining half of CS2, at 140 MW, is consistent with the 2003 IRP long-term Resource Strategy.  Staff considered all of these factors in its review of the prudence of the CS2 acquisition.

In general terms, Staff applied a "reasonableness" standard in applying the above referenced factors to assess prudence.  This is consistent with prior Commission decisions, as evidenced by the following quotations:

"In evaluating prudency it is generally conceded that one cannot use the advantage of hindsight. The test this Commission applies to measure prudency is what would a reasonable board of directors and Puget management have decided given what they knew or reasonably should have known to be true at the time they made a decision. This test applies both to the question of need and the appropriateness of the expenditures."  WUTC v. Puget Sound Power and Light Co., 1984 Cause No. U-85-54 1st Supplemental Order pp. 32 to 33.

"The Commission relies upon a reasonableness standard.  The company must establish that it adequately studied the question of whether to purchase these resources and made a reasonable decision, using the data and methods that a reasonable management would have used at the time the decisions were made."   WUTC v. Puget Sound Power & Light Co., at page 17,  UE-921262, et al.  (Sept. 27, 1994) (citing Second Supplemental Order,  Cause No. U-85-53 (May 16, 1986) and Fifth Supplemental Order, Docket  No. U-83-26 (Jan. 19, 1984)).

Q.
Does Staff believe that the acquisition of a least cost resource necessarily resulted in a prudent decision?

A.
No. Cost is not the sole measure of prudence.  It is, however, an important factor to consider.  In this instance there is no doubt that, given the knowledge available to the Company at the time of the acquisition of CS2, the price paid by the Company was low.  Avista’s comparative price analysis is discussed below.

Q.
What analytical methods did Avista use in reaching its decision to acquire the second half of CS2?

A.
The most important methodological feature was the use of the Aurora market model for valuation.   This tool allowed hourly dispatch modeling of CS2.  The second most important tool was the use of an independent consultant to review their work and to do an independent analysis using another market model and their capacity market survey.  The third most important tool was the use of scenarios of electric and gas prices to test the value of CS2 under a range of possible price conditions.

Q.
Did Avista consider location with respect to their control area and transmission constraints?

A.  
Yes.

Q. 
Did Avista consider that fuel prices may vary over the life of the facility?

A.
Yes.

Q.
Did Staff find any evidence of systematic bias in favor of or against a particular choice of technology or strategy?

A.
No. 

Q.
Were risks considered by Avista?

A.
Yes.  The risk associated with gas fuel market price and electric market price was modeled.  Indirectly, the effect of hydrological conditions was modeled by using market demand under average hydro conditions.  These elements of risk to the cost of power supply are the major considerations of operational risk.  Carbon tax scenarios were also considered as an ownership risk.  The risk of increasing reliance on a single generator shaft was also evaluated.

Q.
Did Staff consider the impact of natural gas prices in its evaluation of CS2?

A.
Staff noted that CS2 is fueled by contracts with TransCanada Gas Transmission Northwest for transmission on a mileage based rate and suppliers in AECO-C but did not include any review of the future gas fuel cost since there is no specific commodity contract in place.  Like many gas turbines, CS2 is fueled by commodity deals which include month ahead, year ahead and other products. In the current climate of energy markets, this is not surprising.  The fuel price estimate used in the production cost model, Aurora, is estimated on a three-month rolling average of NYMEX strips, which after adjusting for basin differentials, are used as a predictor of spot gas prices in Sumas, AECO, Rockies and San Juan gas markets.  This method was recommended in the final Commission Order in a recent electric general rate case for PSE, Docket No. UG-040640/UE-040641 and is acceptable to Staff for this case. 

Q. 
Did Staff analyze the cost of purchasing the second half of CS2?

A.
Yes.  Staff compared CS2’s average $/kW cost to the averages in Mr. Peterson’s testimony and other known sources.  For the 2003-2004 time period, Mr. Peterson testified that the average cost of comparable resources ranged from $558/kW to $670/kW.  Staff examined the work of Avista's consultant, Navigant, and found their market value analysis convincing.  Their estimate was $472/kW and Avista's internal estimate was $468/kW.  Staff concluded that CS2's cost of $439 /kW is reasonable.  


Q.
Did Staff reach an overall conclusion about Avista’s acquisition of the second half of CS2 was prudent?

A.
Yes.  Based on all of the factors and analysis described above, Staff is of the opinion that Avista’s acquisition of the second half of CS2 was prudent.

Q.
Is the financial impact of CS2 included in the parties’ Settlement?

A.
Yes.  It is included in Avista’s rate base and the costs and benefits of CS2 operations are included in the power cost results incorporated into the Settlement. 

Q.
If the Commission decides to accept the Settlement do the Signing Parties request a prudence determination from the Commission on the Company's acquisition of the second half of CS2?

A.
Yes.  The Signing Parties request that the Commission specifically find, in any order adopting the Settlement Agreement, that CS2 was prudently acquired.
VI.
MODIFICATIONS TO THE ENERGY RECOVERY MECHANISM (ERM)


Q.
Are any modifications being proposed to the Company’s existing Energy Recovery Mechanism, or ERM?

A.
Yes.  Certain modifications to the existing Energy Recovery Mechanism will be implemented as follows.

· Deadband – The $9 million deadband will be reduced to $3 million, effective December 1, 2005.  

· For calendar year 2005, the level of the deadband would be prorated to coincide with an assumed December 1, 2005 effective date of the Settlement.  There will be no change in the 90%/10% sharing or any other aspect of the mechanism.  

· For January 1 through November 30, 2005, the existing $9 million deadband would apply; thereafter, from December 1 through December 31, 2005, the agreed-upon $3 million deadband would apply, with the result that the effective deadband, as prorated, for calendar year 2005 would be $8.5 million.  Thereafter, until further modified, a $3 million deadband would apply. 

Q.
Why did the Company originally propose to eliminate the deadband?

A.
The deadband was developed in conjunction with a settlement related to some fixed-price contracts that were entered into by Avista during the energy crisis of 2001 to provide natural gas for thermal generation.  At the time of the settlement in May 2002, the forward price of natural gas was lower than the price in the contracts, and it was understood that, absent other changes in power supply-related costs, the Company would absorb a portion of the cost of the contracts through the deadband.  The last remaining natural gas contract terminated on October 31, 2004.  Therefore, this element related to the deadband no longer exists.

The changes in costs included in the ERM are driven primarily by factors that are beyond the Company’s control.  As a hydro-based utility, Avista serves approximately 50% of its customers’ load requirements with hydroelectric generation.  Because of this heavy reliance on hydro, it takes only a 7% change in hydroelectric generation within the year to fill the $9.0 million deadband.
  That is, a 7% change in hydro, up or down, would cause the Company to either absorb $9.0 million or benefit by $9.0 million.  In either event, the Company would either absorb a substantial cost or receive a substantial benefit for something over which it had no control.

In addition, Avista also relies on significant natural gas purchases to supply fuel for its natural gas fired thermal units.  A $1.00/dth change in the cost of natural gas to run Coyote would equal approximately $15.7 million on an annual basis, or $10.2 million for the Washington jurisdiction, which would exceed the $9.0 million deadband.  Again, a change in natural gas prices of this nature would cause the Company to benefit by $9.0 million or absorb $9.0 million due to something over which it has essentially no control.

Q.
What has been the Company’s experience with the deadband since its inception?

A.
Since the ERM was implemented in July 2002, the Company has absorbed $22.5 million in losses through the deadband.  An additional $5.7 million was absorbed by the Company through application of the 90%/10% sharing.  For 2005, based on current projections, the Company will again absorb the entire $9 million deadband, given hydroelectric generation conditions and natural gas pricing.

Q.
Does Avista’s Power Cost Adjustment (PCA) mechanism for its electric operations in the State of Idaho include a deadband?

A.
No.  The PCA in Idaho for Avista’s electric utility business is almost identical to the ERM in design, with the exception of the deadband.  In the PCA, 90% of the changes in power supply costs on a monthly basis are deferred for later rebate or surcharge to customers.

Q.
Although the Settlement Agreement does not provide for the elimination of the deadband, it does reduce it from $9 million to $3 million.  Please explain why this is a reasonable resolution for settlement purposes.

A.
While the Company had argued for the elimination of the deadband, the reduction from $9 million to $3 million represents a reasonable resolution of this issue in this case.  This reduction provides a better balancing of costs that are not within the Company’s control.  It also recognizes the Company’s experience to date with respect to the deadband as described above and reflects a compromise of the parties’ litigation positions.

Q.

The Company has had an ERM surcharge rate in place since July 2002.  Please explain what is being proposed for this rate.


A.
As part of the Settlement Agreement, it is being proposed that the surcharge be increased by 10% over current levels (approximately $2.7 million) by amending the current ERM surcharge tariff schedule accordingly.  The purpose of increasing the surcharge is to reduce the deferral balance more rapidly than what would otherwise have been the case.  As noted earlier, recovery of the deferral balance in a more timely manner will allow the Company to buy back more debt, build the equity component, and improve its financial health more quickly.
VII.
LOW INCOME DEMAND-SIDE MANAGEMENT AND RATE ASSISTANCE PROGRAMS.

Q.
Please describe the low-income portion of the Settlement Agreement.

A.
The Company will provide an additional $200,000 to fund low-income demand-side management (DSM) subject to cost-effectiveness under the utility cost test; at present the Company provides over $900,000 per year in low-income DSM funding.  The Company will provide an additional $600,000 per calendar year for two years to the Low Income Rate Assistance Program (LIRAP); at present the Company provides approximately $3 million per year in LIRAP funding.  At the end of the two-year period, several factors will be considered regarding future funding levels, such as an assessment of the general level of the tariff rider (including DSM), need for and use of LIRAP funds, continuation of and funding levels for the low-income tax credit, and acceptance by the Commission. 

The additional DSM funds to low-income will be made available from a reallocation of existing Schedule 91 general DSM funds without an increase in Schedule 91.  The additional LIRAP funding will be made available through a combination of tax credits and a reallocation of Schedule 191 natural gas DSM funds to LIRAP.  There will be no corresponding decrease in natural gas DSM programmatic funding and there will be no increase to Schedule 191 before  January 1, 2008.  This is made possible by the elimination of the negative DSM deferral balance from prior periods.


Q.
Did you address programmatic components of these programs in the Settlement Agreement?

A.
Yes.  Several programmatic changes will be adopted to increase low-income agencies’ administrative flexibility in operating LIRAP and DSM programs.  These include the ability for funds generated by Schedule 91 to be applied to combination electric and gas LIRAP customers and reallocating funds within LIRAP and DSM programs. The DSM programmatic modifications, both for reallocation and for any new programs, will be subject to cost-effectiveness based on the utility cost test and review by Avista’s External Energy Efficiency Board.  These programmatic modifications are itemized in the Settlement Agreement.

VIII.
RATE SPREAD/RATE DESIGN

Q.
Where in the Agreement is the information related to rate spread and rate design provided?

A.
Section 14 of the Agreement provides a detailed description of the spread of the proposed electric ($22,135,000) and natural gas ($968,000) revenue increases, as well as the changes to the rates within the Company’s general service schedules.  Page 1 of Attachment C shows the proposed increase to the Company’s electric service schedules and Page 2 shows the proposed rates within each of those schedules.  Page 3 shows the proposed increase to the Company’s natural gas service schedules and Page 4 shows the proposed rates within each of those schedules.  Attachment D contains the proposed electric and natural gas tariffs reflecting the rates set forth on Pages 2 and 4 of Attachment C.

Q.
Turning to the proposed electric revenue increase of $22,135,000, could you please provide a comparison of the increase by electric service schedule in the Settlement Agreement ($22,135,000) to the increase by service schedule proposed by the Company in its direct filing ($35,833,000)? 


A.
Yes.  The proposed increase by rate schedule is as follows:







 Original Filing
 Prop. Settlement
Residential Service Schedule 1


14.3%


8.9%

General Service Schedules 11 & 12


  8.8%


5.8%

Large General Service Schedules 21 & 22

 10.5%


6.6%

Extra Large General Service Schedule 25

 13.3%


8.3%

Pumping Service Schedules 31 & 32

 
12.0%


7.7%

Street & Area Lighting Schedules 41-48

 11.0%


7.7%


Overall




 12.5%


7.7%





Q. It appears that the relationship of the proposed increase by rate schedule to the overall increase is similar between the Company’s direct filing and the proposed Settlement Agreement.  Is that true?

A. Yes, it is.  As described on pages 9-10 of Mr. Hirschkorn’s direct testimony, the Company used the results of its filed cost of service study as a guide in spreading the proposed increase by service schedule.  The results of the Company’s cost of service study showed that: 1) the rates for Residential Service Schedule 1 and Extra Large General Service Schedule 25 are below the cost of providing service and the Company proposed a percentage increase to those Schedules above the average, 2) the rates for General Service Schedule 11 and Large General Service Schedule 21 are above the cost of providing service and the Company proposed a percentage increase to those Schedules below the average, and 3) the rates for Pumping Service Schedule 31 and Street and Area Lighting Schedules are approximately equal to the cost of providing service and the Company proposed a percentage increase to those Schedules close to the average.  While the parties to the Settlement Agreement did not stipulate to a specific cost of service study, they believed the general results described above are indicative, and spread the proposed increase by service schedule similar to the spread proposed by the Company in its direct case.

Q. On pages 11-18 of the Mr. Hirschkorn’s direct testimony, the Company described the proposed changes to the rates within the Company’s electric service schedules.  Are there any differences between the Company’s proposed rate design in its direct case and the proposed rates contained in the Agreement, as shown on page 2 of Attachment C?

A. Yes.  For the increase applicable to the energy rates within Residential Service Schedule 1 and Pumping Service Schedule 31, the increase was applied on an equal percentage basis to the present energy block rates, as set forth in Section 14(C) (1)b. and (5)a. of the Agreement, as compared to an equal cents per kwh basis proposed in the Company’s direct filing.  

Additionally, the Agreement provides for an additional energy block rate under General Service Schedule 11 (Section 14(C)b.-d.), with separate rates for usage below and above 3,650 kwhs per month.  The Company did not propose a change to the present single block rate under the Schedule in its direct filing.  The rationale for this proposed rate structure change will be discussed later in this testimony.

Lastly, the Agreement provides for the creation of a two-block energy rate structure under both Large and Extra Large General Service Schedules 21 and 25 (Section 14(C)(3) and (4)), as proposed in the Company’s direct filing.  However, the Agreement specifies parameters to be used in the development of those rates in order to provide for a limited range of increase for customers served under those Schedules.   


Q.
Based on the proposed rates set forth in the Agreement, what would be the monthly bill increase for a residential electric customer with average consumption?

A. The proposed increase for a residential customer using an average of 1,000 kwhs per month is $4.73 per month, or approximately an 8.9% increase in their electric bill.  Including the proposed increase in the ERM surcharge, the increase would be $5.22 per month, or approximately 9.8%.

Q.
It was mentioned earlier that the Agreement provides for the creation of an additional energy block under General Service Schedule 11, which was not proposed by the Company in its direct filing.  Please describe this proposed change in more detail.

A. Yes.  The present rate structure under the General Service Schedule 11 includes a monthly customer charge, a single energy rate for all usage and a demand charge for all demand in excess of 20 kw per month.  There is no demand charge for the first 20 kw of demand.  These present rates under Schedule 11 result in a higher average kwh charge for: 1) larger-use customers as compared to smaller-use customers with similar load factors, as well as 2) customers whose peak demand is in excess of 20 kw compared to customers below 20 kw, regardless of their load factor.  Generally, neither of these scenarios are consistent with the cost of providing service, as larger customers typically cost less to serve on a per kwh basis than smaller customers, and customers with higher load factors cost less to serve than customers with poor load factors.

The addition of an energy block rate for usage in excess of 3,650 kwhs, at a rate which is less than the rate for usage under 3,650 kwhs, is a reasonable way to structure rates that are more consistent with the cost of providing service, as well as the rates under the Company’s other general service schedules.  While the proposed rates do not completely eliminate the inequities described earlier, they provide a substantial step toward that goal.

Q. Given the proposed rates for General Service Schedule 11, what is potential range of increase for different customers served under the Schedule?

A.
The increase could range from about 2% for a large customer with a relatively high load factor to about 6% for a small customer with a low load factor.

Q.
Turning now to the proposed rates for Large General Service Schedule 21 and Extra Large General Service Schedule 25, do the proposed rates under these Schedules include the addition of a second energy-block rate as proposed by the Company in its direct testimony?

A. Yes, with the parameters set forth in Section 14(C)(3) and (4) of the Agreement.  These parameters limit the range of increase for customers served under the Schedules.  The rationale for the proposed addition of a second energy-block rate under these Schedules is fully described on pages 13-18 of Mr. Hirschkorn’s direct testimony.

Q. On page 16, lines 6-8 of Mr. Hirschkorn’s direct testimony, he states that about 97% of the customers served under Large General Service Schedule 21 would see an increase between 10.3% and 10.7%.  What increase would these customers see based on the proposed rates set forth in the Settlement Agreement?

A. These customers would see an increase between 6.3% and 7.4%.

Q. On page 17, lines 14-15 of Mr. Hirschkorn’s direct testimony, he states that the 20 customers served under Extra Large General Service Schedule 25 would see an increase ranging from 9.6% to 19.9%. What increase would these customers see based on the proposed rates set forth in the Settlement Agreement?

A. These customers would see an increase between 6.1% and 12.6%.

Q. On page 15, lines 13-17 of Mr. Hirschkorn’s direct testimony, he describes the annual bill differential for a customer that recently qualified for service under Schedule 25 and was switched from Schedule 21 to Schedule 25.  Under present rates, that customer would have saved approximately $255,000 annually because of the substantial rate differential between Schedule 21 to Schedule 25.  Under the rates proposed in the Company’s direct testimony, that customer’s annual savings would be reduced to $125,000, or about half.  What would that customer’s bill savings be under the proposed rates set forth in the Agreement?

A. That customer’s annual savings would be about $175,000; it would be reduced by about one-third under the proposed rates.

Q. Section 13(B) of the Agreement proposes that the present ERM surcharge be increased by 10% over current levels.  How is this additional surcharge proposed to be implemented and what would be the effect on customers’ bills?  

A.
The present ERM surcharge (Schedule 93) is approximately a 10% surcharge to base tariff rates assessed as an incremental charge per kwh under all general service schedules.  Increasing the present surcharge(s) by 10% results in a total surcharge of approximately 11% over base tariff rates, and the incremental increase to customers’ bills will be about 1%.  The incremental surcharge increase has been developed by simply applying a 10% increase to all present surcharge rates.   

Q. By transmittal letter dated August 24, 2005, the Company filed with the Commission substitute pages contained in Attachment C and D of the Settlement Agreement related to the proposed natural gas rates.  Why were these substitute sheets filed?

A. Following the filing of the Agreement, Staff discovered two minor errors that were made in the calculation of the proposed natural gas rates.  The substitute sheets provide the rates and supporting information based on the corrected calculation.

Q. Are the revised rates contained in the substitute pages materially different from the original rates filed with the Agreement?

A.
No, they are not.

Q. Could you please provide a comparison of the increase (decrease) by natural gas service schedule in the Agreement ($968,000) to the increase by service schedule proposed by the Company in its direct filing ($2,697,000)? 

A.
Yes.  The proposed increase (decrease) in overall revenues by rate schedule is as follows:







    Original Filing
 Prop. Settlement
General Service Schedule 101


  2.1%


0.8%

Lg. General Service Schedules 111 & 112

  0.8%


0.4%

Ex. Large General Service Schedules 121 & 122
  0.7%

           (1.5)%

Interruptible Service Schedule 131


 (3.2)%
           (3.2)%

Transportation Service Schedule 146


  2.2%


1.2%

Special Contract Schedule 148


     -


   -    


Overall
              1.7%
                           0.6%


Q.
In Section 14.(B) of the Agreement, the spread of the proposed natural gas increase is set forth.  It states that the Signing Parties agreed after realigning demand costs on the sales schedules, to spread the increased revenue requirement in a manner that gives interruptible sales schedule 131 and transportation schedule 146  fifty percent of the average percentage increase to margin,  firm sales schedules 101, 111 and 121 the average percentage increase to margin, and the balance of the increase to firm residential general sales Schedule 101.  Is this rate spread proposal similar to the rate spread proposed by the Company in its direct filing?

A.  
Yes, it is.  While the Company’s direct filing did not propose a rate spread related to the margin by rate schedule but instead proposed a reasonable movement toward parity under the Company’s cost of service study, the results of the two proposals are similar and consistent with the results of the Company’s natural gas cost of service study.  
Q. Why would Schedules 121 and 131 receive a rate decrease when they are being assigned a portion of the general increase of $968,000 set forth in the Agreement?

A. As discussed on pages 23-25 of Mr. Hirschkorn’s direct testimony, the Company proposed a reallocation of pipeline demand costs among its sales service schedules.  This proposal was accepted as part of the Settlement Agreement, and the effect of this cost reallocation results in a reduction for Schedules 121 and 131 that more than offsets the portion of the general increase assigned to these Schedules.  The applicable dollar amounts for the spread of the general increase and the cost reallocation are shown in columns (f) and (g) on Page 3 of Attachment C in the Agreement.

Q. On pages 29-32 of Mr. Hirschkorn’s direct testimony, he describes the spread of the proposed increase of $2.9 million within each of the schedules.  Is the methodology used to determine the proposed rates shown in column Page 4 of Attachment C, similar to the methodology described in his direct testimony?

A. Yes, it is.

Q. Based on the proposed rates set forth in the Agreement, what would be the monthly bill increase for a residential natural gas customer with average consumption?

A. The proposed increase for a residential customer using an average of 75 therms per month is 58 cents per month.
IX
CONCLUSION

Q.  
What is the effect of the Settlement Agreement?

A.
The Settlement Agreement represents a negotiated compromise among the Signing Parties.  Thus, the Signing Parties have agreed that no particular party shall be deemed to have approved the facts, principles, methods, or theories employed by any other in arriving at these stipulated provisions, and that the terms incorporated should not be viewed as precedent setting in subsequent proceedings except as expressly provided.  In addition, the Signing Parties have the right to withdraw from the Settlement Agreement if the Commission adds any additional material conditions or rejects any material part of the Settlement Agreement.

Q.
In conclusion, why is this Settlement “in the public interest?”

A. This Settlement should be approved for the following reasons:

· It strikes a reasonable balance between the interests of the Company and its customers, including its low-income customers.  As such, it represents a reasonable compromise among differing interests and points of view.
· Approval will enhance the prospects for an improved credit rating to investment grade, as it will assist the Company in regaining its financial strength.

· The filing has been subjected to great scrutiny through the discovery process: over four and a half months have passed since the case was filed and the Company has responded to over 570 data requests.

· Staff, for its part, assigned six (6) members to participate in the audit of the Company’s books and records; in the process, they reviewed every accounting adjustment, the cost of service results, capital structure and rate of return, along with rate spread and design.  

· Ample opportunity has been afforded all parties to participate meaningfully in the settlement process, through three (3) scheduled settlement conferences, and the exchange of information.

· In the final analysis, any settlement reflects a compromise, in the give-and-take of negotiations; the Commission, however, has before it a Settlement Agreement that is supported by sound analysis and sufficient evidence.  Its approval is “in the public interest.”

Q.
Does that conclude your pre-filed direct testimony?

A. Yes it does.
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KELLY NORWOOD

Q.
Please state your name, employer and business address.

A.
My name is Kelly O. Norwood.  I am employed as Vice-President of State and Federal Regulation by Avista Corporation at 1411 East Mission Avenue, Spokane, Washington.

Q.
Please briefly describe your educational background and professional experience.

A.
I am a graduate of Eastern Washington University with a Bachelor of Arts Degree in Business Administration, majoring in Accounting.  I joined the Company in June 1981.  Over the past 24 years I have spent approximately thirteen years in the Rates Department with involvement in cost of service, rate design and revenue requirements.  I have spent approximately eleven years in the Energy Resources Department (power supply and natural gas supply) in a variety of roles with involvement in resource planning, system operations, resource analysis, negotiation of power contracts, and risk management.   I was appointed Vice-President of State and Federal Regulation in November 2000.

BRIAN HIRSCHKORN

Q.
Please state your name, employer and business address.

A.
My name is Brian J. Hirschkorn and I am employed by the Avista Corporation as the Manager of Pricing in the State and Federal Regulation Department.  My business address is 1411 East Mission Avenue, Spokane, Washington.  

Q.
Please briefly describe your educational background and professional experience.

A.
I am a 1978 graduate of Washington State University with Bachelor degrees in Business Administration and Accounting.  My primary areas of responsibility include electric and gas rate design, customer usage and revenue analysis, and tariff administration.  I have testified before this Commission in several prior rate proceedings as a revenue and rate design witness.

HENRY McINTOSH

Q.
Please state your name, employer and business address.

A.
My name is Henry McIntosh.  I am employed by the Washington Utilities and Transportation Commission as a Regulatory Analyst. My business address is 1300 South Evergreen Park Drive SW, Olympia, Washington, 98504-7250.
 

Q.
What are your educational and professional qualifications?

A.
I received an AB and MA degrees from the University of California at Riverside, and an MBA degree from the University of California at Los Angeles.   With respect to my work at the Commission, I am responsible for analysis and reporting on issues in the electric and natural gas industries, for review of tariff and rate case filings, for least cost plan and RFP filings and various other tasks.  I have worked for; R. W. Beck an energy consulting firm; PNM Public Service of New Mexico an investor owned electric and gas utility; and for the Research and Planning Staff of the Missouri Public Service Commission. In all, I have approximately 28 years of experience in the energy utility industry.   

JOELLE STEWARD

Q.
Please state your name, employer and business address.  

A.
My name is Joelle Steward.  I am employed by the Washington Utilities and Transportation Commission as a Regulatory Analyst.  My business address is 1300 S. Evergreen Park Drive S.W., P.O. Box 47250, Olympia, WA  98504.  

Q.
What are your educational and professional qualifications?  

A.
I have a Bachelor of Arts degree in political science from the University of Oregon and a Masters in Public Affairs, with a concentration in energy policy, from the Humphrey Institute at the University of Minnesota.  I attended the Center for Public Utilities Rate Design Workshop in 2000 and the National Association of Regulatory Utility Commissioner’s Annual Regulatory Studies Program in 2001, in addition to several other utility-related seminars and training opportunities.  My duties include research and analysis of electric industry 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.  

ROGER BRADEN

Q.
Please state your name, employer and business address.

A.
My name is Roger Braden. I am employed as the Assistant Director for Energy at the Washington Utilities and Transportation Commission. My business address is 1300 S. Evergreen Park Dr. S.W., Olympia, Washington 98504.

Q.
What are your educational and professional qualifications?

A.
I earned a Bachelor of Arts in English from Western Washington State College (now Western Washington University) in 1971.  I attended law school at Willamette University College of Law, receiving my J.D., cum laude, in 1981.  I have been a member of the Washington State Bar since 1981 and a member of the Oregon State Bar since 2002.


I was an attorney and partner with the Davis, Arneil Law Firm in Wenatchee, Washington from 1981 until 1997.  My practice focused on representation of Public Utility District No.1 of Chelan County (Chelan PUD), primarily concerning local and regional electric power system generation and operations, power sales contracts, environmental issues related to hydropower generation and retail utility rates.  


From February 1997 until September 2001, I served as the General Manager/CEO of Chelan PUD.  In that capacity, I was the chief executive of a utility that provided electricity, water and wastewater services to residents of Chelan County.  Chelan PUD also owns and operates three hydroelectric facilities with over 2,000 megawatts of installed capacity.  While General Manager at Chelan PUD, I served as a member of the Board of Directors of the Pacific Northwest Conference Committee and the Western Systems Coordinating Council.
 


I began working in my current position as Assistant Director for Energy at the WUTC on May 17, 2004.

MICHAEL PARVINEN

Q.
Would you state your name, employer and business address?

A.
My name is Michael P. Parvinen.  I am a Regulatory Analyst employed by the Washington Utilities and Transportation Commission.  My business address is 1300 S. Evergreen Park Dr. S.W., P.O. Box 47250, Olympia, Washington 98504-7250.  

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).

DONALD W. SCHOENBECK

Q.
Please state your name, employer, and business address.

A.
My name is Donald W. Schoenbeck.  I am a member of Regulatory & Cogeneration Services, Inc. (“RCS”), a utility rate and economic consulting firm.  My business address is 900 Washington Street, Suite 780, Vancouver, WA 98660.

Q.
Please briefly describe your educational background and professional experience.

A.
I’ve been involved in the electric and gas utility industries for over 30 years.  For the majority of this time, I have provided consulting services for large industrial customers addressing regulatory and contractual matters.  I have appeared before the Washington Utilities and Transportation Commission on many occasions.

I have a Bachelor of Science Degree in Electrical Engineering from the University of Kansas and a Master of Science Degree in Engineering Management from the University of Missouri.  

From June of 1972 until June of 1980, I was employed by Union Electric Company in the Transmission and Distribution, Rates, and Corporate Planning functions.  In the Transmission and Distribution function, I had various areas of responsibility, including load management, budget proposals and special studies.  While in the Rates function, I worked on rate design studies, filings and exhibits for several regulatory jurisdictions.  In Corporate Planning, I was responsible for the development and maintenance of computer models used to simulate the Company's financial and economic operations.  

In June of 1980, I joined the national consulting firm of Drazen-Brubaker & Associates, Inc.  Since that time, I have participated in the analysis of various utilities for power cost forecasts, avoided cost pricing, contract negotiations for gas and electric services, siting and licensing proceedings, and rate case purposes including revenue requirement determination, class cost-of-service and rate design.

In April 1988, I formed RCS.  RCS provides consulting services in the field of public utility regulation to many clients, including large industrial and institutional customers.  We also assist in the negotiation of contracts for utility services for large users.  In general, we are engaged in regulatory consulting, rate work, feasibility, economic and cost-of-service studies, design of rates for utility service and contract negotiations.

CHARLES EBERDT

Q.
Please state your name, employer, and business address.

A.
My name is Charles Eberdt. I am the Program Manager of The Energy Project, 1701 Ellis St., Bellingham WA  98225.

Q.
Please briefly describe your educational background and professional experience.

A.
I have an M.A.T. from Harvard University.  Since 1993, I have been working with all agencies that provide energy assistance and energy efficiency services to low-income households in Washington.  Prior to that I supervised training on energy efficient construction for building code officials and builders for the Washington State Energy Office and provided other public education on energy efficiency.  I am a Board member of the National Center for Appropriate Technology and A World Institute for a Sustainable Humanity (A.W.I.S.H.).   I have participated in several proceedings before this Commission over the last ten years.







� 510 aMW of hydroelectric generation under normal conditions times 7% = 36 aMW, times 8760 hours, times $47/MWh, times 65.16% Washington jurisdictional share = $9.6 million
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