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I.  INTRODUCTION
1 The Industrial Customers of Northwest Utilities (“ICNU”) submits this Brief supporting The Multiparty Settlement Stipulation.  The Multiparty Settlement Stipulation in this matter represents the conclusion of discussions between numerous parties interested in ensuring the stability and reliability of services provided by Puget Sound Energy (“PSE”), Puget Energy (“PE”), and the Joint Applicants.  ICNU agrees with the consensus among the participating parties that this document represents the best possible settlement to permit the proposed transaction to go forward.  ICNU, however, does not agree with the Applicants’ statement in the Joint Testimony expressing the conclusion that this stipulation “eliminat(es) the external financing risk posed by continued public ownership of PSE.”
/  ICNU believes that it is impossible to identify and address all possible risks associated with these types of transactions, particularly financial risks.  Rather, this Stipulation represents a comprehensive set of ring-fencing conditions that, if rigorously enforced, should adequately protect ratepayers.
II.  BACKGROUND
2 On July 22, 2008, PSE, Puget Holdings LLC (“Puget Holdings”)
/, Washington Utilities and Transportation Commission Staff (“Commission Staff”), ICNU, Northwest Industrial Gas Users (“NWIGU”), NW Energy Coalition (“NWEC”), The Energy Project (“Energy Project”), and the Kroger Company (“Kroger”)
/ entered into a Multiparty Settlement Stipulation regarding the proposed transfer of ownership and control of Puget Energy, and its wholly owned subsidiary PSE to Puget Holdings (the “Proposed Transaction”).  
3 The Settlement Stipulation includes a list of sixty-three (63) commitments the Joint Applicants agreed to make as part of the Proposed Transaction.
/  The intent of these commitments is to alleviate concerns of the participating parties and reduce risk regarding a wide range of issues related to the Proposed Transaction.
4 On July 29, 2008, representatives of the participating parties identified above including Michael B. Early (ICNU), Charles Eberdt (Energy Project), Nancy E. Hirsh (NWEC), William N. Horton (Commission Staff), Robison K. Kupchak (Puget Holdings), Christopher J. Leslie (Puget Holdings), Eric M Markell (PSE) and Paula E. Pyron (NWIGU) filed Joint testimony supporting the July 22, 2008 Multiparty Settlement Stipulation.  
III.  DISCUSSION OF THE COMMITMENTS
A. Rate Credits Provided in Commitment 34 Do Not Fully Mitigate Risks Associated With Proposed Transaction
5 Rate credits are a significant tool to provide ratepayers with some measure of protection from uncertainty of risks associated with mergers or other changes in utility management structure.  Commitment 34 of the Multiparty Settlement Stipulation grants the ratepayers a small credit spread over a ten-year period.  While this credit does mitigate some risk associated with the Proposed Transaction, it alone does not provide enough financial benefit to alleviate the concerns of the ratepayers.

6 Under the Stipulation, the Joint Applicants will provide $100 million in rate credits.
/  The Commitments provide the credits in $10 million annual increments with $8.8 million constituting a non-offsettable reduction of return per year and an additional $1.2 million tied to savings from de-listing PSE from the New York Stock Exchange.
/  As proposed, the $1.2 million credit could cease if, at any subsequent ratemaking proceeding, PSE demonstrates an equal amount of savings are reflected in the costs of service.
/
7 According to the Joint Testimony, natural gas and electricity customers would divide the credit based upon the traditional FERC “four-factor allocation methodology.”
/  Within the customer groups, the Joint Applicants would apply the rate credits on an equal percent of margin basis to the customers receiving such service.  
B. Ring-fencing Conditions Provide Key Protections to Customers
8 Several Commitments agree to restrict or forbid PSE and/or PE to make dividend payments or distributions to other branches of the corporate structure.
/  The commitments would restrict dividends and disbursements in situations in which the PSE common equity ratio, after making a disbursement, is not less than 44%.
/  PSE is not allowed to declare or make a distribution unless the PSE EBITDA period that ends four fiscal quarters prior to the disbursement date is equal to or greater than 3.00 to 1.00.  Additionally, PSE is exempt from making distributions if a corporate credit rating of BBB or lower is issued from Standard & Poor’s; or a Baa3 rating from Moody’s.
/  PE would also be limited in its ability to declare or make distributions in cases in which the ratio of consolidated EBITDA to consolidated interest expense for the most recent four quarter period is less than 2.00 to 1.00.
/  These commitments are key to ICNU’s support of the transaction and virtually without precedent in other utility acquisitions.  
9 The corporate structure resulting from the proposed transaction would leave PSE and PE as wholly owned subsidiaries of Puget Holdings.
/  This would make PSE an indirect wholly owned subsidiary of Puget Holdings.
/  Establishing PSE as a wholly owned subsidiary places significant weight upon the ability of PSE to provide disbursements to PE.
/  Improper funding of PE could result in the inability to fund additional PSE equity investments with debt, potentially causing collapse of the funding structure and an erosion of credit ratings for both PE and PSE.
/  
10 In order to avoid excessive downward pressure on the PSE credit rating, ICNU insists on strict enforcement of the commitment to obtain separate bond ratings (Commitment 39) for PE and PSE.  All parties to this proceeding retain the opportunity to propose additional commitments, or seek to significantly amend existing commitments in order to protect ratepayers if the Joint Applicants fail to obtain or maintain ratings separation.  This will occur in a separate proceeding with parties being free to argue or propose any conditions that they believe necessary to protect their interests.
11 In total, ICNU believes these corporate ring-fencing conditions are well crafted and represent the best approach available to protect ratepayers.  

C. Customers Receive Assurances that Schedules 449 and 40 Will Continue
12 Several ICNU members take service under Schedules 40 and 449.  As proposed, customers taking service under Schedule 449 will not be subject to material changes in service and in rate design methodology for at least five years.
/  Implicit in this commitment is that the new PSE will commit to continuing service under Schedule 449.
/  Although not specifically discussed, ICNU believes the terms of the Proposed Transaction do not have any effect on the settlement agreement between 449 customers and PSE, which ensures rights to wholesale power under specific delineated terms and conditions.
/  Further, the terms of the 449 Settlement agreement remain in effect beyond the five-year period of Commitment 60 and cannot be altered by any method other than by Commission order.
/ 
13 Commitment 61 provides some protection of the status quo for customers taking services under Schedule 40.  Unlike Commitment 60, these protections extend through the next general rate case for Schedule 40.  This Commitment requires PSE to propose and support continuation of the currently used rate methodology during the next round of ratemaking.
/  Alteration of this methodology could expose Schedule 40 ratepayers to additional costs to obtain service and interfere with long-range financial forecasting.  
D. Other Miscellaneous Provisions
14 In addition to the commitments discussed above, two other areas warrant discussion.  The first relates to the environmental and renewable resource commitments.  The second relates to executive compensation potentially to be paid due to the Proposed Transaction.
15 Commitments 48 and 49 address environmental and renewable resource goals.  In Commitment 48, the Joint Applicants agree that PSE will support increased funding in the next Northwest Energy Efficiency Alliance budget cycle.  PSE’s ability to increase support is limited only to that funding determined to have merit as an outcome of strategic planning processes and would not change PSE’s proportion of the Northwest Energy Efficiency Alliance (“NWEEA”) budget.  In Commitment 49, PSE agrees to acquire renewable resources to the extent they are reasonably commercially available and determined necessary to meet load and cost effective requirements pursuant to established PSE processes.  With the exception of increased funding for NWEEA, these goals are intended to reflect either the status quo or previous commitments made by PSE outside of the context of this proceeding.
16 Finally, in response to Bench Request No. 012, the Joint Applicants commit that any funding required to meet the terms of executive compensation as a result of the proposed transaction would fall entirely on the shareholders of PE and not be passed on to ratepayers.  Customers should bear no additional costs associated with this acquisition, nor any costs associated with executive bonuses or executive termination payments.  
IV.  CONCLUSION
17 ICNU and its members agree the Multiparty Settlement Stipulation and Commitments attached thereto represent the most practical and efficient resolution of issues raised by the participating parties in this matter.  ICNU also believes if this transaction is approved, all commitments must be strictly enforced.  The parties have negotiated one of the best set of ring-fencing conditions in place as the result of a utility acquisition.  These groundbreaking conditions, along with the additional $200 million in equity, sufficiently address ICNU’s previously identified concerns with this transaction.  Accordingly, ICNU urges approval of the Stipulation.  
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�/ 	Prefiled Joint Testimony of Michael B. Early, Charles Eberdt, Nancy Hirsh, William Horton, Robinson Kupchak, Christopher Leslie, Eric Markell  and Paula Pyron Supporting Settlement Stipulation, July 29, 2008 (hereafter “Joint Testimony”) at 34-35. 


�/ 	PSE, Puget Holdings and the purchasers are jointly referred to as the “Joint Applicants”. 


�/ 	These parties are collectively referred to as the “Participating Parties”.


�/ 	These commitments are located in Appendix A of the Multiparty Settlement Stipulation.


�/ 	Multiparty Settlement Stipulation Appendix A at Paragraph 34.


�/ 	Id.


�/ 	Id.


�/ 	Id.; Joint Testimony at 27-28.


�/ 	See Multiparty Settlement Stipulation Agreement Appendix A at Paragraphs 36, 37, and 40.


�/ 	Multiparty Settlement Stipulation Appendix A at Paragraph 36.


�/ 	Id. at Paragraph 40. 


�/ 	Id. at Paragraph 37.


�/ 	Joint Testimony at 5-6.


�/ 	Id. at 6.


�/ 	Testimony of William N. Horton, June 18, 2008, at 5-6 (Horton Testimony). 


�/ 	Direct Testimony of Michael P. Gorman, June 18, 2008, at 7:20-8:5 (Gorman Testimony); Horton Testimony at 5. 


�/ 	Joint Testimony at 44.


�/ 	Joint Testimony at 29.


�/ 	Early Testimony at 2.


�/ 	Id.


�/ 	Multiparty Settlement Stipulation Appendix A at Paragraph 60.





