
presented by Mr. Russell.  In my testimony, I refer to Puget Sound Energy as “PSE," “Utility,” or “Company.”

Q.
Do you sponsor any exhibits?
A. Yes, I sponsor Exhibit Nos. _____ (MPP-2), (MPP-3), and (MPP-4), entitled “Summary Result of Operations & Revenue Requirement,”  “Restating and Pro Forma Adjustments,” and “Allowance for Working Capital,” respectively.

Q.
Would you please summarize Staff’s recommendation regarding PSE’s natural gas revenue requirement and revenue deficiency?

A.
Based on a rate base of $1,007,059,883 $1,036,370,013 and an overall rate of return of 7.80% recommended by Mr. Wilson, the Company’s natural gas revenue require-ment is $742,268,171 $745,407,642.   In order to achieve this revenue requirement, an increase in revenue of $8,115,752 (1.1%) $11,255,223 (1.53%) is needed.

Q.
Would you please describe Exhibit no. _____ (MPP-2) in more detail?

A.
Yes.  Exhibit No. ___ (MPP-2), which corresponds to Company Exhibit ___ (BAL-G3), summarizes Staff’s restating and pro forma adjustments, and shows 

the natural gas revenue deficiency of $8,115,752 $11,255,223.  Beginning on page 1 of Exhibit No. _____ (MPP-2), the first column entitled “Actual Results of Operations” reflects the test year (October 2002- September 2003) amounts and indicates PSE earned an actual rate of return of 7.87% 7.65% during the test period.  The second column entitled “Total Adjustments” is simply a tabulation of all the restating and pro forma adjustments shown on pages 2 through 4.  Finally, the column entitled “Revenue Requirement Deficiency” shows the impact of the $8,115,752 $11,255,223 increase given the overall rate of return requirement of 7.80%.


The first line on pages 2 through 4 of this exhibit indicates which Staff witness is responsible for the issues and the calculation of the amounts indicated in each particular adjustment column.

Q.
Can you explain the difference between the actual results of operation as shown by Staff in the first column of Exhibit No. ___ (MPP-2) and that of the Company as shown in the first column of Exhibit No. ___ (BAL-G3)?

A. There are two differences.  One relates to the calculation of the allowance for working capital as shown on line 44 in both Staff’s and the Company’s 

exhibit.  The other is included on line 41 and relates to a deferred federal income tax item not in the Company’s direct case.

Q.
Have you prepared an exhibit detailing the allowance for working capital calculations?

A. Yes.  Exhibit No. ___ (MPP-4) shows the Company’s calculation in column (a), Staff’s calculation in column (b), and the difference between the two calculations in column (c).  The first two pages of the exhibit are the natural gas calculation and the last two pages are the electric calculation.

Q.
What accounts for the differences between the Company’s and Staff’s allowance for working capital calculations?

A. There are three differences that impact both the natural gas and electric calculations, and a fourth difference that impacts only the electric calculation.  

The first difference relates to the actual results of operation deferred FIT difference shown on line 41 of Exhibit No. ___ (MPP-2) and line 42 of Exhibit No. ___ (JMR-2).  This amount is reflected on lines 17 and 56, pages 1 and 2, of Exhibit No. __(MPP-4) for natural gas, and lines 23 22 and 66, pages

allowance for working capital is $1,307,617 $1,345,790.  The electric allowance for working capital is $13,635,592 $13,679,148 as shown on the bottom of page 4 of Exhibit No. ___ (MPP-4).

Q.
Would you please describe what is contained in Exhibit No. ___ (MPP-3)?

A.
Exhibit No. ___ (MPP-3) is a detail of all the natural gas restating and pro forma adjustments (2.01 through 2.17).  Each will be discussed in detail later.  A detail of the rate of return components, conversion factor, and calculation of the revenue deficiency is also included as pages 19, 20, and 21, respectively.  For ease of comparison, the figures that have been shaded on all my exhibit pages indicate input differences from PSE’s direct case, as revised.  Adjustment 2.17 on page 18 of Exhibit No. ___ (MPP-3) is an additional adjustment not included in the Company’s analysis.

Q.
Please indicate which natural gas adjustments are uncontested from Staff’s point of view.

A.
The following adjustments are uncontested by Staff:
2.02  Federal Income Tax

2.04  Depreciation/Amortization

2.05  Conservation

shown on page 1 of Exhibit ___ (MPP-3).  This adjustment results in an increase to net operating income of $1,169,763.

2.03  Tax Benefit of Pro Forma Interest – This adjustment provides customers the benefits of the tax effect of interest on debt used to support rate base and construction work in progress.  The difference between Staff and the Company is related to different final rate base determinations and the weighted cost of debt applied to rate base.  The calculation of this adjustment is shown on page 3 of Exhibit ___ (MPP-3).  This adjustment results in a decrease to net operating income of $6,113,511 $5,700,092.

2.06  Bad Debts – This adjustment normalizes bad debts expense by using a three-year average (September 30, 2000, to September 30, 2002) of actual bad debts, instead of the Company’s test year proposal.  The bad debt rate during the test year was abnormally high due to of a write-off policy change that was implemented during the test period.  The average pro forma bad debt rate is 0.3179599%, which corresponds to the Company’s rate of .54%.  The calculation of this adjustment is shown on page 6 of Exhibit ___ (MPP-3).  This adjustment results in an increase to net operating income of $747,435.
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