Q.
Please summarize Staff’s recommendation with regard to the issues in these consolidated electric and natural gas rate proceedings?

A.
The details of Staff’s recommendations are contained within each individual’s testimony, but the following is a brief summary:  Staff recommends that the Commission grant Puget Sound Energy, Inc. (PSE or Company) an additional $21,328,000 (1.5%) $15,339,000 (1%) in retail electric service revenues and an additional $8,116,000 (1.1%) $11,255,000 (1.5%) in retail gas service revenues.  These increases are based on an overall rate of return of 7.80% for both electric and gas operations.  Ms. Steward discusses Staff’s electric and gas rate spread and rate design proposals.  Staff recommends that the Commission grant in part and deny in part PSE’s request in its White River Accounting Petition (Docket No. UE-032043) that was consolidated with this proceeding.  Staff also recommends that the Commission deny PSE’s request for authority to defer PCORC rate case costs in its Accounting Petition (Docket No. UE-031471) that was also consolidated with this proceeding.  Finally, Staff recommends that the Commission adopt a new set of criteria that triggers the deferral of major storm damage expenses.

Q.
Are you sponsoring any exhibits in this proceeding?

A.
Yes, I am sponsoring the following exhibits:

Exhibit ___ (JMR-2C), Summary Result of Operations & Revenue Requirement


Exhibit ___ (JMR-3C), Restating and Pro Forma Adjustment Calculations

Exhibit ___ (JMR-4), UE-032043 White River Accounting Petition


Exhibit ___ (JMR-5), UE-031471 PCORC Accounting Petition

Exhibit ___ (JMR-6), PCA Baseline Rate

Exhibit ___ (JMR-7), Gas Cost of Service

Q.
Would you please begin by briefly describing your Exhibit ___ (JMR-2C), Summary Results of Operations and Revenue Requirement?

A.
Exhibit ___ (JMR-2C) summarizes Staff’s electric restating and pro forma adjustments and electric operations revenue deficiency of $21,328,000 $15,339,000 based on an overall rate of return of 7.80%.  For ease of comparison, the figures that have been shaded on my exhibit pages indicate input differences from PSE’s direct case, as revised. 

Q.
Would you please describe Exhibit ___ (JMR-2C) in more detail?
A.
Beginning on page 1 of Exhibit___(JMR-2C), the first column entitled “Actual Results of Operations” reflects the test year (October 2002- September 2003) amounts and indicates that PSE earned an actual rate of return of 8.64% 8.70% 

during the test period.  The second and third columns incorporate the effects of the “Conservation Trust” for ratemaking purposes.  The fourth column, entitled “Total Adjustments” is simply a tabulation of all the restating and pro forma adjustments shown on pages 2 through 5.  Finally, the column entitled “Revenue Requirement Deficiency” shows the impact of Staff’s recommended $21,328,000 $15,339,000 retail revenue increase, given the overall rate of return requirement of 7.80%.


The first line on pages 2 through 5 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.
Would you please describe Exhibit ___ (JMR-3C)?
A.
Exhibit ___ (JMR-3C) is a detail of all the electric restating and pro forma adjustments (2.01 through 2.30).  A detail of the rate of return components, conversion factor, and calculation of the revenue deficiency is also included.  Each of the adjustments will be discussed later.

The calculation of this adjustment is shown on page 8 of Exhibit ___(JMR-3C).  This adjustment decreases net operating income by $7,259,422 $7,530,496.

 2.09  Bad Debts

This adjustment normalizes bad debts expense by using a three-year average (September 30, 2000, to September 30, 2002) of actual write-offs, instead of the Company’s test year write-off amounts.  The bad debt rate during the test year was abnormally high due to a write-off policy change that was implemented during the test period.  Staff’s average pro forma bad debt rate is 0.44193%, which corresponds to the Company’s rate of .55908%.  The calculation of this adjustment is shown on page 11 of Exhibit ___(JMR-3C).  This adjustment increases net operating income by $1,035,844.

2.10  Miscellaneous Operating Expenses
Mr. Parvinen discusses the reason for the difference in the portion of this adjustment related to “Incentive/Merit Pay” and “Payroll Taxes Associated With Merit Pay”.  I will discuss Staff’s proposal to remove the study costs associated with the 2002 Federal Income Tax and Montana Corporate Income Tax refunds, and pro forma costs associated with continued Tree Watch 

program costs.  During the test period, PSE paid Deloit & Touche $812,196 for a feasibility study that resulted in PSE filing for 2002 Federal Income Tax and Montana Corporate Income Tax refunds.  These refunds resulted from a retroactive restatement of the tax basis of PSE’s assets.  This restatement resulted from a change in the way labor costs are capitalized for Federal Income Tax purposes.   I removed these study costs because they are non-recurring and PSE has proposed to eliminate the Montana Corporate Income Tax refund booked during the test period.


With regard to Tree Watch, I have included a pro forma amount of $2 million for a scaled back, but continued, Tree Watch program.  This program is discussed later in my testimony and in Mr. Kilpatrick’s testimony.


The calculation of this adjustment is shown on page 12 of Exhibit ___(JMR-3C).  This adjustment decreases net operating income by $98,086 and increases rate base by $1,711,055.

2.11  Property Taxes

Mr. Parvinen is responsible for this adjustment.  The calculation of the adjustment is shown on page 13 of Exhibit ___(JMR-3C).  This adjustment increases net operating income by $18,723 $2,510,356. 

increases rate base by $19,957,773 $19,837,623
Q.
Turning to the adjustment “2.18  Rate Case Expense”, please summarize what PSE proposes.

A.
PSE proposes to amortize the remaining 2001 rate case costs (Docket No. UE-011570) that it deferred on its books.  In addition, PSE began deferring its 2004 rate case costs and proposes to amortize an estimated $2.4 million for this proceeding over three years beginning with the effective date of new rates.  PSE also included its 2003 PCORC costs as if its Accounting Petition in Docket No. UE-031471 had been approved and it had been granted deferred cost treatment for these costs.  The Company also proposes an amortization of this assumed deferral over a three-year period beginning with the effective date of new rates in this proceeding.

Q.
What do the Federal Energy Regulatory Commission (FERC) Uniform System of Accounts prescribe regarding rate case costs?

A.
The relevant excerpt from the FERC Uniform System of Accounts, Account 928, Regulatory Commission Expense, states:







TESTIMONY OF JAMES M. RUSSELL
                                     Exhibit T-___ (JMR-1T)


Docket Nos. UE-040640 & UG-040641
             Revised 12-9-04
Page 3

