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%) $15,980,700 (1%) in retail electric service revenues and an additional $8,116,000 (1.1%) $11,265,700 (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 $15,980,700 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% 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 $15,980,700 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.


Mr. Mariam fully discusses Staff’s position on this adjustment, but generally, the main reasons for the difference in Staff’s adjustment from PSE’s relate to natural gas and coal fuel costs, and the use of 50-year water to determine average hydro production.  This adjustment decreases net operating income by $62,929,083 $63,315,425.

2.04  Sales for Resale
Mr. Mariam is also responsible for this adjustment, as the Sales For Resale revenue are an output of the Aurora model.  The calculation of this adjustment is shown on page 6 of Exhibit ___(JMR-3C).  This adjustment decreases net operating income by $95,699,391.
2.06  Tax Benefit of Pro Forma Interest
This is a standard ratemaking adjustment, also know as “interest synchronization”, that adjusts the interest expense for tax purposes given the adjusted rate base and weighted cost of debt embedded in the overall rate of return calculation.  The difference in the adjustment between the Staff and the Company results from differences in rate base amount and weighted cost 

amortization amount of 2001 and 2004 deferred-to-date rate case costs, with no rate base treatment.  PSE’s deferral accounting treatment of 2004 rate case costs should cease.  In addition to an amortization amount for 2004 rate case costs that have been deferred to date, I have included a “normalized” level for the estimated remainder of the 2004 rate case costs to be expensed on a going-forward basis.  At the conclusion of the three-year amortization, I propose continued recovery of this amount, but amortization of the deferred costs discontinued.  The calculation of my proposal is shown on page 20 of Exhibit ___(JMR-3C).  This adjustment increases decreases net operating income by $18,723 $64,188.

Q.
Are the next few contested electric adjustments Mr. Parvinen’s responsibility?

A.
Yes.  Mr. Parvinen is responsible for the next few contested electric adjustments, which are:  2.20 - Property and Liability Insurance, 2.21 - Pension Plan, 2.22 - Wage Increase, 2.23 - Investment Plan, and 2.24 - Employee Insurance.

IEEE major storm events costs totaling over $7 million be afforded deferred cost treatment.   Finally, I recommend that the Commission require that PSE file a report informing the Commission that the cost trigger has been exceeded during any of the three fiscal year periods.  The report would be filed within 30 days of the event triggering the deferral treatment.

Q. Please discuss the final contested adjustment entitled “2.30 Production Adjustment”.
A.
This adjustment is a fallout adjustment that reflects the “production factoring” effect of all power cost expenses and rate base items that have been revised through other adjustments.  The production factor of 1.281% used in this adjustment is not at issue.  This adjustment increases net operating income by $540,199 $540,136 and decreases rate base by $9,749,871 $9,748,332.

Q.
In Docket No. UE-040926, PSE’s Tree Watch (virtual right of way), deferred accounting treatment was allowed to continue pending final determination in this rate case.   What is your recommendation regarding the accounting and ratemaking treatment of the Tree Watch program?
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