% PACIFIC POWER e

A DIVISION OF PACIFICORP

July 26,2007

VIA ELECTRONIC FILING
AND OVERNIGHT DELIVERY

Oregon Public Utility Commission
550 Capitol Street NE, Suite 215
Salem, OR 97301-2551

Attention: Vikie Bailey-Goggins
Administrator, Regulatory Operations

Re: Docket No. UM 1302
In the Matter of an Investigation Into the Treatment of CO, Risk in the Integrated Resource
Planning (IRP) Process

Enclosed for filing by PacifiCorp dba, Pacific Power & Light Company (“PacifiCorp” or “the
Company”) is PacifiCorp’s Opening Comments in the above-captioned docket.

Informal questions on this matter may be directed to Joelle Steward at (503) 813-5542.
Sincerely,

[ynduin U IGaiby g,

Andrea L. Kelly
Vice President, Regulation

Enclosure
cc: Service List for UM 1302



CERTIFICATE OF SERVICE

I hereby certify that on this 26th day of July, 2007, I caused to be served, via E-Mail and
Overnight Delivery (to those parties who have not waived paper service) a true and correct copy
of PacifiCorp’s Opening Comments in Docket No. UM 1302

Edward A. Finklea(W)
Haagensen & Lloyd LLP
1001 SW 5th. Ste 2000
Portland, OR 97204
efinklea@chbh.com

Jon T. Stoltz (W)

Senior Vice President- Regulatory & Gas
Cascade Natural Gas

P.O. Box 24464

Seattle, WA 98124

jstoltz@cnge.com

Jason Eisendorfer (W)

Energy Program Director
Citizens Ultility Board of Oregon
610 SW Broadway, Ste 308
Portland, OR 97205
jason@oregoncub.org

Irion Sanger (W)
Associate Attorney
Davison Van Cleve PC
333 SW Taylor, Ste 400
Portland, OR 97204
ias@dvclaw.com

Stephanie S. Andrus (W)

Assistant Attorney General
Department of Justice

Regulated Utility & Business Section
1162 Court St. NE

Salem. OR 97301-4096
Stephanie.andrus@state.or.us

Chad M. Stokes (W)
Haagensen & Lloyd LLP
1001 SW 5th, Ste 2000
Portland, OR 97204
cstokes@chbh.com

Lowrey R. Brown (W)

Utility Analyst

Citizens” Utility Board or Oregon
610 SW Broadway. Ste 308
Portland, OR 97205
lowrey(@oregoncub.org

Robert Jenks (W)

Citizens Utility Board of Oregon
610 SW Broadway. Ste 308
Portland, OR 97205
bob@oregoncub.com

Melinda J. Davison (W)
Davison Van Cleve PC
333 SW Taylor, Ste 400
Portland, OR 97204
mail@dvclaw.com

David Hatton (W)

Janet L. Prewitt (W)

Assistant Attorney General
Department of Justice

Regulated Utility & Business Section
1162 Court St. NE

Salem. OR 97301-4096
david.hatton(@state.or.us
janet.prewitt@doj.state.or.us




Elisa M. Larson (W)
Associate Counsel
Northwest Natural

220 NW 2nd Ave.

Portland. OR 97209
elisa.larson@nwnatural.com

Philip H. Carver (W)

Senior Policy Analyst

Oregon Department of Energy
625 Marion St. NE. Ste 1
Salem, OR 97301-3742
philip.h.carver(@state.or.us

Michelle R. Mishoe (W)

Legal Counsel

PacitiCorp

825 NE Multnomah Ste 1800
Portland, OR 97232
michelle.mishoe@pacificorp.com

Natalie Hocken (W)

Vice President & General Counsel
PacifiCorp

825 NE Multnomah. Ste 2000
Portland, OR 97232
natalie.hocken@pacificorp.com

Portland General Electric (W)
Rates and Regulatory Affairs
121 SW Salmon St. IWTC0702
Portland. OR 97204
pge.opuc.filings@pgn.com

James Edelson (W)

Ecumenical Ministries of Oregon
415 NE Mirimar Place

Portland. Or 97232
Edelson8(@comcast.net

Inara K. Scott (W)
Regulatory Affairs Manager
Northwest Natural

220 NW 2nd Ave.

Portland. OR 97209
inara.scott(@nwnatural.com

Maury Galbraith (W)

Natural Gas, Rates & Policy
Oregon Public Utility Commission
P.O. Box 2148

Salem, OR 97308-2148

‘maury.galbraith@state.or.us

Oregon Dockets (W)
PacifiCorp

825 NE Multnomah Ste 2000
Portland. OR 97232
oregondockets@pacificorp.com

J. Richard George (W)
Portland General Electric

121 SW Salmon St. IWTC1301
Portland, OR 97204
richard.george@pgn.com

Jenny Holmes (W)
EMO Environmental Ministries Director
inec(@emoregon.org

Ann English Gravatt (W)
Jesse Jenkins(W)

Renewable Northwest Project
917 SW Oak St Ste 303
Portland, OR 97205

ann@rnp.org
jesse(@rnp.org




John Stephens (W)

Esler Stephens & Buckley
888 SW Fifth Ave. Ste 700
Portland. OR 97204-2021
stephens(@eslerstephens.com

Idaho Power Company (W)
Ric Gale (W)

Barton L. Kline(W)

Monica B. Moen(W)

Lisa D. Nordstrom(W)
Michael Youngblood(W)
P.O.Box 70

Boise, ID 83707-0070
rgale(@idahopower.com
bkline@idahopower.com
mmoen(@idahopower.com
Inordstrom(@jidahopower.com
myoungblood@idahopower.com

Paul M. Wrigley (W)

Pacific Power & Light

825 NE Multnomah Ste 2000
Portland. OR 97232
paul.wrigley@pacificorp.com

Greg N. Duvall (W)

Pacific Power & Light

825 NE Multnomah Ste 600
Portland, OR 97232
greg.duvall@pacificorp.com

Steven Weiss (W)

Sr. Policy Associate
Northwest Energy Coalition
4422 Oregon trail Ct. NE
Salem. OR 97305
steve(@nwenergy.org

Kimberly Perry (W)

Lisa F. Rackner (W)

McDowell & Rackner PC

520 SW Sixth Avenue. Suite 830
Portland, OR 97204
kim@mcd-law.com
lisa@mecd-law.com

Kyle L. Davis (W)

Pacific Power & Light

825 NE Multnomah Ste 2000
Portland. OR 97232
kyle.l.davis@pacificorp.com

Peggy Ryah'| '
Supervisor, Regulation Administration




BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

UM 1302
In the Matter of the

PUBLIC UTILITY COMMISSION
OF OREGON OPENING COMMENTS OF
PACIFICORP

Investigation Into the Treatment of CO,
Risk in the Integrated Resource Planning
(IRP) Process

Pursuant to the May 14, 2007 corrected ruling, PacifiCorp, dba Pacific Power &
Light Company (“the Company”), hereby submits its opening comments in the above-
captioned docket.

L Introduction

PacifiCorp appreciates the opportunity to provide the Public Utility Commission
of Oregon (“Commission”) its initial comments in Docket UM 1302, “Investigation into
the Treatment of CO, Risk in the Integrated Resource Planning (IRP) Process.” The
Company believes it is important to address CO; risk in its IRP and has been doing so for
over 10 years, largely under the guidance of the Commission.

The parties to this docket prepared a joint issues list that was adopted by the
Administrative Law Judge on April 20, 2007. The questions presented in the issues list
ask how CO, risk should be addressed in the IRP base case and scenario analysis, and
more fundamentally, if the alternative futures used in the scenario analysis provide an
adequate measure of the cost risk associated with choosing one portfolio over another or

if there is a better approach. The issues list also requests input on the use of “trigger
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points” in the IRP analysis, and asks how carbon or other greenhouse gas goals of the
State of Oregon should be incorporated into utility IRPs.

These are important questions that would be best informed by an overall climate
change policy for the state. For the Commission to effectively address these questions in
its rules or policies, it needs guidance from the legislature. If the legislature sets carbon or
other greenhouse gas emission goals for Oregon electric utilities, then it would be
necessary for the Commission to implement those state goals through regulations.
PacifiCorp believes that without this over-riding policy guidance from the legislature, it
would be premature for the Commission to adopt any prescribed approach for addressing
carbon risk in utility IRPs.

II. Overall Approach

As mentioned in the introduction, the Company has already included CO, risk
analysis in its IRPs for many years. As an overall approach, the Company believes the
Commission should not be unduly prescriptive in how it asks the utilities to address CO,
risk given the uncertainties surrounding state policy at this time. The utilities should be
allowed to adapt to potential changes in future CO; regulation, as we have done in the
past. Each utility must formulate a risk analysis strategy based on the best information
available at the time, with reliance on the public process to help shape that strategy.
Dialogue between utilities can be increased to attempt to standardize the risk analysis

framework in a way that still affords each utility flexibility to specify analytical details.
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This approach is consistent with the scope of IRP guidelines currently used in
Oregon and other states served by the Company.' It also recognizes that IRP analysis
must be adaptable to rapidly changing regulatory circumstances. Generally, a flexible
approach will allow for adaptation to any future policy guidance or legislation. A
situation where the Company must perform a Commission-prescribed CO, risk analysis
and then augment that with a more informative discretionary analysis is not only
inefficient given limited Company resources, but complicates the portfolio decision-
making process.

III.  Base Case

Issue One on the adopted issues list asks what CO; regulatory cost streams and
regulatory futures should be used as the basis for the IRP base case. The Company’s view
is that the Commission should not prescribe specific hypothetical carbon adder cost
values or legislative futures for the IRP base case. Instead, a utility should define its base
case according to its forward view of legislative and regulatory activity, which is
informed by input from the IRP public process.

Oregon's current energy policy requires the Commission to consider cost-
effectiveness in reviewing utility resource decisions. The cost-effectiveness test must
include all existing state CO, regulations. The Commission would deviate from existing
state energy policy that emphasizes cost effectiveness if it were to prescribe hypothetical
CO, cost values or legislative futures for use in the base case. Ultimately at the state,

regional, federal or international level, there may be a regime of binding CO, regulations,

! The current Oregon guideline on CO, is the only guideline that specifies particular values that must be
included in the IRP analysis. The Company’s recommendation in this proceeding is to remove specific
values from the guideline until the state legislature has provided direction on this issue.
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but when, what and how much are still unknown. Allowing the utility flexibility to adapt
to these changes will result in a more constructive and relevant IRP.

A review of key Commission decisions may provide guidance for this docket. The
following analysis demonstrates the evolution of the Commission’s current policies
regarding cost-effectiveness and including carbon adder costs in utility IRPs.

Oregon's energy policy requires consideration of cost-effectiveness in state
agency decision-making relating to energy resources. ORS 469.010(1)(f). The

Commission embraced and interpreted the cost-effectiveness standard in In re: Adoption

of Administrative Rules Relating to Cost-Effective Fuel Use and Resource Development,
Order No. 85-010, Docket AR 112 (1985). In this Order, the Commission made several
important points:

e "An economic approach to energy policy is the most appropriate approach" for the
Commission. Id. at 1.

e To ensure that ratepayers do not have to pay more for new resources than
necessary, the Commission must "make decisions which reflect economic reality,
not ideology or wishful thinking." Id. at 2.

e "All energy policies should be judged on a standard of cost-effectiveness. Prudent
application of a cost-effectiveness standard is the best way to assure adequate
supplies of energy resources in the future at the lowest cost to the ratepayers." Id.
at 3.

e Under ORS 756.040(1), the Commission's representation of the public on

resource decisions is limited to customers of the investor-owned utilities and to
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residents of the State of Oregon, and does not encompass the interests of
customers in the region or society at large. Id. at 4.

e The Commission should not consider broad social goals in determining how to
apply Oregon's energy policy because a Commission "setting rates based upon the
social benefits would be acting as a mini-Legislature rather than a utility
regulator, whose lawful concern is 'adequate service at fair and reasonable rates."
Id at7.

e The Commission's "primary objective is to evaluate proposals with a view to
keeping rates for consumers at the lowest possible level over the long run.
Programs which do not meet the criteria of cost effectiveness and equity, and are
proposed to achieve social or environmental ends, should be addressed to the
Legislature. That body is far better suited to deal with the complexity and
competing interests presented by social and environmental programs." Id. at 7.
Subsequently, noting the consistency with the policies adopted in Order No. 85-

010, the Commission found in the generic least cost planning order that economic
analysis of resource alternatives required consideration of external resource costs. In re
Least Cost Planning for Resource Acquisitions, Order No. 89-507, Docket UM 180
(1989). Several years later, the Commission set a range of potential CO, regulatory costs
for utilities to consider in conducting their IRPs. In re Guidelines for Treatment of
External Environmental Costs, Order No. 93-695, Docket UM 424 (1993). In adopting
sensitivity analysis for specified external resource costs, the Commission stated that it
was "not authorized to require a utility to make a resource decision based upon a total

resource cost which includes external costs." Id. Further, the Commission noted the

Opening Comments of PacifiCorp - Page 5 of 9




advice of the Department of Justice that "the Commission does not have clear statutory
authority to impose such costs on a utility, either directly by requiring the utility or its
customers to pay the external costs or indirectly by penalizing the utility for choosing a
resource with higher external costs." Id.

Hypothetical CO, regulatory cost debates inevitably turn on technology
assumptions: greater optimism about the development of low-carbon technologies will
result in lower cost projections while greater pessimism produces the opposite result.
Since there is no objective way to adjudicate different views of the future to the
satisfaction of all parties, cost debates are inherently intractable. With regard to
hypothetical legislative futures, it is equally difficult for Oregon to prescribe to utilities
what the future federal or neighboring state policy ought to be for IRP base case
modeling. Establishing these goals by proxy in an IRP analysis uniquely impacts multi-
jurisdictional utilities, such as PacifiCorp, as well as other states (and their ability to
consider the issue differently) and may violate the interstate commerce clause.

The Commission could adjudicate different parties’ views of a future Oregon-only
carbon policy for the IRP base case (versus a hypothetical economy-wide or regional
carbon policy) and then make a recommendation either to the legislature or the newly
created Oregon Global Warming Commission. The 2007 session of the Oregon
Legislature recently passed B-Engrossed House Bill 3543 (global warming actions),
which sets state greenhouse gas reduction goals for 2020 and 2050 and establishes the
Oregon Global Warming Commission. Section 10 of the House Bill 3543 sets out a
process for the newly formed Oregon Global Warming Commission to “recommend

statutory and administrative changes, policy measures and other recommendations to be
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carried out by state and local governments, businesses, nonprofit organizations or
residents.” It is also charged with “examin[ing] greenhouse gas cap-and-trade systems,
including a statewide and multistate carbon cap-and-trade system and market-based
mechanisms, as a means of achieving the greenhouse gas emissions reduction goals.”

If the legislature then sets carbon or other greenhouse gas emission goals for
Oregon electric utilities, then it would be necessary for the Commission to implement
those state goals through regulations, including ensuring they are captured within an IRP
base case.

IV.  Scenario Analysis

Issue Two asks what CO; regulatory cost streams and regulatory futures should
be used as the basis for the IRP alternative scenarios. The Company’s view is that the
Commission should provide general policy guidance for the construction of CO,
regulatory cost scenarios. The issue of what scenario design assumptions should be
applied to capture CO, cost risk, such as bookend carbon tax or allowance price values,
should be left to the utilities’ discretion due to the dynamic nature of the policy debates at
both the state and federal levels.

Regarding the use of probability weighting per Issue Four, the Company does not
advise that subjective weights be added to CO; cost adder values because the relative
likelihood of alternative values is not known. Staff took a similar position in Docket UM
1056, with which the Commission agreed. The Commission stated “there is no good basis
for assigning probabilities...” Docket UM 1056, Order No. 07-002 (p. 17). The
application of probabilities implies a degree of precision in characterizing CO, regulatory

costs that is not warranted or quantitatively supported. In lieu of scenario probability
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weighting, the Company supports a robustness criterion in which portfolios are assessed
according to CO, cost and emissions performance across scenarios.
V. Trigger Points

Issue Five asks how utilities should vary the CO, regulatory cost streams to
identify “trigger points” that change the preferred resource portfolio and if those trigger
points should be tested as other variables change. The Company sees limited, if any,
value in trigger points for resource decision-making since each trigger point is only
applicable for changes to one variable, assuming all else remains constant. The issue as
framed provides no definition as to what is meant by a change in the preferred resource
portfolio. If a change in the CO, regulatory cost stream shifts one resource by one year
does that constitute a trigger point? How do you know when you have found a trigger
point? If one were able to define a trigger point, then the next complication would be to
assess what would happen if all else were not constant. A new trigger point could be
associated with a change in coal cost, variable operating and maintenance cost, natural
gas cost, capital costs for each resource type, forward market prices, inflation estimates,
load forecasts, thermal performance or hydro conditions. The permutations are endless
and the usefulness of the end product for resource decision-making is questionable.
Additionally, the complexity and computer run-times of a Monte Carlo simulation
precludes the determination of trigger points as part of stochastic risk analysis.

V1. Incorporating State Goals and Policies into Utility IRPs

Issue Three asks how existing and potential future carbon or other greenhouse gas

emission goals of the State of Oregon should be included in utility IRPs. As previously

mentioned, the Company is looking for guidance from the legislature on the state’s goals.
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PacifiCorp recommends that existing or potential state goals be modeled as IRP

alternative scenarios. However, incorporating potential future goals for scenario analysis
in any objective way is difficult unless the Commission clearly identifies a process for
developing them. Absent direction from the Commission, the set of potential future goals
could be unlimited, and the Company would never be able to meet such a broad standard.
VII. Conclusion

The Company supports continued evaluation of CO, risk in the IRP and urges the
Commission to adopt guidelines that are broad enough to allow the Company to adapt as
state and federal policies evolve over time, yet provide clarity on the carbon or other
greenhouse gas emission goals of the State of Oregon that could be incorporated into
scenario analyses. Given the uncertainty of future carbon legislation, the Commission
may want to address this issue more specifically in acknowledgment orders as guidance

for the next IRP.

DATED July 26, 2007.

Respectfully submitted,

AM v (I L(M / IS

Andrea L. Kelly
Vice President, Regulatlon
Pacific Power & Light Company
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