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Are you the same Michael G. Wilding who previously submitted direct testimony
in this proceeding on behalf of PacifiCorp d/b/a Pacific Power?
Yes.

PURPOSE AND SUMMARY OF TESTIMONY
What is the purpose of your reply testimony?
My testimony has two sections. First, | provide a Transition Adjustment Mechanism
(TAM) update (reply update), as allowed under the TAM Guidelines. In the reply
update, I explain the reasonableness of the company’s revised Oregon TAM including
net power costs (NPC) and production tax credits (PTCs) of $1,422.9 million, or
$366.3 million Oregon-allocated, for the test period of the 12 months ending
December 31, 2019.% | provide corrections and contract, fuel, and forward prices
curve updates to the company’s March 30, 2018 filing (initial filing), which was
based on the December 29, 2017 Official Forward Price Curve (OFPC), and
incorporate the adjustments included in the Partial Stipulation, filed concurrently with
my reply testimony.

Second, my reply testimony responds to the only issue that remains contested
in this case—whether the TAM should continue to include the benefits of
PacifiCorp’s participation in the energy imbalance market (EIM) net of EIM costs.
The Alliance of Western Energy Consumers (AWEC) argues that the TAM should
reflect only EIM benefits, disallowing PacifiCorp’s EIM costs that enable these

benefits.

! Unless otherwise specified, references to NPC throughout my testimony are expressed on an Oregon-allocated
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Please summarize your reply testimony.
The Commission should reject AWEC’s recommendation to remove EIM-related
costs from the TAM. The company has appropriately matched EIM costs and
benefits in every TAM since it joined the EIM, and the Commission has approved
this treatment in every case. Indeed, before this case, no party contested the matching
of EIM costs and benefits in the TAM until EIM costs are included in base rates.
AWEPC relies only on its claim that the inclusion of EIM costs was intended to be
temporary. But this claim is unsupported by facts—as evidenced by the undisputed
inclusion of EIM costs for the last four TAMs. It also fails to provide a compelling
basis to violate the matching principle and include significant EIM benefits in rates
without also including the costs necessary to obtain these benefits. The company’s
approach in this case is consistent with the 2015, 2016, 2017, and 2018 TAMs, and
aligns with past testimony from Mr. Mullins on behalf of AWEC’s predecessor, the
Industrial Customers of Northwest Utilities (ICNU).

REPLY UPDATE
Please summarize PacifiCorp’s TAM request for the test period ending
December 31, 2019, including how your TAM recommendation has changed.
Exhibit PAC/401 shows the company’s initial filing requested a total TAM of
$381.9 million.2 As explained previously, parties have agreed to settle all but one
remaining issue. The impact of the Partial Stipulation compared to the initial filing is
an $11.8 million reduction for a total TAM of $370.0 million. The reply update

further reduces the TAM by $3.7 million for a total TAM of $366.3 million resulting

2PAC/401, line 42.
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in an overall rate increase of $1.3 million, or 0.1 percent.
Please summarize the 2019 forecasted NPC included in PacifiCorp’s TAM
request.
The initial filing included NPC of $386.9 million.® The Partial Stipulation reduced
NPC by $5.1 million to $381.8 million, and the reply update further reduced NPC by
$3.7 million to $378.0 million. PacifiCorp adjusts NPC for loads, Other Revenues,
and PTCs to produce the total TAM request noted above.

On a total-company basis, NPC decreased by $35.5 million, from
$1,501 million in the initial filing to $1,466 million in the reply update. The results
of the company’s reply update NPC study are provided in Exhibit PAC/402. A list of
all corrections and updates made since the initial filing, including the agreed-upon
settlement adjustments, along with the approximate impact of each on NPC is
provided in Exhibit PAC/403. Exhibit PAC/404 presents updated information for
Other Revenue contained in the company’s reply update.
Please explain the changes reflected in your revised NPC request.
First, the company made the agreed-upon adjustments to NPC from the Partial
Stipulation by (1) revising capacity factors for owned wind to reflect a 50/50
weighting using the capacity study from the time of development and the historical
average; (2) including the 2019 NPC impacts of repowering; (3) making an
adjustment to settle AWEC’s proposal to include a virtual transmission link from Jim
Bridger to Walla Walla; (4) including the benefits of refined coal at the Hunter plant;

and (5) updating EIM benefits using the same methodology as the initial filing,

3 PAC/401, line 38.
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adjusted to reflect the expiration of the West Valley tolling agreement.
Second, consistent with the TAM Guidelines adopted in Order No. 09-274

and revised in Order Nos. 09-432 and 10-363,* the company made routine updates
and corrections to the initial filing and updated the company’s proposed NPC with (1)
a correction to the Leaning Juniper capacity factor to account for EIM curtailments;
(2) a correction to the solar generation from solar qualifying facilities (QFs); (3) the
most recent OFPC available when the company prepared the reply update, dated
June 29, 2018, and short-term firm transactions; (4) new power, fuel, and
transportation/transmission contracts and updates to existing contracts; and (5)
updated EIM benefits to reflect historical data through June 2018.

Q. Are there other settlement adjustments that impact rates?
Yes. In addition to the settlement items above, the Partial Stipulation updates the
PTC rate to 2.5 cents/lkWh and includes the 2019 PTC benefits associated with
repowering. The Partial Stipulation is discussed in detail in the joint parties’
testimony, filed concurrently with this testimony
Is the company’s revised NPC recommendation in this case reasonable?
Yes. The reply update reflects the most recent information available to the company
in the determination of 2018 NPC, incorporates the Partial Stipulation, and sets a
reasonable and realistic NPC baseline for 2019.

Q. Please summarize the major changes in NPC resulting from the reply update.

Figure 1 illustrates the change in total-company NPC by category compared to the

4 In the Matter of PacifiCorp, dba Pacific Power 2009 Transition Adjustment Mechanism, Docket No. UE 199,
Order No. 09-274, Appendix A at 10 (July 16, 2009); In the Matter of PacifiCorp’s 2010 Transition Adjustment
Mechanism, Docket No. UE 207, Order No. 09-432 (Oct. 30, 2009); In the Matter of PacifiCorp’s 2011
Transition Adjustment Mechanism, Docket No. UE 216, Order No. 10-363 (Sept. 16, 2010).
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NPC originally filed in this case.
Figure 1

Net Power Cost Reconciliation
($ millions) $/MWh
OR TAM 2019 Direct Filing $1,501 $25.46

Increase/(Decrease) to NPC:

Wholesale Sales Revenue ($37)
Purchased Power Expense $46
Coal Fuel Expense ($29)
Natural Gas Fuel Expense ($15)
Wheeling and Other Expense $0
Total Increase/(Decrease) to NPC ($35)
OR TAM 2019 July Update $1,466 $24.85

The changes in the components of total-company NPC from the initial filing
are largely driven by a decrease in the forward market prices for electricity and
natural gas. Higher wholesale revenues reduced total-company NPC and lower
electric and natural gas prices resulted in reductions in coal fuel expense and natural
gas fuel expense. Purchased power expense is higher due to increased volume of
market purchases. Finally, wheeling expense is mostly flat from what was originally

filed.

Q. Please explain the corrections included in the company’s reply update.

The company included two corrections in its reply update (the NPC impacts are based
on the initial filing).
e The generation losses of Leaning Juniper wind plant due to California
Independent System Operator (CAISO) curtailment in the EIM were

inadvertently excluded from the actual monthly generation history. Adding
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the monthly curtailment amount back to historical monthly data decreases
Oregon-allocated net power costs by approximately $26,000.

e The forecasted solar QF generation in 2019 was calculated based on 2018
solar QFs’ generation multiplied by a degradation ratio, which incorrectly
forecasted the solar QFs’ generation for 2019. Correcting this calculation
decreased Oregon-allocated net power cost by approximately $621,000.

Please explain the updates included in the company’s reply update.

The reply update includes the following updates (the NPC impacts are based on the
initial filing):

. QF Contracts Status—The company renewed three QF contracts and
executed one new QF contract, the Three Sisters Hydro QF in Oregon. The company
also adjusted the start date of three small QF projects and one large QF project, which
were reflected in the initial filing, to match the scheduled commercial operation date
defined in the contracts, and terminated six of these contracts: Chevron Wind,
Kennecott Refinery, Kennecott Smelter, Monroe Hydro, Roseburg Forest Products —
Weed facilities, and Davis County Waste Management. This update increases NPC
by approximately $115,000.

. OFPC and Short-Term Firm Transactions—The company updated the
OFPC from December 29, 2017, to June 29, 2018. On average, market prices for
electricity at the Mid-Columbia (Mid-C) and Palo Verde markets decreased by
approximately six percent. Similarly, market prices for natural gas decreased, on
average, by approximately ten percent. Short-term sales and purchase transactions

for electricity and natural gas were also updated through July 1, 2018. These updates

Reply Testimony of Michael G. Wilding



10

11

12

13

14

15

16

17

18

19

20

21

22

PAC/400
Wilding/7

decrease NPC by approximately $5.6 million.
. Long Term Contract Status Changes—The company has included two long
term contract updates, which increased NPC by approximately $73,000.
0 Black Hills Update - This update reflects the annual update of the
fixed and variable charges for the sales contract with Black Hills Corporation.
0 Hurricane Purchase and Sales contracts — This update included the
renewed Hurricane Purchase and Sales variable charges based on the most
recent contracts.
. Coal Costs—The company updated coal costs to reflect changes in prices and
volumes. The update increase NPC by approximately $500,000.
. EIM Inter-Regional Transfer Benefit—The company has updated its
benefit calculation based on all available data as proposed by Staff. The updated EIM
inter-regional benefits increases the EIM benefits in the case by $1.7 million
compared to the initial filing, to a total of $35.7 million, on a total-company basis.
REPLY TESTIMONY
Please describe the only remaining contested issue in the 2019 TAM.
The one issue not resolved through the Partial Stipulation is AWEC’s proposed
adjustment to remove all costs associated with the company’s participation in the
EIM.®
How has the company proposed to account for the costs and benefits of the EIM
in the 2019 TAM?

As described above, the company has included total-company net EIM benefits of

> AWEC/100, Mullins/22-24.

Reply Testimony of Michael G. Wilding



10

11

12

13

14

15

16

17

18

19

20

21

22

Q.
A.

PAC/400
Wilding/8

$35.7 million as a reduction to NPC, which includes an offset of $3.1 million in total-
company costs incurred to achieve those benefits. The company’s approach to
matching EIM costs and benefits in the 2019 TAM is consistent with Commission
precedent, as described below.

Has AWEC recommended removing the EIM benefits from the 2019 TAM?

No, and that mismatch of EIM costs and benefits is why AWEC’s recommendation
should be rejected. AWEC’s proposal would pass on to customers all EIM benefits,
while requiring the company bear all EIM costs. The Commission should reject
AWEC’s adjustment because it violates the matching principle and is unsupported by
any new facts or circumstances that would warrant a departure from this
Commission’s consistent inclusion of EIM costs in the TAM. AWEC has provided
no principled reason to remove EIM costs.

How have the EIM costs and benefits been addressed in past TAMs?

The company has included the EIM costs and benefits in every TAM since it joined
the EIM in late 2014. In the first TAM following the EIM, the 2015 TAM, the
Commission approved a stipulation that included in the TAM rates both the EIM
costs and benefits through 2015. As part of the stipulation, PacifiCorp also
“agree[ed] to address EIM-related costs and benefits in its 2016 TAM filing” and
hold workshops “to discuss operation of the EIM and the methodology for calculating
EIM-related benefits.”

Did the company hold the workshops discussed in the 2015 TAM stipulation?

Yes. As described in its direct testimony in the 2016 TAM (docket UE 296), the

% In the Matter of PacifiCorp, dba Pacific Power, 2015 Transition Adjustment Mechanism, Docket No. UE 278
and UM 1689, Order No. 14-331 at 5 (Oct. 1, 2014).
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company “confer[red] with parties to the 2015 TAM in developing its approach to
reflecting EIM costs and benefits in rates” through “two workshops . . . to discuss
operation of the EIM, the methodology for calculating EIM-related benefits, and
potential options for addressing EIM-related costs and benefits from January 1, 2016,
forward.”’

Did the 2016 TAM include the costs and benefits of the EIM in the NPC
forecast?

Yes. PacifiCorp’s direct testimony stated that “[c]onsistent with the structure of the
settlement reached in the 2015 TAM (which matched costs and benefits of EIM
participation), the Company included . . . EIM-related costs in the 2016 TAM.”® The
testimony explained that “[i]ncluding all EIM-related costs in the 2016 TAM is
necessary to ensure that customer rates reflect a proper matching of EIM benefits and
costs,” and that “[u]ntil these costs are included in base rates, EIM benefits included
in the Company’s TAM filings should be net of the ongoing cost of participation.”
Did parties object to the inclusion of the EIM-related costs in the 2016 TAM?
No. Parties disputed the calculation of EIM benefits, but no party questioned the
inclusion of EIM costs as a matching offset to the EIM benefits.

Did the Commission approve the company’s undisputed treatment of EIM costs
in the 2016 TAM?

Yes. In Order No. 15-394, the Commission approved the EIM benefits net of EIM

7 Docket No. UE 296, PAC/100, Dickman/9.
8 Docket No. UE 296, PAC/100, Dickman/15.
9 Docket No. UE 296, PAC/100, Dickman/16.
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costs. ™

Q. Were EIM costs included in the 2017 TAM as an offset to the EIM benefits?
Yes. The company used the same approach approved by the Commission in the 2015
and 2016 TAMs and included the EIM costs as an offset to the benefits. The
company’s direct testimony reiterated that “including all EIM-related costs in the
2017 TAM is necessary to ensure that customer rates reflect a proper matching of
EIM benefits” until the EIM costs are reflected in base rates.™

Q. Did any party to the 2017 TAM dispute the inclusion of EIM costs as an offset to
EIM benefits?

A No. Just like the 2015 and 2016 TAMs, the inclusion of EIM costs was undisputed.
And like the 2015 and 2016 TAMSs, the Commission approved the EIM benefits net
of EIM costs.*?

Were additional EIM-related workshops held after the 2017 TAM?

Yes. During the 2017 TAM, PacifiCorp offered to hold additional workshops to
“discuss the company’s EIM modeling in depth and provide opportunities for parties
to propose refinements to those methodologies.”*3

Q. Did any party raise concerns over the inclusion of EIM-related costs in the TAM

during the workshops that followed the 2017 TAM?

A. No.

10 In the Matter of PacifiCorp, dba Pacific Power, 2016 Transition Adjustment Mechanism, Docket No. UE
296, Order No. 15-394 at 8 (Dec. 11, 2015).).

1 Docket No. UE 307, PAC/100, Dickman/27-28.

12 In the Matter of PacifiCorp, dba Pacific Power, 2017 Transition Adjustment Mechanism, Docket No. UE
307, Order No. 16-482 at 16 (Dec. 20, 2015).

13 Order No. 16-482 at 17.
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Were EIM-related costs subsequently included as an offset to EIM benefits in
the 2018 TAM?

Yes. The company used the same approach that was approved in the 2015, 2016, and
2017 TAMs and matched EIM costs and benefits.

Did any party to the 2018 TAM dispute the inclusion of EIM costs as an offset to
the EIM benefits?

No.

Did the Commission approve the inclusion of the EIM costs as an offset to the
EIM benefits?

Yes. The Commission noted that “PacifiCorp has participated in the EIM since late
2014, and includes the benefits and costs associated with participation in the EIM in
the TAM filing.”** The Commission explained that “EIM costs, including capital and
operations and maintenance expense, are added to the TAM to match the benefits.”®
Is the company’s proposal in the 2019 TAM consistent with the treatment of
EIM costs and benefits in the 2015, 2016, 2017, and 2018 TAMs?

Yes. The company proposes no change to the treatment of EIM costs and benefits in
the TAM. Thus, the company recommends that the costs continue to be “added to the

TAM to match the benefits” until the costs are included in base rates.'®

14 In the Matter of PacifiCorp, dba Pacific Power, 2018 Transition Adjustment Mechanism, Docket No. UE
323, Order No. 17-444 at 14 (Nov. 1, 2017) (emphasis added).

15 Order No. 17-444 at 14.

16 Order No. 17-444 at 14.
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Q. What is the basis for AWEC’s recommendation to remove the EIM costs in this
case?

A AWEC claims that the stipulation in the 2015 TAM that matched EIM costs and
benefits “did not specify that such treatment would be the practice forever.”” AWEC
claims that the workshops following the 2015 TAM did not result in an agreement
among the parties regarding the treatment of EIM-related costs and that PacifiCorp
“has simply perpetuated the arrangement parties temporarily agreed to in 2015.”*8

Q. Do you agree with AWEC’s characterization of the prior treatment of EIM costs
and benefits in the TAM?

A. No. Because the EIM costs are not yet included in base rates, PacifiCorp has
matched EIM costs and benefits in every TAM since the 2015 TAM without
objection from AWEC or any other party. Moreover, the Commission has approved
the matching of costs and benefits in the 2015, 2016, 2017, and 2018 TAMs. AWEC
has provided no basis for the Commission to depart from this precedent.

Q. Has AWEC, through its predecessor ICNU, previously sponsored testimony

about the importance of matching EIM costs and benefits in rates?

A. Yes. In docket UM 1689, which was adjudicated contemporaneously with the 2015

TAM and addressed the treatment of EIM costs and benefits,'® Mr. Mullins testified
on behalf of ICNU that it was “inconsistent with the matching principle” for

“customers to incur the costs associated with the EIM without receiving any of the

1 AWEC/100, Mullins/23.

18 AWEC/100, Mullins/24.

19 Ultimately, the stipulation that AWEC cites that resolved the 2015 TAM was a joint stipulation that also
resolved Docket No. UM 1689.
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associated benefits.”2® Mr. Mullins stressed the need for matching the EIM costs and
benefits in rates throughout his testimony in docket UM 1689.%

Q. Has Mr. Mullins testified in any other jurisdictions about the importance of
matching the costs and benefits of the EIM in rates?

A Yes. Ina 2015 PacifiCorp rate case in Washington, Mr. Mullins testified that if the
EIM benefits are not included in base rates, then “consistent with the matching
principle,” the costs associated with the EIM must be removed from base rates.”??
Instead, Mr. Mullins recommended that the costs of the EIM should flow through the
company’s power cost adjustment mechanism, consistent with the treatment of the
EIM benefits. Mr. Mullins justified this approach because he “believe[d] that it
would violate the matching principle to include the costs associated with the EIM in
base rates, while excluding the corresponding EIM benefits from base net power

costs.”23

20 Docket No. UM 1689, ICNU/100, Mullins/4 (“The Company’s current position in both the TAM docket and
this docket will cause customers to incur the costs associated with the EIM without receiving any of the
associated benefits. Instead, the benefits will be retained by the Company and its shareholders. This is
inconsistent with the matching principle required under ORS § 757.259(2)(e) to justify an application for
deferred accounting and the Company’s stated purpose for filing this Application.”).

21 See, e.g., Docket No. UM 1689, ICNU/100, Mullins/7 (“Q. Why should operating expenses incurred prior to
January 1, 2015, be excluded from the deferral? A. If my proposal in the TAM is adopted, no benefits
associated with the EIM will accrue to ratepayers prior to January 1, 2015. It follows that, under the matching
principle discussed above, no operating costs associated with EIM operations should be deferred prior to the
date that the associated benefits are reflected in rates.”).

22 Wash. Utils. & Trans. Comm’n v. PacifiCorp, Docket UE-152253, Exhibit No. BGM-1CT at 35 (Mar. 17,
2016).

23 Wash. Utils. & Trans. Comm’n v. PacifiCorp, Docket UE-152253, Exhibit No. BGM-1CT at 35 (Mar. 17,
2016) (“Q. Why is this ratemaking appropriate? A. I believe that it would violate the matching principle to
include the costs associated with the EIM in base rates, while excluding the corresponding EIM benefits from
base net power costs. When asked about this, the Company stated that it disagreed that the matching principle
will be violated because ‘energy imbalance market (EIM) benefits will flow through the Company’s net power
costs (NPC) and will be reflected in the annual power cost adjustment mechanism (PCAM) filings.” | agree. In
order to be fair, however, | recommend that the costs also be passed through the PCAM.”) (internal citations
omitted).
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Did AWEC'’s testimony in this case reconcile its recommendation to remove the
EIM costs from the TAM with Mr. Mullins’ prior testimony that the matching
principle requires the same treatment for EIM costs and benefits?

No. AWEC does not address Mr. Mullins’ prior inconsistent testimony.

AWEC also points out that the EIM costs are not tracked in the same FERC
accounts that the TAM Guidelines allow the company to update in stand-alone
TAM filings.?* Is this a valid reason to create a mismatch between the EIM costs
and benefits?

No. The TAM Guidelines AWEC references were adopted in 2009 and predated the
company’s participation in the EIM. As described above, the Commission has
approved—without dispute—the inclusion of EIM benefits net of EIM costs in every
TAM since PacifiCorp joined the EIM. While the TAM Guidelines may restrict
inclusion of certain non-NPC costs on a stand-alone basis, the Commission has not
interpreted the TAM Guidelines to preclude inclusion of such costs in accurately and
fairly calculating a specific NPC benefit. Beginning with the stipulation approved in
the 2015 TAM, the Commission has construed the TAM Guidelines to allow the
Company to calculate EIM benefits in the TAM net of EIM costs.

AWEC claims that the company should just file a general rate case to include the
EIM costs in base rates. Is this a reasonable recommendation?

The company agrees that, once it files a general rate case, it will propose to include
the EIM costs in base rates. Until that time, however, fidelity to the matching

principle requires that if the EIM costs are included in the TAM, then the benefits

24 AWEC/100, Mullins/22-23.
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must be included too. AWEC has provided no principled basis to remove the costs
but not the benefits.

Q. AWELC also claims that even if the EIM costs are removed from the TAM, the
company will still recover them because it is currently recovering its overall
costs.? Is the level of the company’s overall earnings a reasonable basis to
remove costs from the TAM?

A. No. The Commission has never applied an earnings test when setting the company’s
NPC in the TAM. Intentionally removing costs simply because of the company’s
overall earnings frustrates the basic purpose of the TAM, which is to develop an
accurate NPC forecast.

Q. Is the treatment of the EIM costs and benefits in the TAM consistent with the
treatment of the EIM costs and benefits for other utilities?

A. Yes. Itis my understanding that the Commission recently approved the same
matching of EIM costs and benefits for Idaho Power in its 2018 annual power cost
update.?® In addition, I understand that PGE’s NPC rate has also included both the
costs and benefits of the EIM.?’

Q. Does this conclude your reply testimony?

Yes.

%5 AWEC/100, Mullins/24.

% |n the Matter of Idaho Power Company’s 2018 Annual Power Cost Update, Docket No. UE 333, Order No.
18-170 at 6 (May 21, 2018).

27 In the Matter of Portland General Electric Company Request for a General Rate Revision, Docket No. UE
319, Order No. 17-384 at 2-3 (Oct. 9, 2017) (approved NPC included both EIM costs and benefits).
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Exhibit PAC/403

Wilding/1
Oregon TAM 2019 (March 2018 Initial Filing) NPC($)=  1,501,455,411
$/MWh = 25.46
Impact ($)
Oregon Allocated . T'::C ()
Basis otal Company
Corrections
CO01 - Leaning Juniper Curtailment (25,951)
CO02 - Solar QFs (621,365)
Settlement Adjustments
S01 - Wind Capacity Factor 50/50 (P50-Actuals) (634,314)
S02 - Wind Repower (894,585)
S03 - Settlement Adjustment (141,911)
S04 - Hunter Coal (895,517)
S05 - EIM Benefit (2,525,453)
Updates
UO01 - QF Contract Status 115,388
U02 - Official Forward Price Curve and Short Term Firm Transactions (5,600,755)
U03 - Long Term Contract Status 73,186
U04 - Coal Costs 500,222
U05 - EIM Benefits 838,841
Total Updates + Settlements = (9,812,214)
Total Change from March 2018 Initial Filing (35,505,556)
Oregon TAM 2019 (July 2018 Filing) NPC($)=  1,465,949,855
$/MWh = 24.85
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