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1 I. PROCEDURAL BACKGROUND

2 On April 15, 2005,PacifiCorp(or, the“Company”) filed anApplication,pursuantto

3 ORS757.210(1),to establisha powercostadjustmentmechanism(“PCAM”). The

4 Company’sApplicationwassupportedby theprefiled directtestimonyof Christy A.

5 Omohundro,Mark T. WidmerandGregoryN. Duvall. TheApplicationwasassigneddocket

6 numberUE173.

7 OnApril 20, 2005,theCompanymovedto consolidatetheUE 173 proceedingswith

8 thosein UM 1193 (apreviouslyfiled Application to deferexpectedhighercostsassociated

9 with poorhydro-electricconditions).’

10 TheCitizens’ Utility Boardof Oregon(“CUB”) filed aNoticeof Interventionin

11 UE 173 on April 27, 2005 andtheIndustrialCustomersof NorthwestUtilities (“IC~”)

~ ~‘ 12 filed a “Response”to theCompany’sApplicationon May12, 2005. A prehearing
rI.~

13 conferencewasheldon May25, 2005which wasattendedby representativesofthe

14 Company,CUB, ICNU andCommissionStaff. Thatprehearingconferencegaverise to a

15 PrehearingConferenceReportdatedMay 26, 2005which establishedaproceduralschedule.

~ ~- 16 CUB, ICNLJ andCommissionStafffiled testimonyin responseto theCompany’s

17 filing andsubsequentlyfiled SupplementalTestimony. All threeCompanywitnesses

18 submittedrebuttaltestimonyandsur-surrebuttaltestimony.

19 All partiesultimatelyagreedto waivecross-examination.Accordingly,thehearing

20 set for November16, 2005wascancelled.Instead,aproceduralconferencewasheldon

21 November16, 2005,at whichtimetheprefiledtestimonyandexhibitsof thepartieswere

22

23 1 Basedupontherecommendationoftheparties,assignedAdministrativeLaw Judge
Loganhasnot ruledon theCompany’sMotion to Consolidate.However,in an Orderdated

24 May26, 2005,JudgeLogansuspendedfurtherproceedingsin UM 1193on thebasisthat the
parties’attentionwouldbebestfocusedon theCompany’sPCAM Application. In its

25 UE 173 Application,theCompanystatedthat if theproposedPCAM is adoptedby the
Commission,it would incorporatethecostsproposedto be deferredin UM 1193andreplace

26 thedeferralofsuchcostson a goingforwardbasis.
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1 admittedinto evidencealongwith certainof theCompany’sresponsesto ICNU data

2 requests.A briefingschedulewasalsoset atthattime.

3 II. THE COMPANY’S PROPOSAL

4 In its Application,theCompanyproposedan incentive-basedmechanismthatwould

5 sharevariationsbetween“baselineforecastnetpowercosts”and“adjustedactualnetpower

6 costs,”with oneexception.2Theoneproposedexceptionis that 100percentofcost

7 variancesrelatedto Qualifying Facilities wouldbeexemptedfrom sharingbands.All other

8 variationsbetweenactualandforecastednetpowercostswouldbe subjectto symmetrical

9 sharingbandswhich straddlebaselinenetpowercostsin rates. Whenactualadjustednet

10 powercostsarewithin $100million, plus orminusof forecastedlevels,total Company,the

11 incrementwould beallocated70 percentto customersand30 percentto theCompany.When

~ ~‘ 12 thevarianceexceeds$100million, theincrementover $100million would be allocated
Ff2 ~ ‘~

13 90 percentto customersand 10 percentto theCompany,so asto providecatastrophic

14 protection.

15 UndertheproposedPCAM, Oregon-allocatednetpowercostswill becalculatedon a

~_ ~- 16 monthly basisandpostedto abalancingaccount.An entryinto theaccrualaccountwill

17 occurin everymonthunlessactualadjustednetpowercostsareequalto baselinenetpower

18 costs. A positivebalancein theaccountrepresentsmoneyowedto theCompanyfrom

19 customers.A negativebalancerepresentsmoneyowedby theCompanyto customers.The

20 balancewill accrueinterestat theCompany’sauthorizedrateofreturn.

21

22
2 “Net powercosts”includeall fuel, wheelingandpurchasepowerexpense,offset by

23 revenuesfrom wholesaleelectricityandnaturalgassales. For purposesof theproposed
PCAIVI, “baselinenetpowercosts”aredefinedasnetpowercostsadoptedfrom the

24 Company’sannualTransitionAdjustmentMechanism(“TAM”) establishedin Docket
UE 170. “Actual adjustednetpowercosts”aredefinedasactualnetpowercostsincurred

25 duringtheaccrualperiodadjustedto removeprior-periodadjustmentsrecordedduringthe
accrualperiodandto reflectCommission-adoptedadjustmentsfrom themostrecentrate

26 case.
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1 TheCompanyfurtherproposesthat aplus orminus$15 million accruedbalancebe

2 establishedasatrigger. Oncethetriggerpoint is reached,theCompanywill berequiredto

3 returnanegativebalanceto customersorrecoverapositivebalancefrom customers.The

4 amortizationperiodwould be over aone-yearperiod,or suchlongerperiodasis requiredto

5 complywith ORS757.259.

6 Surchargesandsurcreditsarisingfrom thePCAM will bespreadto all customers,

7 exceptdirectaccesscustomers,onauniform cents-per-kilowatt-hourbasis. Because

8 differencesin deliveryvoltageresultin differentline lossesandpowerrequirements,the

9 Companyproposesto varythesurchargeandsurcreditamountsby deliveryvoltagebased

10 uponapplicableline lossfactors.

11 Finally, theCompanyproposesto makethePCAM subjectto an earningstest. If the

12 Company’sactualrateof returnshownin its mostrecentsemi-annualreportwasabove

13 authorizedlevels,positivebalancesaccruedunderthePCAM duringthatperiodwould not be

14 recoverable.Similarly, if earnedratesofreturnaredeficient,negativeaccruedPCAM

15 balanceswouldnotbereturnedto customers.

~ 16 III. REASONFOR COMPANY PROPOSAL
Ov 0

17 Ms. Omohundro’sDirectTestimony(PPL/100)explainswhy theCompanyis

18 proposingaPCAM at this time. Most fundamentally,theCompanyhasfoundin recentyears

19 thatthetraditionalratemakingprocesshascausedtheCompanyto incurin excessof

20 $675million ofnetpowercostsfor which it wasnotcompensatedby customers.

21 PP&L/102,Omohundro1. Thesedeviationsfrom authorizednetpowercostswereprimarily

22 relatedto factorsbeyondtheCompany’scontrol. PPL/200,Widmer3. Thisexperiencehas

23 causedtheCompanyto concludethat thereis agreatlyincreasedvariability in netpower

24 costsfrom thelevel projectedin generalratecasesandthat this variability is not

25

26
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1 symmetrical.3AbsentaPCAM, PacifiCorpdoesnot haveareasonableopportunityto earn

2 its allowedrateof return. PPL/100,Omohundro3.

3 TheproposedPCAM will ensurethat, in thefuture, PacifiCorp’spricesmore

4 accuratelycapturetheCompany’sactualprudentlyincurredcostsofprovidingserviceto its

5 customers.WithoutaPCAM, themagnitudeofharmthatPacifiCorpfaceswould requireit

6 to seekotherregulatoryrelief, whichwould increasethefrequencyoffluctuationsin rate

7 levels. Conversely,thePCAM will leadto greaterratestability.

8 Moreover,asexplainedby Ms. Omohundro,theproposedPCAM shouldimprovethe

9 Company’scredit standingandlower thelevel of debtimputationassociatedwith purchased

10 powercontracts,therebymakingsuchcontractsmoreattractiveto theCompanyandits

11 customers.

~ 12 IV. COMMISSION POLICY
Ff2

13 In its Orderin UM 1071,theCommissionacknowledgedthat“climate changesand

14 otherfactors,suchashydroavailability” mayimpactthe ability ofa utility to recoverits

15 hydrolossesusingcurrentnormalizationtecimiques.In re PortlandGeneralElectric, Order

~ 16 No. 04-108at 10 (2004). Forthisreason,theCommissionencouragedthepartiesto the

17 proceedingto investigatealternativessuchasaPCAM to dealwith hydrovariability.

18 V. POSITIONS OF OTHER PARTIES IN THIS PROCEEDING

19 TheCompany’sproposedPCAM hasnot yetenjoyedbroadsupportfrom theStaff

20 andintervenors.

21 CommissionStaffat timesseemsto acknowledgethat theCompanyhasalegitimate

22 concernaboutits inability to earnits allowedrateof return,but doesnotbelievethat a

23 PCAM is an appropriateremedy,exceptfor extraordinarycircumstances,Staffalsotakes

24 exceptionto theCompany’sproposalto allocatePCAM surchargesandsurcreditsamong

25
~Ms. Omohundroobservesthat since2000-2001,wholesaleelectricitymarketprices

26 havefluctuatedby five to ten timesthe amountpreviouslyobserved.PPL/100,Omohundro2.
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1 PacifiCorp’sjurisdictionsin thesamemannerasnormalizedpowercostsareallocatedin

2 generalrateproceedings.

3 CUB questionswhethera“problem” really exists,seemsto supporttheconceptofa

4 PCAM comparedto othermechanismsfor dealingwith netpowercostvariability, but takes

5 strongexceptionto theform ofthePCAM proposedby theCompany.CUB raisesthesame

6 interjurisdictionalcostallocationissuesastheCommissionStaff.

7 ICNU deniesthereis aproblem,contendsthat aPCAM is notan appropriateresponse

8 to anyproblemthat might exist,disputesmanyof theelementsof theform ofPCAM

9 proposedby theCompanyandarguesthatPacifiCorp’sallowedrateofreturnshouldbe

~ 10 reducedif it is permittedaPCAM.

~ 11 While theCompanycontinuesto believethatits proposedPCAM is reasonableand
N

12 appropriate,in its rebuttalandsur-surrebuttaltestimonyandin responsesto datarequests,the
Ff2

~ 13 Companyhasagreedwith someofthepointsmadeby theotherpartiesto theproceeding.

~ 14 Specifically:

~ 15 1. TheCompanyagreeswith Staffthatideally, theratemakingprocessshould

~ ~- 16 afford theCompanyafair opportunityto recoverits costson an expected

17 basisandto earnits authorizedrateof returnon equityoverthe longterm

18 withoutrelyingheavilyon supplementalratemakingto achievethosegoals.

19 Staff/300,Galbraith4; PPL/205,Widmer2.

20 2. TheCompanyagreeswith Staff,CUB andICNEJ that aPCAM shouldbe

21 designedto provideincentivesfor theCompanyto effectivelymanageits net

22 powercosts.

23 3. TheCompanyagreeswith Staff,CUB andICNTJ that thePacifiCorpRevised

24 InterjurisdictionalAllocationProtocol(“RevisedProtocol”)did not resolve

25 how non-normalizedcostsshouldbe allocated.

26
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1 4. TheCompanyagreeswith CUB that any allocationofPCAM surchargesand

2 surcreditsshouldbebaseduponupdatedinterjurisdictionalallocationfactors.

3 PPL/301, Duvall 7.

4 5. TheCompanyagreeswith CUB andICNTJthat revenuesfrom gassales

5 shouldbe includedin netpowercostsfor purposesof calculatingthePCAM

6 (andalwaysintendedthat outcome). PPL/205,Widmer 3.

7 6. TheCompanyis agreeableto aretail load andrevenueadjustmentas

8 suggestedby Messrs.JenksandFalkenberg.PPL/205,Widmer 12.

9 7. TheCompanyagreeswith StaffandICNU thatPCAM surchargesand

~ 10 surcreditsshouldnotbepaidby direct accesscustomers.PPL/l02,

~ 11 Omohundro3,

~ 12 VI. ARGUMENTS
Ff2

13 A. The Company Facesa Major Problem.

~ 14 Mr. Jenks’testimonyharkensbackto happierandsimplerdayswhenutilities took the

~ 15 risk ofcostchangesbetweenratecases.In thosedays,“somecostsgo up, somecostsgo
Ff2

~ ~- 16 down, andtheutilities beartherisk and reaptherewardfor thosechanges.”CUB/100,

17 Jenks3. This is anotherwayof expressingMr. Galbraith’smoretechnicaldescriptionof

18 “stochastic”ratemaking,meaningthat if costsareproperlyestimatedin ratecases,over time,

19 thegoodwill balancethebadfor theCompanyandits customersonanexpectedvaluebasis.

20 In Mr. Galbraith’sview, it is inappropriatefor theCompanyto gamethe systemby seeking

21 specialreliefwhenthe“bad” thingshappen,while pocketingthebenefitsofthe“good”

22 things. Assumingthesystemworks asMr. Gaibraithsuggestsit should,theCompanywould

23 agree.

24 As pointedoutby Mr. Falkenberg,theCompanylong eschewedpowercost

25 adjustmentsandbelievedthatgeneralratecasesshouldbetheprincipalmeansof establishing

26 netpowercosts. ICNU/200,Falkenberg22,23. But, asemphasizedin thedirect testimony
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1 ofMs. OmohundroandMr. Widmer, this filing representsa changein Companypolicy

2 drivenby arecognitionthatthegoodold daysalludedto by Mr. Jenksaregoneandthe

3 idealizedratemakinggoalsofMr. Galbraitharenot beingaccomplished.SincetheWestern

4 powercrisisof2000,from theCompany’sperspective,the“good” hasbeenswampedby the

5 “bad” andtheCompanyhasnot hada fair opportunityto recoverits netpowercostson an

6 expectedbasis. TheCompanybelievesthat thefundamentalsof thepowermarkethave

7 changedin awaythat it canexpecthundredsofmillions ofdollarsoffuture lossesif the

8 ratemakingprocessis not significantlyaltered. PPL/200,Widmer 3.

9 Staffand CUB appearto vaguelyacknowledgethat theworld hasprobablychanged

10 andatleasthint thattheysuspectthat theCompanyfacesasymmetricrisk. Nonetheless,they

11 proposePCAM mechanismsthat fall far shortof affordingtheCompanyafair opportunityto

~ ‘~ ~ 12 recoverits netpowercostson an expectedbasis. ICNTJacknowledgesnothingandproposes
cI~~

tx~ 13 nothing exceptfurtherstudyandrulemakingproceedings.

14 Staffandintervenorscontendthat theyopposetheCompany’sPCAM proposal

15 becausetheCompanyhasnotreallydemonstratedthat aproblemexiststhatrequiresa
Ff2

16 remedyin this docket. Specifically:

17 1. It is suggestedthat theCompanysrecentmulti-yearexperienceoflosing

18 hundredsofmillions ofdollarsmaybe aberrational. CUB/200,Jenks13.

19 Staffsuggeststhat it mayall havebeenjust a“run of badluck.” Staff/300,

20 Galbraith7.

21 2. It is suggestedthat theCompanyhasnot conclusivelyproventhat it facesa

22 substantiallyasymmetricpowercostenvironment. CUB/200,Jenksll,13;

23 Staff/300,Gaibraith2.~

24

25
~This is suggestednotwithstandingMr. Widmer’stestimonythatfrom 2000-2004,

26 PacifiCorpaveraged$135.5million ofexcessnetpowercosts. PPL/200,Widmer3.
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1 3. It is suggestedthat theCompany’srecently-approvedTransitionAdjustment

2 Mechanism(“TAM”) will resolvemuch,if not all, of anyproblemthatmight

3 exist. CUB/200,Jenks2; ICNU/100,Falkenberg10; ICNTJ/200,

4 Falkenberg24.

5 4. It is suggestedthattheCompanyis notmateriallyexposedto marketrisks.

6 CUB/100,Jenks4; CUB/200,Jenks5.

7 5. It is suggestedthatif thereis aproblem,it shouldbe resolvedatsometime in

8 thefuture,eitherthroughintroducingstochasticpowercostmodelingin

9 generalratecases(Mr. Galbraith)or furtherstudyandrulemaking

10 (Mr. Falkenberg).5

11 However,asobservedby Ms. Omohundo,otherpositionstakenby thepartiesin this

~ ‘~ ~‘ 12 proceedingsuggestthat their dismissalof the“problem” shouldbeviewedwith substantial

13 skepticism. PPL/103,Omohundrol,2. To put it bluntly, it appearsotherparties know the

14 Companyis losinga lot ofmoneyandwish to avoidshifting thosecoststo customersfor as

15 long aspossible. Otherwise,onemustask:

16 1. Why would Mr. Jenksdismisstheseverityof theCompany’sproblem,but

17 thencharacterizetheCompany’sPCAM proposalasa “lotteryjackpotfor

18 shareholders”andexpressgraveconcernthat customersmighthaveto pick up

19 70 percentof netpowercoststhat arenot otherwisebeingrecovered?

20 CUB/200,Jenks4.

21 2. Why would Mr. Gaibraithstatethatthereis “considerableuncertainty”asto

22 whethertheCompanyfacesan asymmetricrecoveryproblem,but then

23

24

25 ~Mr. Falkenbergproposesan additional“multi-step” process.ICNU/200,
Falkenberg6. CUB finds this all “déjàvu” andapparentlywould notrelishmoreprocess.

26 CUB/200,Jenks1
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1 expressconsiderablecertaintythat theproposedPCAM will resultin a“large

2 risk shift to customers?”Staff/300,Galbraith6, 12.

3 3. Whywould Mr. Falkenberginsistthat theCompanyhasprovided“scarcely

4 anyjustification for aPCAM,” while theotherICNU witness,Mr. Gorman,

5 testifiesthat theproposedPCAM will “significantly” increasetheCompany’s

6 ability to earnits authorizedrateofreturnon equity? ICNU/200,

7 Falkenberg3; ICNU/300, Gorman2.

8 4. Why wouldbothMr. JenksandMr. Galbraithsuggestthat asymmetric

9 “sharingbands”areappropriatebecausetheCompany’scostrisk is

10 asymmetric?CUB/100,Jenks27; Staff/100,Gaibraith2.

11 5. Why would thepartiesexpresssuchgreatconcernabouthowthePCAM

~ ~‘ 12 surchargesandsurcreditsare goingto beallocatedamongPacifiCorp’s

13 jurisdictionsif theyreallybelievedtheCompany’snetpowercostrisk was

14 symmetrical?

15 6. If theCompanycanbe reasonablyexpectedto recoverthebulk ofits net

~ ~- 16 powercoststhroughgeneralratecasesandtheTAM, is asymmetrically

17 designedPCAM going to causeharmappropriateto the levelof outrage

18 expressedby theparties?PPL/205,Widmer 8.

19 B. PacifiCorp’s Proposalfor SharingNet Power Cost Risk BetweenCustomersand
Shareholders is Reasonable.

20

21 PacifiCorphasproposedthat therebea 70/30percentsharingofthefirst $100million

22 ofnetpowercostvariancesbetweencustomersandshareholdersanda 90/10sharingofany

23 varianceabove$100 million.

24 Otherpartiesto this proceedinghavereactedpoorly to thisproposal. At times, their

25 enthusiasmhascausedthemto suggestthat the Companywill somehowprofit from this

26 sharingmechanism,evento thepoint of enjoyinga“lottery jackpotfor shareholders.”
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1 CUB/100at 5. Mr. Falkenbergfor somereasondescribesit as“cost-plusratemaking.”

2 ICNU/100 at 11. More restrained,but justasmisleading,aresuggestionsfrom Staff, CUB

3 andICNTJ thattheCompanyis proposingto assumevirtually no netpowercostrisk.

4 Mr. Galbraithsuggeststhattheproposedmechanismremoves“nearly all ofPacifiCorp’s

5 earningsrisk relatedto netpowercosts.” Mr. Jenksalludesto a“customer-bear-allrisk

6 approach”by utilities. CUB/200,Jenks2. Mr. Falkenbergusestermssuchas“exact-cost

7 recoveryrider” and“pass-through.”ICNU/100,Falkenberg11, 13. Theyoffer this

8 testimonynotwithstandingMr. Widmer’sdemonstrationthathadtheproposedPCAM been

9 in place for calendar2004,theCompanywouldhavestill borne$34.8million ofunrecovered

10 netpowercosts. PPL/200,Widmer 9.

ii In theirresponseto PacifiCorp’ssharingproposal,thepartiesseemto havelost track

12 of thefirst principlesof ratemakingasenunciatedby Mr. Galbraith. To wit: TheCompany

13 is to be afforded“a fair opportunityto recoverits costson an expectedbasis.” Staff/300,

14 Gaibraith4. To thecontrary,Staffandintervenorsseemto be suggestingthat anyproposal

15 that createsevenapossibilityoftheCompanyrecoveringall of its prudentlyincurrednet

~ ~- 16 powercostsis somehowunfairor undesirable.It is noteworthythatICNU wassounhinged

17 by aproposalthat would increase(but not guarantee)thechancesthat theCompanywould

18 earnits allowedrateofreturn,that it proposedto reducePacifiCorp’sallowedrateofreturn.

19 ICNT.J/300,Gorman5

20 Partiespurportto beshockedthat the Companyhasnotproposeddeadbandsthat

21 wouldvirtually guaranteethat theCompanywill nothaveafair opportunityto recoverits

22 costson an expectedbasis. Most of theOregonprecedentcited for suchdeadbandsarises

23 from deferredcostrecoverydecisions. CUB/lOU, Jenks16; ICNU/100,Falkenberg27,28,

24 Staffandintervenorsdo not appearto recognizean importantdistinctionbetweenadeferred

25 accountingdecisionandaPCAM mechanism.As discussedbyMessrs.Jenksand

26 Falkenberg,thereis apotentiallackof symmetryin adeferredcostapplicationassociated
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1 with netpowercosts. CUB/lOU, Jenks5; ICNU/200,Falkenberg14. Suchapplicationstend

2 to get filed in the“bad” yearsandmaynotreflectcircumstanceswhenautility hasrecovered

3 morethanits estimatednetpowercostsin goodyears. In thecontextofdeferredcost

4 applications,deadbandscanbeareasonablemeansof restoringsymmetryto theratemaking

5 process.

6 But, asindicatedby Mr. Jenks,aPCAM establishesthe“rules ofthegame”aheadof

7 time andcanassuresymmetrybetweentheCompanyandits customers.In this contexta

8 “deadband”is not necessaryto assurefairness.This is not to saythat PacifiCorpproposesa

9 directpassthroughof all netpowercostvariations. PPL/l00,Omohundro4. As observed

10 by all partiesto thisproceeding,an assuranceof full costrecoverywouldnotprovide

11 PacifiCorpwith appropriateincentivesto effectivelymanageits netpowercosts. However,

12 in thecontextofaPCAM, anydeadbandorsharingmechanismshouldbeevaluatedon the

13 basisofwhetherit providessufficientand appropriateincentives,while permittingthe

14 Companyafair opportunityto recoverall its prudently-incurredcosts.

15 Withoutmuchexplanation,Messrs.JenksandGalbraithsuggestthat if the
Ff2

~ ~- 16 Company’srisk of netpowercostvariability is asymmetrical,thedeadbandsalsoneedto be

17 asymmetrical.CUB/100,Jenks27; Staff/100,Galbraith10. Theyseemto be contendingthat

18 anecessaryattributeof aproperlyconstructedPCAM is to havepaymentsto theCompany

19 andshareholdersequalout overtime. This is wrong-headed.RememberingMr. Galbraith’s

20 admonitionthat theCompanyshouldbeaffordeda fair opportunityto recoverall its

21 prudently-incurredcostson an expectedbasis,it follows that if netpowercostsexceedrate

22 caseestimatesby agreaterfrequencyand/ormagnitudethantheyfall underratecase

23 estimates,PCAM surchargeswill necessarilyandappropriatelyexceedPCAM surcredits.

24 Moreover,it appearsthat deadbands,andparticularlyMr. Jenks’ asymmetric

25 deadbands,give riseto unjustifiableresultsandscrewyincentivesfor theCompany.

26
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1 Following aresevenhypotheticalcasesshowingnetpowercostvariancesoveraten-

2 yearperiod. In thefirst columnareshowntheamountsby which actualnetpowercosts

3 exceedestimatednetpowercostsin theyear. Thesecond,third andfourth columnsshowthe

4 effecton theCompanyif CUB’s proposal,Staff’sinterim PCAM proposalandthe

5 Company’sproposalhadbeenin effect. As indicated,in thesecolumns,anegativenumber

6 indicatesthat theCompanyhasunder-recoveredits actualnetpowercosts,notwithstanding

7 theproposedPCAM, andapositivenumberindicatesthattheCompanyhasover-recovered

8 its netpowercosts,notwithstandingthePCAM:6

9 CASE I Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta
Company

10 Variability from CUB Proposal Staff Proposal Proposal
Projected Amount

11
12 Year

1 200 -175 -155 -40
13 2 -100 87.5 100 30

3 200 -175 -155 -40
14 -100 87.5 100 30

~ e 5 200 -175 -155 -40
6 -100 87.5 100 30

Ff2 ,~ ~ 7 200 -175 -155 -40
16 8 -100 87.5 100 30

9 200 -175 -155 -40
17 10 -100 87.5 100 30

18 Total 500 -437.5 -275 -50

19

20

21

22 —______________________

6 CUB proposesa 125basispoint returnon equity deadbandfor actualnetpower

23 costsbelowestimatesanda250 basispoint deadbandfor netpowercostsabovedeadbands.
CUB proposesto shareshortfalls50/50between125 and200 basispointsand75/25 over200

24 basispoints. Further,undertheCUB proposal,exceedanceswould be shared50/SObetween
250 and400 basispointsand75/25above400basispoints. CUB/lOU at 29. Staffproposes

25 an interim PCAM with a 90/10sharingfor any shortfallsorexceedancesabove250 basis
points. Staff/lOU at 21. PerMr. Falkenberg,it is assumedthat 100 basispointsis equivalent

26 to $60 million. ICNU/200,Falkenberg17. All numbersarein millions of dollars.
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1

2 CASE2 Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta
Company

3 Variability from CUB Proposal Staff Proposal Proposal
Projected Amount

4 Year
1 200 -175 -155 -40
2 -150 105 150 35
3 200 -175 -155 -40

6 -150 105 150 35
5 200 -175 -155 -40
6 -150 105 150 35

8 200 -175 -155 -40
8 -150 105 150 35

9 9 200 -175 -155 -40
10 -150 105 150 35

eN

s 10
Total 250 -350 -25 -25

11

~ 12
I’ ~n

13
CASE 3 Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta

14 Company
Variability from CUB Proposal Staff Proposal Proposal

N 15 Projected Amount
Ff2 -~

Year
~ ‘~- 16 i 250 -197.5 -160 -45

2 -100 87.5 100 30
L/~ 1’~7

3 250 -197.5 -160 -45
C

10 -100 87.5 100 30
5 250 -197.5 -160 -45

19 6 -100 87.5 100 307 250 -197.5 -160 -45

20 8 -100 87.5 100 30
9 250 -197.5 -160 -45

21 10 -100 87.5 100 30

22 Total 750 -550 -300 -75

23

24

25

26
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1

2 CASE4 Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta
Company

3 Variability from CUB Proposal Staff Proposal Proposal
Projected Amount

4 Year
1 400 -235.0 -175 -60
2 -100 87.5 100 30
3 400 -235.0 -175 -60

6 -100 87.5 100 30
5 400 -235.0 -175 -60
6 -100 87.5 100 30

8 7 400 -235.0 -175 -60
8 -100 87.5 100 30

9 9 400 -235.0 -175 -60
10 -100 87.5 100 30

N
N 10

C

Total 1500 -737.5 -375 -150
ON

11

12

13

14 CASE 5 Net Power Cost RevlCost Delta RevlCost Delta Rev/Cost Delta
~ g’~ Company

15 Variability from CUB Proposal Staff Proposal Proposal
Projected Amount

~ 16 Year
1 400 -235 -175 -60

e/3~ 1’7
C 2 -400 167.5 175 60
C

3 400 -235 -175 -60
I0 -400 167.5 175 60

19 5 400 -235 -175 -606 -400 167.5 175 60

20 7 400 -235 -175 -60
8 -400 167.5 175 60

21 9 400 -235 -175 -60
10 -400 167.5 175 60

22
Total 0 -337.5 0 0

23

24

25

26
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1

2 CASE 6 Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta
Company

3 Variability from CUB Proposal Staff Proposal Proposal
Projected Amount

4 Year
1 -400 167.5 175 60
2 300 -210 -165 -50
3 -400 167.5 175 60
4 300 -210 -165 -50
5 -400 167.5 175 60
6 300 -210 -165 -50

8 -400 167.5 175 60
8 300 -210 -165 -50

9 9 -400 167.5 175 60
10 300 -210 -165 -50

N
N 10
~‘ C

Total -500 -212.5 50 50
ON

~C 11
d N

~ 14
C g Year Net Power Cost Rev/Cost Delta Rev/Cost Delta Rev/Cost Delta

15 Company
Variability from CUB Proposal Staff Proposal Proposal

a~,v’— ~
~ ,~ Projected Amount

17 CASE71 100 -100 -100 -30

18 2 -50 50 50 15
3 100 -100 -100 -30

19 -50 50 50 15
5 100 -100 -100 -30

20 6 -50 50 50 15
7 100 -100 -100 -30

21 8 -50 50 50 15
9 100 -100 -100 -30

22 10 -50 50 50 15

23 Total 250 -250 -250 -75

24

25

26
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1 Thesehypotheticalcasesdemonstratethat: (i) neithertheCUBnorStaffproposals

2 affordtheCompanyanythingcloseto a fair opportunityto recoverits costson an expected

3 basis,(ii) ratingagenciescouldtakelittle comfortfrom what is beingoffered,and(iii) the

4 CUB andStaffdeadbands,particularlyCUB’s asymmetricdeadbands,giverise to bizarre

5 resultsandpoorly alignedincentivesdependinguponwhatnumbersarechosen.For

6 example:

7 1. In afairly extremecase(Case4), theCompanywouldbeableto recoveronly

8 51 percentof$1.5 billion ofnetexceedancesundertheCUBproposaland

9 only 75 percentofsuchexceedancesundertheStaffproposal.Undera

10 relatively“stable”case,(Case7) theCompanyrecoversnoneofits $250

O ~ million of netexceedances.

~ ~‘ 12 2. In Case1 undertheCUB proposal,theCompanyrecoversonly $62.5million
F/I ~ ‘~

~ 13 from $500million ofnetexceedancesfrom customers,but underCase6,

~ 14 returns$212.5million to customersfrom netsavingsof $500million.
~

~ 15 3. In Case2 undertheCUB proposal,theCompanyis $100million worseoff

~- 16 thanit wouldbewithout aPCAM becauseit is requiredto returnthat amount
tav

17 to customers,eventhoughit experiencednetexceedancesof$500million.

18 4. In CaseS undertheCUB proposal,theCompanybreaksevenover thestudy

19 period,but nonethelessis requiredto returnanadditional$337.5million to

20 customers.This resultis substantiallymorebeneficialto customersthanCase

21 6 wheretheCompanyhasnetsavingsof$500million.

22 S. UndertheCUB proposal,if theCompanyhasnetexceedancesof $250million

23 (Case2) it loses$350million, whereasunderCase1, whereit has

24 $500million ofnetexceedances,it loses$437.5Million. Equallybizarreare

25 theoutcomesundertheStaffproposalunderCases1 and2. Notwithstanding

26 theprofessedeffect of theStaffdeadbands,if theCompanyhasnet
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1 exceedancesof $250million, it loses$25 million, but if it hasnetexceedances

2 of$500million it loses$275million.

3 6. Contraryto Staff’s suggestionthat its proposeddeadbandsareintendedto

4 provideappropriateincentivesfor theCompanyto minimizenetpowercosts,

5 underCase3, wheretheCompanyhasnetexceedancesof $750million, it

6 loses$300million, whereasunderCase4, whereit hasnetexceedancesof

7 $1.5 billion, it loses$375million.

8 In sharpcontrast,theresultsundertheCompany’ssharingproposalseemfar more

9 predictableandrational. While the issueofwhat amountof lossestheCompanyneedsto

10 facein orderto haveappropriateincentivesis somewhatsubjective,theCompanyproposal

11 seemsto give rise to resultsthatarereasonablypredictableanddirectionallycorrect. If net

12 exceedancesdouble,theCompany’slossesdouble(Cases3 and4). WheretheCompany’s

13 actualcostsequalits predictedcosts,theCompanyis neitherbenefitednorpenalized

14 (Case5). Whenthe Companyhassubstantialsavingsfor customers,it benefitsat a level

15 comparableto thelossesit sufferswhenit hasincreasedcosts(Cases1 and6), but doesnot
Ff2

~- 16 retainamajority ofthesavingsaswould resultfrom theCUB proposal. If Mr. Jenkshad

17 reviewednumberssuchasthese,couldhestill in goodfaith characterizetheCompany’s

18 proposalas“ridiculouslygenerous”and“overshootsabsurd”?CUB/200,Jenks14.

19 CUB suggeststhat thesharingbandsproposedby the Companyaregenerous

20 comparedto PCAMsthathavebeenput in placefor otherNorthwestutilities. CUB/lOU,

21 Jenks5, 16. TheCompany’srebuttaltestimonydemonstratesthatthis is not thecase. In a

22 recentsettlement,revisionsto Avista’s“EnergyRecoveryMechanism”providefor a90/10

23 sharingbetweencustomersandshareholdersoutsidea$3 million deadband.This equatesto

24 a $7.9million deadbandin Oregonfor PacifiCorp. In thecaseof PugetSoundEnergy,while

25 thereis a$20 million deadbandfor asingleyear,thereis also afour-year,$40million cap.

26 Oncethe caphasbeenreachedduring a four-yearperiod,99 percentofvariancesare
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1 recoverableby theCompany.On an averageannualbasis,this would equateto a$4.8 million

2 deadbandfor PacifiCorp. PPL/2OS,Widmer 12, 13.

3 Finally, Mr. Jenksmaintainsthat deadbandsarenecessarybecauseaPCAM doesnot

4 reflectthe increasedretailrevenuethat theCompanyenjoyswhenincreasednetpowercosts

5 arecausedby higherloadsandthe lossofretailrevenuestheCompanysuffersif netpower

6 cost savingsareassociatedwith decreasedloads. CUB/lOU, Jenks17. Thedeadbands

7 proposedby Mr. Jenksseemsgrosslydisproportionateto any suchload/revenuephenomenon

8 thatmayexist. Additionally, Mr. Widmerhastestifiedthat PacifiCorpis preparedto

9 incorporatea load/revenueadjustmentin its proposedPCAM. PPL/205,Widmer 12.

C 10 C. A PCAM is theBestMeansNow Available for Addressingthe Volatility in the
Company’s Net Power Costs

~C 11
‘0 N

~ 12 Staffis opposedto theCompany’sproposalbecauseit believesthatthebulk of

~ 13 volatility in netpowercostsshouldbe capturedthroughstochasticnetpowercostmodeling

~ 14 in thecontextofageneralratecase.Staff/100,Gaibraith12. As indicatedby Mr. Widmer,

~ 15 theCompanyis not opposedin principle to Mr. Galbraith’sapproachat suchtimeasit canbe
FdD~~

~- 16 implemented.However,thetools for stochasticmodelingof netpowercostshavenot yet

17 beenfully developed.PPL/2O5,Widmer 2, 3. Thework will be complexandpotentially

18 controversial.The absenceof an agreed-uponmethodologyshouldnotbeanexcusefor

19 continuingto denytheCompanyafair opportunityto recoverits costswhenawell-accepted

20 alternatemethod(thePCAM) is available. HadtheCompanyover-recoveredin excessof

21 $675 million from 2000-2004,Staffandintervenorswouldbe doubtlessexpressingagreater

22 senseofurgencyto find a solution. PPL/102,Omohundro1. Moreover,if Mr. Gaibraith’s

23 “wait andsee”approachwereadopted,partiesrepresentingcustomerinterestswould have

24 little orno incentiveto agreeon astochasticapproachto modelingnetpowercosts.

25 Both CUB andICNU describethe infirmities ofusingcostdeferralasameansof

26 dealingwithnetpowercostvolatility. Deferredcost applicationshaveprovento be complex
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1 andcontroversialfor all concerned.Theseweredoubtlessthe samesortsofconcernsthat

2 causedthe Commissionto encouragethepartiesto explorealternativesto deferred

3 accountingin its UIM 1071 Order.

4 As indicatedabove,if aPCAM is approvedin this docket,PacifiCorpwill

5 incorporatethecostsproposedto bedeferredin UM 1193 in thePCAM andreplacethe

6 deferralof suchcostson agoing-forwardbasis. PPL/100,Omohundro4.

7 D, The Implementation IssuesRaisedby the Parties are Resolvable

8 CUB andICNU raiseanumberofconcernsaboutthedetailsof howtheCompany’s

9 proposedPCAM will beimplementedandsuggestthat it couldnot beeffectively

10 administered.Mr. FalkenbergwouldhavetheCommissionbelievethataPCAM is aradical

11 anduntestedconcept,eventhoughit hasbeenutilized by themajorityof statecommissions

12 for manyyears. PPL/102,Omohundro3. TheCompany’srebuttaltestimonydemonstrates

L~ 13 thattheseconcernsareoverstated.For example:

14 1. Mr. Jenkssuggeststhat PacifiCorp’sPCAM proposalcould leadto monthly

15 ratechanges.CUB/lOU, Jenks21. Mr. Widmer explainsthatwhile the

~ ~- 16 PCAM accrualswouldberecordedmonthly, it is not contemplatedthatrates

17 would bechangedmonthly. PPL/2O5,Widmer 14.

18 2. Mr. JenkssuggeststhatcostsunderthePCAM arebeingover-allocatedto

19 Oregon. CUB/lOU, Jenks19. In part,he basesthisconclusionon thefactthat

20 in theCompany’sfiscal 2004analysis,Oregon’sshareof PCAM costs

21 appearsto begreaterthanOregonshareoftotal systemloadandits average

22 costsarehigherthanotherjurisdictions. All mannerofcircumstances

23 (including Oregon’smonthlyandannualloadfactor)couldexplainthesesorts

24 of differencesandtheyarenotareasonablebasisfor concludingthe

25 Company’sPCAM methodologyis somehowflawed. Furthermore,as

26 explainedby Mr. Duvall, Mr. Jenksappearsto confusetheconceptof
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1 replacingpermanentlylosthydroelectricgenerationundertheRevised

2 Protocolfor suchthingsasrelicensingconditions(whosecost is allocatedon a

3 systembasis)with the issueofwho shouldpaythecostofreplacementpower

4 if hydroelectricgenerationis reducedin realtime bypoorwaterconditions.

S PPL/301,Duvall 5. However,theCompanydoesnotopposeMr. Jenks’

6 contentionthatPCAM interjurisdictionalallocationfactorsshouldbebased

7 uponactualloads. This shouldalleviateconcernsthat Oregonis somehow

8 subsidizingpowercoststhat areincurredto serveUtahcustomersbecauseit

9 matchesactualpowercostswith actualloads. PPL/301,Duvall 7.

~ 10 3. Mr. Falkenbergcontendsthat therewill begreatdifficulty implementing

~~ 11 generalratecasesettlementsin thePCAM. ICNU/100,Falkenberg14, 15.

12 Mr. Widmer explainswhy this is likely not to be thecase.TheCompany

~ 13 certainlyrecognizesthat any categoryof costthathasbeendisallowedin a

~ 14 generalratecaseshouldnotberecoverablethroughaPCAM. Furthermore,
a;,-)

~ 15 mostgeneralratecaseissuesinvolving netpowercostsaremodelingissues
FJD

~ ~- 16 thatrelateto how netpowercostsshouldbepredictedfor purposesofthe

17 generalratecase.Thesemodelingissuesareirrelevantto how actualnet

18 powercostsarecalculatedfor purposesof thePCAM. PPL/205,Widmer 5, 6.

19 4. Mr. Falkenbergfor somereasonbelievesthat therewill begreatdifficulty in

20 determiningwhat costsshouldbeincludedin netpowercostsfor purposesof

21 thePCAM. Hegoessofar asto proposearulemakingproceedingto grapple

22 with this issue. ICNU/100,Falkenberg21. TheCompanyhasproposedthat

23 for purposesof thePCAM, thesamecostsbeincludedasareincludedin its

24 TAM. PPL/200,Widmer7. It would appearthat if it is possibleto figure out

25 what costsshouldbe includedin theTAM, thePCAM would not giveriseto

26 themysterythat Mr. Falkenbergwould suggest.Furthermore,PacifiCorp
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1 doesnot concurwith Mr. Falkenberg’ssuggestionthat only someelementsof

2 netpowercostshouldbe reflectedin aPCAM. All netpowercostsare

3 interrelatedandpicking andchoosingamongthemcould leadto amismatch.

4 PPL/2OS,Widmer 11.

5 E. It MakesMost Senseto Allocate PCAM Surchargesand Surcredits Among
PacifiCorpJurisdictionson the SameBasisasNetPower CostsareAllocated in

6 General Rate Cases.

7 As indicatedabove,PacifiCorpagreeswith thosepartieswho havearguedthatthe

8 RevisedProtocoldid not resolvethe issueofhow non-normalizedcostsshouldbe allocated

9 amongits jurisdictions. Nonetheless,theCompanybelievesthat is mostsensibleto usethe

~ 10 samemethodsfor allocatingnormalizedpowercosts,forpurposesofthePCAM, that are

~ 11 usedto allocatePCAM surchargesandsurcredits.7Muchof thedisagreementseemsto be

12 relatedto parties’misunderstandingregardingthehydro-electricreplacementissuediscussed
Ff2

~ 13 above. Infra at 19.

~ 14 F. The Company is Not BeingCurrently Compensatedfor its Current Net Power
4 Cost RecoveryRisk

~ 15
C/I

~ ~- 16 Mr. Jenksassertsthatwhatever“asymmetryproblem” theCompanyfacesis

17 somethingthatPacifiCorpis “paid arateof returnto manage.”CUB/200,Jenks10.

18 Mr. Gormannot only arguesthat theCompany’scurrentallowedrateofreturnis

19 compensatoryfor therisk beingtaken,but that if theCompany’schancesof recoveringall of

20 its costsareimproved,theCompany’sallowedrateofreturnshouldbecorrespondingly

21 reduced.ICNU/300,Gorman5, 6.

22

23

24 ‘~It appearsthat Staffand CUB agreethat thereshouldbeconsistencywith the
RevisedProtocol,butdo notbelievethat theCompany’sproposalhasachievedthat

25 consistency.PPL/3O1,Duvall 3. If, it is believedthat thereshouldnotbeconsistency,this is
probablyan issuethat shouldbeaddressedby theStandingCommitteeprovidedfor in the

26 RevisedProtocol.
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1 Ms. Omohundro’ssur-surrebuttaltestimonydemonstrateswhy thesepositionsare

2 misplaced.Ms. Omohundroexplainsthat PacifiCorp’sallowedrateofreturnis derivedfrom

3 thefinancialperformanceof various“comparable”utilities whosestockis publicly traded.

4 Exhibit PPL/l04 is a listing ofthesesixteencompanies.Of thesixteen,fourteenhavesome

S meansavailableto themfor recoveringpowercostvariability andall ofthemhavean

6 allowedrateof returnin excessofthe10 percentestablishedfor PacifiCorpin UE 170 as

7 referencedby Mr. Gorman. If anything,this datawould suggestthat if PacifiCorpis denieda

8 PCAM, its allowedreturnon equity shouldbe increasedby theamountof Mr. Gorman’s

9 proposedadjustment.PPL/l03,Omohundro4.

10 G. It is reasonableto reflect all variability in QF costsin PCAM Accruals

11 TheCompanyproposedthat 100percentof thevariancein its QualifyingFacility

~ ~ 12 (“QF”) costsbereflectedin thePCAM. PPL/200,Widmer7. BothStaffandCUB take

13 exceptionto this approach.Staff/300,Galbraith15; CUB/100,Jenks25. Mr. Widmer’s

14 rebuttaltestimonyexplainsthejustification fortheproposeduniquetreatmentofQF costs.

15 All partiesseemto agreethatthepurposeof the“sharingbands”is to providetheCompany

?~~- 16 with appropriateincentivesto manageits costs. Mr. Widmer explainsthat theCompanydoes

17 not havediscretionasto whetherto enterinto QF contractsandhasno controlover the

18 outputofQFs. Furthermore,futureQF contractsmaybe indexedto naturalgaspriceswhich

19 will further increasetheCompany’sexposureto recoveryrisk betweenratecasesfor reasons

20 totally out ofits control. PPL/205,Widmer 3.

21 VII. CONCLUSION

22 Therecanbe little doubtthatPacifiCorpis notbeingaffordedafair opportunityto

23 recoverits prudentlyincurrednetpowercosts. TheCompanyhaslosthundredsofmillions

24 ofdollars since2000fulfilling its obligationto providesafe,adequateandreliableserviceto

25 its Oregoncustomers.TheCompany’sproposedPCAM is areasonablemeansofredressing

26 theproblemuntil otheragreed-uponratemakingmethodsareput in place. TheStaffand
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1 CUB PCAM proposalsneitherafford adequatereliefto theCompanynordo theyprovide

2 sensibleandpredictableresultsandincentives.

3 DATED: December22, 2005.
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