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1 BEFORETHE PUBLIC UTILITY COMMISSION
OF OREGON

2
UE 173

3

4 In theMatterofPACIFICORP(d/b/aPacific REPLY BRIEF OF PACIFICORP
Power& Light Company)Applicationfor

5 ApprovalofPowerCostAdjustment
Mechanism

6

7 I. INTRODUCTION

8 In this ReplyBrief, PacifiCorp(or the “Company”) first providescomments

9 regardingtherecentCommissionOrderin UE 165/UM 1187. PacifiCorpthendiscusses

10 whatit believesto be thecentralissuespresentedin thisproceeding.To theextentthatthe

11 OpeningBriefs ofStaffandIntervenorsrepeatedargumentsthatweremadein their

~ ‘~ ~ 12 testimony,PacifiCorprelieson its responsesto thoseargumentscontainedin its Opening

13 Brief andwill not seekto repeatthemhere.

14 A. Applicability of PGEOrder

15 AdministrativeLaw JudgeLoganissuedamemorandumon December29,2005

~ 16 instructingthepartiesto addresstheCommission’sOrderNo. 05-1261in UE165/UM1187

17 (the“PGE Order”) whichdealtwith PortlandGeneralElectric Company’s(“PGE”)

18 applicationfor ahydro generationpowercostadjustmentmechanism.

19 PacifiCorpbelievesthat muchof thePGEOrderis not applicableto these

20 proceedings.Importantdifferencesinclude:

21 1. ThePGEOrderappearsto dealwith the issueofthe expectedvariability of

22 hydroelectric generationfrom normalizedlevelsandnot with the issueofan

23 asymmetricaldistributionofactualnetpowercostswhich is presentedin this

24 case.PGEOrderat 2.

25 2. ThePGEOrderdealsonly with fluctuationsin netpowercostsarisingfrom

26 thelevel of availablehydro electricgeneration.This fluctuationwasfoundby
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1 theCommissionto notbewithin PGE’scontrol. PGEOrderat 9. This case

2 concernsall of PacifiCorp’snetpowercosts,someofwhich canbe arguably

3 affectedby theCompany’sdecisions.Therefore,in this proceeding,the

4 Commissionwill likely wishto considerappropriateincentivesfor prudent

5 managementof netpowercosts.

6 3. ThePGEOrderconsideredashort-term(two-year)arrangementwhichwas

7 proposedatatime of poorhydroelectricconditions. PGEOrderat 7.

8 PacifiCorpis proposinga long-termmechanismwhichshouldultimately

9 captureavarietyofhydroelectricandpowermarketconditionsandreflecta

10 betterbalanceovertimebetweenshareholderandcustomerinterests.PGE

11 Orderat9, 10.

12 4. ThePGEproposalgaverise to someuniquemechanicalissuesthatwere of
8/)

13 particularconcernto theCitizens’Utility Board(“CUB”). Specifically,PGE

14 proposedto modelthe increasedor decreasedcoststhat it would face,in the

15 eventofchangedhydroelectricconditions,on the assumptionthat PGEwould
rJD~

~ ~- 16 correspondinglyincreaseor decreaseits purchasesin short-termmarkets.

17 PGEOrderat7. In contrast,PacifiCorpis proposingto comparepredictednet

18 powercoststo actualnetpowercosts,with no needto model theeconomic

19 consequencesofactualconditions.

20 Nonetheless,thereis oneareawherethePGEOrderwouldappearto signal

21 Commissionpreferencesthatmight havebearingon this case.1 In thePGEOrder,the

22 1 As discussedatlengthbelow,PacifiCorpacknowledgesthat“deadbands”maybe
appropriatein thecaseof normalvariability from predictedresults,but doesnotbelievethey

23 arejustified if thevariability in netpowercostsis asymmetric.Nonetheless,for purposesof
this case,theCompanywould accepttheapplicationof theCommission’stwo-parttestin

24 lieu of beingdeniedany relief. Evenif thevariability in hydroelectricoutputis symmetrical,
thereremainsthe issueof regulatorylag. AbsentamechanismsuchasPacifiCorp’sTAM, in

25 an environmentofconstantlyincreasingfuel andpurchasedpowercosts,a deadband
virtually assuresthat theCompanywill not haveafair opportunityto earnits allowedrateof

26 returnon an expectedbasis.
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1 Commissionfavorsa “two-part” mechanismwheretherewouldbeboth: a) adetermination

2 ofwhetherautility’s overallreturnwasoutsideareasonablerange,andb) adeterminationof

3 whethertheearningsimpactofactualnetpowercostsfalls outsideadeadbandbracketingthe

4 rangeof reasonabletotal returns. TheCommissionsuggestedthat a rangeof reasonable

5 overall equityreturnfor PacifiCorpin its lastratecase,wherethe issuewascontestedwas

6 10.5 to 11 percent.2 If theoverallreturntestis satisfied,a deadbandof 100 basispoints

7 wouldapplyto PCAM chargesand credits.PGEOrderat 10. PacifiCorpunderstandsthat

8 underthis proposedtwo-partmechanism,PCAM chargeswould notaccrueunless:a) the

9 Company’sactualreturnon equityis lessthan9.75 percentandb) actualunrecoverednet

10 powercostsexceedan amountequalto 100 basispoints(about$60 million). Similarly,

11 PCAM creditswouldnot accrueunless: a) theCompany’sactualreturnon equity is above

12 10.25percent;andb) actualoverrecoverednetpowercostsexceedan amountequalto 100
ci)

13 basispoints.

14 In contrast,PacifiCorp’sproposedPCAM is effectivelyathree-partmechanism.The

15 Companysuggested:a) anoverall earningstest(tied to theCompany’sallowedrateofreturn

~- 16 on equity, (not arange);b) a$15 million thresholdtrigger; andc) a70/30sharingofthefirst

17 $100million ofnetpowercostexceedancesor shortfallsfrom estimatedlevels. PacifiCorp

18 Briefat2,3.

19 B. Staff and Intervenors Do Not Acknowledgethe Significance ofAsymmetry in the
Variability of Actual Net Power Costs.

20

21 At therisk ofbeingmacabre,consideragameofRussianroulettein which each

22 playerhasarevolverwith two live shellsandfourblanks.3 Underthesecircumstances,a

23 2 IntheCompany’ssubsequentratecase,UE 170, a 10 percentallowedreturnon
equitywasadoptedasaresultofastipulationamongtheparties.Therefore,an appropriate

24 “part 1” rangeto apply to theseproceedingswould appearto be 9.75 to 10.25 percent.
~For a Companythat hassustained$675million ofunrecoverednetpowercostsover

25 recentyears,theanalogyis not all thatmuchofa stretch. PP&L/102,Omohundro1.
26 Astonishingly,ICNTJ arguesthattheCompanyhasnot demonstratedthat it is “actually being

harmed.” ICNU Briefat 6.
Page3 - REPLY BRIEF OFPACIFICORP

Portlnd3-1538552,40020011-00174



1 playerwill be shotonethird of thetimesthetriggeris pulled on an “expectedbasis,”

2 althoughthereis awiderangeofpotentialactualoutcomes.4If aplayerproposedto usea

3 differentweaponthatholds six blanksandtwo live shells,shecouldbe reasonablyaccused

4 of reducingherrisk (for which otherplayersshouldbesomehowcompensated).Sheshould

5 beparticularlyscoldedif sheproposedthat otherplayersin thegameberequiredto continue

6 to usethe six-shooter. It is this view oftheworldthatStaffandCUB bring to theircritique

7 ofPacifiCorp’sproposedPCAM whentheyadvocatedeadbandsand “neutralcostrecovery.”

8 However,StaffandCUB fail to recognizethattheforegoingscenariois in sharp

9 contrastto onein whichaplayerdiscoversthatherweaponactuallyhasthreelive shellsand

10 herchancesofbeingshotarereally 50 percent. In this case,whentheplayerproposesto

11 removeone ofthe live shells,sothat thegameis asadvertised,sheshouldnotbeaskedto

12 sharesomeofheraddedrisk, and sheowesno compensationto theotherplayers,even

13 thoughtheirrisk is increasedby thechange.Moreover,theotherplayersshouldnot be

14 permittedto removeone live shell from theirweaponsso that theproposedchangeis

15 “neutral.” Any suchmisguidedattemptat“neutrality” Justpreservestheunderlyinginequity.

16 Theplayerwho hastheoddsstackedagainsther shouldnotbe expectedto bearanyofthe

17 risk to the extentit is morethanshebargainedfor.

18 Soit is here. Mr. Galbraithplainly statesthattheratemakingprocessis supposedto

19 afford autility afair opportunityto recoverits costson an expectedbasis. Yet, Staffstill

20 espousestheconceptof“neutral costrecovery,”whichonly makessenseif thevariability in

21 actualnetpowercostsis normally(not asymmetrically)distributedin thefirst place.5

22 __________________________

~Similarly, accordingto Mr. Galbraith,PacifiCorpshouldexpectto recoverall of itsprudentlyincurrednetpowercostson an expectedbasis,althoughsomeyearsit will sustain

24 lossesandsomeyearsit will experiencegainsovernormalizedlevels. Staff/300,Galbraith4.
~Partiesregularlyspeakofthe“normalizationprocess”without apparently

25 acknowledgingthatthereis areasontheword “normal” is part ofthephrase.Perhapsnot
surprisingly, theRandomHouseUnabridgedDictionarydefines“normalize” as“to make

26 normal.”
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1 Mr. Widmer hastestifiedthatPacifiCorp’sactualnetpowercostshavenot beennormally

2 distributedaroundexpectedvaluesandthat in recentyears,theCompany’sactualnetpower

3 costshaveconsistentlyexceededtheamountestimatedin its ratecases. Heexpectsthis

4 situationto continuein thefuture. PP&L/200,Widmer 3. While attimes Mr. Galbraithis

5 noncommittalon theissueof whetherPacifiCorp’snetpowercostrisk is asymmetrical,he

6 nonethelessassertsthatin orderto preservetheprincipleof neutralcostrecovery,because

7 actualnetpowercostsareasymmetricallydistributed,deadbandsneedto be asymmetricas

8 well. Staff/lOO, Galbraith10. While Mr. Galbraith’sarithmeticmaybecorrect,his position

9 virtually guaranteesthatPacifiCorpwouldnothavea fair opportunityto recoverits costson

10 anexpectedbasis. Therefore,underthecircumstancespresentedin this case,Staffis wrong

ii in its assertionthat “neutralcostrecovery” is necessaryto avoid an“economicwindfall” to

12 theCompany.Staffat1, 6.

13 Similarly, CUB’s OpeningBrief repeatedlymakesreferenceto the“fluctuation” or

14 “variation” of netpowercostsandmakesargumentsthat areappropriateto asituationwhere

6 .

15 thereis anormaldistributionofsuchfluctuation. Onlywhenit comesto establishing

16 deadbandsdoesCUB acknowledgethatthedistributionofactualnetpowercostoutcomesis

17 asymmetrical,therebyrequiringasymmetricdeadbands.CUB/100,Jenks27.

18 C. PacifiCorp is Not BeingPresentlyCompensatedfor Its NetPower CostRisk.

19 TheOpeningBriefs ofStaffandIntervenorsarerepletewith suggestionsthat

20 PacifiCorpdoesnot needordeserveaPCAM becauseit is alreadybeingcompensatedfor the

21 risk ofnetpowercostvariability throughits allowedrateofreturn. StaffBriefat 5; CUB

22 Briefat 6; ICNU Briefat 16. Therecorddemonstratesthat this is not thecase.

23 Unquestionably,theCompanyhastraditionally facedsomemeasureofvariability in net

24
6 CUB’s OpeningBrief accuratelyobservesthatthereis adifferencein thetheoretical

25 basisof its PCAM proposalandthatof theCompany. CUB Briefat 2. CUB’s premisethat
theCommissionis facedonlywith an issueof fluctuationofnetpowercostsarounda

26 predictedvaluemaywell be thereasonfor thedifferencein theoreticalapproach.
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1 powercostsandtherisk ofthathistoric variability maywell be reflectedin its allowedrateof

2 return. In thepast,theCompanyhasnot advocatedaPCAM andhasstoodreadyto assume

3 what CUB describesasthe“non-normalizedcostfluctuationsthat theutility absorbsbetween

4 ratecases.”CUB atBrief at 6. PacifiCorpbelievesthat its proposed70/30sharing

5 mechanismprovidesmorethanadequateincentivesfor it to do its bestto managesuch

6 “normal” fluctuationsandexposestheCompanyto thepotentialfor manymillions of dollars

7 of losses.7Contraryto ICNU’s claim,PacifiCorpis not seekingaguaranteethat it will

8 achieveits allowedrateof return. ICNU Briefat 5. It seeksonly a fair opportunityto do so.

9 TheCompanymadethis filing because,for thepastfive years,theamountof

10 variability in theCompany’snetpowercostshasbeenhugelyincreasedandthat variability

11 hasbeenhighly asymmetric.Thesecircumstanceshavecontinuedlong afterthe2000/2001

12 “EnergyCrisis” referencedby CUB. CUB Brief at 5. No partyhasprovidedany evidence

13 that this unprecedentedlevel ofrisk hasbeenreflectedin rateof returnallowances.To the

14 contrary,Ms. Omohundrodemonstratesthat PacifiCorp’sallowedrateofreturnhasbeen

15 derivedfrom the resultsof “comparable”companieswho areprotectedfrom theserisksby

16 variouspowercostadjustmentmechanisms.PP&L/103,Omohundro4.

17 D. Staff and Intervenors Continue to Unfairly Characterize PacifiCorp’s Proposed
PCAM asUnreasonable.

18

19 StaffsOpeningBriefsuggeststhatPacifiCorp’sproposedPCAM would “shift nearly

20 all NVPC risk to customers.”StaffBrief at6. CUB claimstheCompany’sproposalis “rife

21 with inequities”and“so flawedasto beunworkable. CUB Brief at 1, 11. ICNU contends

22 that PacifiCorp’sproposalwould “ensure”thatit earnedits allowedrateof return. ICNU

23 Brief at5. It appearsthat StaffandIntervenorsreachthesedramaticconclusionsbecause

24

25 ‘~ TheCompanyproposesthat if theCommissionelectsto apply it proposed“two-
part”deadbanddescribedin thePGEOrder,a 90/10sharingrationwould bemore

26 reasonable.Seeinfra at 2, 3.
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1 theyholdasamatteroffaith thenotionthat anyPCAM that doesnot includedeadbandsis

2 outrageouslygenerousto shareholders.Ideologyaside,theonly objectivebasisfor

3 determiningthereasonablenessoftheparties’variousproposalsis to considerthenumeric

4 resultstheyproduce.PacifiCorp‘5 OpeningBrief doesjust that (at 12-17). There,it is

5 demonstratedthatPacifiCorp‘ s proposalexposesits shareholdersto thepotentialfor

6 substantialunrecoveredcosts,while theresultsoftheCUB andStaffproposalsarepunitive

7 and quixotic andattimescounter-productive.

8 E. PacifiCorp DoesNot DisagreeWith a Number ofStaffs Recommendations,

9 StaffsOpeningBriefmakesanumberofrecommendationsstartingatpage8 of its

10 OpeningBrief.

11 PacifiCorpagreesthat,in an ideal world,baserateswouldbe setusingstochastic

12 modelingthatprovidesamorerealisticsimulationofPacifiCorp’soperationsandcaptures

13 theasymmetryofthevariability in netpowercosts. However,thetoolsto do that havenot

14 yetbeendeveloped.PP&L/205,Widmer2.

15 PacifiCorpagreesthat if thepartiesaresuccessfulin settingbaseratesusing

16 stochasticmodelingthat capturesasymmetricaloutcomes,adeadbandthat excludesa

17 reasonablerangeofnormalvariationis appropriateandboththedeadbandandthebaselevel

18 ofnetpowercostsshouldbeupdatedannually.

19 PacifiCorpagreesthataPCAM shouldmaintaintheloss ofloadrisk for the

20 Company. PP&L/205,Widmer 3.

21 PacifiCorpalwaysintendedthatnaturalgassalesfor resaleshouldbereflectedin its

22 PCAM. PP&L/205,Widmer3.

23 PacifiCorpagreesthat its PCAM shouldonly beapplicableto cost-of-service

24 customers.PP&L/102,Omohundro3.

25

26
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1 II. CONCLUSION

2 Therecanbe little doubtthatPacifiCorpis notbeingaffordedafair opportunityto

3 recoverits prudentlyincurrednetpowercosts. TheCompanyhaslosthundredsofmillions

4 ofdollars since2000 fulfilling its obligationto providesafe,adequateandreliableserviceto

5 its Oregoncustomers.TheCompany’sproposedPCAM is areasonablemeansofredressing

6 theproblemuntil otheragreed-uponratemakingmethodsareput in place. TheStaffand

7 CUB PCAM proposalsneitherafford adequatereliefto theCompanynordo theyprovide

8 sensibleandpredictableresultsandincentives.

9 DATED: January17, 2006. .‘. 7
STOEL RIYESj~i1~/

~‘ 12 KatherineA. M D/o~Tell

13

14 GEORGEM. Gi~LLOWA/

~ 7/,
9~geM. Galloway

17

18 Attorneysfor PacifiCorp
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20

21

22

23

24

25
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1 CERTIFICATE OF SERVICE

2 I herebycertify that I servedatrueandcorrectcopyoftheforegoingdocumentin

3 DocketUE 173 on thefollowing namedperson(s)onthe dateindicatedbelowby emailand

4 first-classmail, addressedto saidperson(s)athis orherlast-knownaddress(es)indicated

5 below.

LowreyR Brown
Citizens’Utility BoardofOregon
610 SW Broadway,Suite 308
PortlandOR 97205
1owrey(~oregoncub.org

JasonEisdorfer
Citizens’ Utility BoardofOregon
610 SW BroadwaySte 308
PortlandOR 97205
jason@oregoncub.org

Maury Galbraith
PublicUtility Commission
P0 Box 2148
SalemOR 97308-2148
maury.ga1braithZi~state.or.us

DavidHatton
DepartmentofJustice
RegulatedUtility & BusinessSection
1162CourtStreetNE
Salem,OR 97301-4096
david.hatton~state.or,us

DATED: January17, 2006.

MelindaJ. Davison
DavisonVanCleve
333 SW Taylor, Suite400
Portland,OR 97204
mail(~dvclaw.com

RandallJ. Falkenberg
RFI Consulting,Inc.
PMB 362
8351RoswellRoad
Atlanta,GA 30350
consultrfi@aol.com

D DouglasLarson
PacifiCorp
OneUtahCenter
201 SouthMain Street,Suite2300
SaltLakeCity UT 84111
doug.larson@pacificorp.com

- CERTIFICATEOF SERVICE(UE 173)
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