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PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.

My name is Kelcey Brown. My business address is 550 Capitol Street NE
Suite 215, Salem, Oregon 97301-2551. | am a Senior Economist in the
Electric and Natural Gas Division of the Utility Program of the Public Utility

Commission of Oregon (OPUC).

. ARE YOU THE SAME KELCEY BROWN THAT FILED REPLY

TESTIMONY IN THIS PROCEEDING?
Yes. My Witness Qualification Statement can be found in Exhibit Staff/101,

Brown/1.

Q. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

This testimony is to respond to PacifiCorp’s rebuttal testimony filed on
August 11, 2008.
PLEASE PROVIDE A SUMMARY OF STAFF'S ADJUSTMENTS IN
PACIFICORP’S TAM FILING.
Staff continues to recommends the following adjustments (on an Oregon
allocated basis) to PacifiCorp’s requested net variable power cost (NVPC)
increase of $20.0 Million.*

1. A reduction of $5,499,515 to NVPC associated with PacifiCorp’s Coal

Fuel Burn Expense.

! See PPL/104, Duvall/3, Line 12.

Staff/300
Brown/1
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2. Areduction of $2,415,901 to NVPC due to increased generation at the
Bear Creek, Tokatee, and JC Boyle hydro facilities associated with
normalized forecasting.

3. A reduction of $327,294 to NVPC due to continued generation at the

Condit hydro plant during October through December 2010.

4. Additionally, | support the ICNU adjustments associated with minimum
loading and deration, and GRID market caps. Mr. Falkenberg calculated
these adjustments as $1,081,846 and $4,709,314 respectively.

These adjustments total $14,052,065 on an Oregon allocated basis. | also
continue to recommend that the Company pursue a modification of its Open
Access Transmission Tariff with the Federal Energy Regulatory Commission
(FERC) to pursue recovery of wind integration costs from non-owned wind
facilities. Finally, Staff continues to recommend that the Commission require
PacifiCorp to update annually its “Other Revenue” account for those items that
have a direct relation to variable power costs.

Q. DO YOU WISH TO INTRODUCE STAFF WITNESS MICHAEL
DOUGHERTY’S SURREBUTTAL TESTIMONY?

A. Yes. Staff witness Michael Dougherty provides testimony continuing to support
an adjustment to PacifiCorp’s fuel burn expense in Staff/400.

Q. PLEASE PROVIDE A SUMMARY OF STAFF'S ADJUSTMENTS TO

PACIFICORP’S FUEL BURN EXPENSE.
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In Staff/400, Staff withness Dougherty continues to support his lower of cost or
market methodology for the Jim Bridger and Huntington coal plants. Staff's
adjustment has increased by a small amount, as compared to reply testimony,
due to PacifiCorp’s August 2010 TAM update. Overall, Mr. Dougherty
recommends a $20,461,866 system-wide ($5,499,515 — Oregon allocated)
reduction in PacifiCorp’s coal fuel burn expense.

DO YOU HAVE ANY GENERAL CONCERNS ABOUT THE COMPANY'S
TOTAL NET POWER COST (NPC) REQUEST OF $1,095 MILLION?

Yes. In its rebuttal testimony PacifiCorp claims that Mr. Falkenberg’s
calculation of NVPC at $995 million is too low. The Company cites actual
NVPC for the 12 months ending May 2009 at $1,055 million, and the current
level of NVPC in rates at $1,042 million.? However, the Company failed to cite
its recent filing in Utah for $999 million in NVPC for the time period of July 2009
through June 2010.The Utah filed NVPC is 10 percent lower than the
requested NVPC in Oregon with only a 6 month difference in test periods.?
Combining actual power costs through June 2009 and PacifiCorp’s forecast of
power costs through December 2009 from its Utah filing results in NVPC of
$982 million for end-of-year 2009. This is 12 percent lower than the current

Company request in Oregon.

2 See PPL/104, Duvall/3, Lines 18-21.

% Staff requests that, pursuant to OAR 860-04-0050, the Commission take official notice of the Utah
filing, which is publicly available at:
http://www.psc.state.ut.us/utilities/electric/elecindx/elecindx/0903523indx.html
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. WHAT ARE SOME SPECIFIC DIFFERENCES BETWEEN THE UTAH

FILING AND THE OREGON FILING WHICH RESULTS IN THE UTAH
FILING BEING SO MUCH LOWER?

The Utabh filing realizes higher revenue in wholesale sales ($74 million), lower
power purchase costs ($25 million), lower coal costs ($47 million), higher gas
costs ($31 million), and higher wind integration costs ($21 million) with almost
no change in demand.* Surprisingly, these differences are consistent for the
overlapping period between the two filings of January 2010 through June 2010.
In fact, when looking at the exact same time period, the Utah filing is $25
million lower than the Oregon filing on a total company basis.

DOES STAFF PROPOSE AN ADJUSTMENT ASSOCIATED WITH THE
DIFFERENCE BETWEEN THE COMPANY’S FILINGS IN OREGON AND
UTAH?

No. Staff only became aware of the Utah filing very recently and has not had
an opportunity to fully analyze the differences in NVPC. Staff only notes the
Utah filing in rebuttal testimony to counter the Company’s claims that ICNU'’s

NVPC recommendation is too low.

Hydro Adjustment

PLEASE SUMMARIZE STAFF'S HYDRO ADJUSTMENT.
In rebuttal testimony, Staff proposed adjustments to the output of the J.C.

Boyle, Tokatee, and Bear River hydro facilities. The adjustments are needed

* See Exhibit Staff/303, Brown/1-20.

Staff/300
Brown/4
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to correct for the Company’s deviation from standard hydro normalization
practice by including short term adjustments and a “smoothing factor” to reduce
variability in its hydro modeling.

IN GENERAL, WHAT ISSUES DOES THE COMPANY RAISE ABOUT
STAFF'S PROPOSED ADJUSTMENT?

The Company claims that Staff's adjustment is unfounded, incorrectly uses UE
199 levels of hydro production, and is incorrectly calculated.

HOW DO YOU RESPOND TO THESE ISSUES?

The Company claims that Staff incorrectly used UE 199 as a basis for setting
what hydro levels should have been in test year 2010. However, in Staff data
request No. 86 Staff asked the Company to provide the output of the GRID
model using the prior methodology and the Company responded that it had not
performed this analysis.® The Company states it has made a change in
modeling, which includes a smoothing factor, re-calculation of historic inflows
and short term adjustments for drought. Staff has no ability to isolate the effect
of each of these changes in methodology. Using the most recent information
available from UE 199 is a reasonable assumption given the Company’s
refusal to perform the requested analysis.

HAVE YOU RECALCULATED YOUR MONETARY ADJUSTMENT

ASSOCIATED WITH THE CHANGE IN HYDRO?

® See Exhibit Staff/302, Brown/1.
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A. Yes. Using the GRID model's “Hydro Market Value” worksheet, Staff

calculated the market value in $/MWh for each hydro unit for the 2010 test
year. Staff then used this to calculate its proposed monetary adjustment.

DID THE COMPANY MAKE AN ADJUSTMENT TO THE MODELING OF
THE BEAR RIVER SYSTEM BASED ON THE ASSUMPTION OF
CONTINUED DROUGHT CONDITIONS?

Yes. The Company claims that the recent adjustment to the Bear River system
is due to the Company recognizing an operational constraint imposed by a
government entity.® However, this agreement was entered into in 1958. Staff
agrees that there are operational constraints that the Company must adhere to,
but these operational constraints are unchanged from UE 199. The operational
constraints that the Company refers to are associated with the weather, and
have nothing to do with a requirement on the Company to release additional or
less water as compared to prior years. The Company has taken it upon itself
to make a short term modeling adjustment based on forecasted weather

conditions.

. THE COMPANY CITES OPERATIONAL CONSTRAINTS FOR THE

FORESEEABLE FUTURE AS ITS REASON FOR ADJUSTING THE
FORECAST AT BEAR RIVER. IS THIS CONSISTENT WITH ITS
RESPONSE TO STAFF DATA REQUESTS?

No. In Staff data request No. 60 the Company stated that the reason that the

Bear River system experienced a significant decline in production in the test

® See PPL/104, Duvall/17, Lines 2-19.
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period was due to the region currently being impacted by drought conditions.
Therefore, the Company excluded flood control years from the forecast for the
next three years, and then, according to the Company, the flood control years
will be added back.” The Company did not cite its recognition of operational
constraints.

DO YOU CONTINUE TO SUPPORT YOUR ADJUSTMENTS TO THE J.C.
BOYLE AND TOKATEE FACILITIES?

Yes. The J.C. Boyle and Tokatee hydro facilities have realized significant
changes in generation from the prior filing with no discernable reason for this
significant decline. As stated in my reply testimony, the J.C. Boyle facility has
realized up and down swings for the last two filings and the Tokatee facility has
realized a significant drop over the past two periods. The Tokatee facility long
term average, based on actual production, shows significantly higher levels of
generation than what is modeled in the current filing.

HAS THE COMPANY REFUTED THE STAFF ADJUSTMENT FOR THESE
TWO HYDRO FACILITIES OR PROVIDED A RATIONALE FOR SWINGS
IN MODELLED OPERATIONS?

No. The Company states that there could be any number of reasons for the
differences in normalized hydro generation.®. The Company has not provided a

credible reason for changes in the normalized generation of these two facilities.

" See Exhibit Staff/103, Brown/8.
8 See PPL/104, Duvall/16, Lines 10-13.
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IN YOUR REVIEW OF THE COMPANY’S NORMALIZED HYDRO
GENERATION DID YOU NOTICE ANY SIGNFICANT CHANGES IN
FACILITIES THAT ARE NOT INCLUDED IN YOUR ADJUSTMENT?

Yes. For example, the Prospect facility shows an overall 15 percent decline, or
47,000 MWh drop over the prior period. When looking at the time period of
2008 versus 2009, the Prospect facility declined by only 2.5 percent, or a drop
of only 8,000 MWh. Using the “engineering” worksheet that PacifiCorp
references in its testimony®, and investigation of the FERC hydropower
relicensing website, Staff was able to verify that PacifiCorp was granted a new
license for the Prospect facility on April 8, 2008. According to the PacifiCorp
“engineering” worksheet, bypass flow requirements were part of the new
licensing agreement and would begin to be implemented in late 2008, which
explains the significant decline over the prior period. PacifiCorp has not
provided any specific reasons for the changes in the Tokatee or J.C. Boyle
facilities and therefore has not met its burden of proof that these changes are
reasonable.

PLEASE DISCUSS THE CONDIT HYDRO FACILITY’S CONTINUED
OPERATION.

For the last four years PacifiCorp has forecast that the Condit hydro facility
would discontinue operation in October of the test year. However, this facility
has continued to operate every year for the full twelve month period. The

Company has once again renewed its operating license for the Condit facility

° See PPL/104, Duvall/14, Lines 9-14.
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for the test year 2010 through October. The history of the facility demonstrates
that the Company is unable to accurately forecast the decommissioning of the
Condit facility, and the facility should, therefore, be modeled for the full twelve
month period based upon the historic operation of the facility.

IN ITS REBUTTAL DID THE COMPANY CITE ANY NEW INFORMATION
THAT WOULD PROVIDE ADDITIONAL ASSURANCE THAT THE CONDIT
FACILITY WILL BE DECOMMISSIONED IN OCTOBER 20107

No. To the contrary, the Company states that it has not yet received all the

necessary permits for it to begin decommissioning.*°

. THE COMPANY CLAIMS THAT ADJUSTING THE CONDIT FACILITY TO

OPERATE FOR THE FULL TWELVE MONTH PERIOD IS INCONSISTENT
WITH THE COMMISSION’S KNOWN AND MEASURABLE STANDARD,
DO YOU AGREE?

No. In fact, it is the known and measurable standard that should require
modeling the Condit facility as continuing to operate for the full twelve months
of 2010. There is no basis to conclude that the decommissioning of Condit by
October 2010 is a known and measurable event. The Company has shown
over the past four years that it is unable to reasonably predict the occurrence of
this decommissioning, and concedes that the necessary permits have not been
acquired. Therefore, Staff recommends that the Condit facility be modeled to

operate through December 2010.

19 See PPL/104, Duvall/9, Lines 8-9.
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Long Hollow Wind Facility

Q. DO YOU CONTINUE TO RECOMMEND THAT THE COMPANY PURSUE A

MODIFICATION OF ITS OPEN ACCESS TRANSMISSION TARIFF AT
FERC IN ORDER TO RECOVER WIND INTEGRATION COSTS FROM
NON-OWNED WIND FACILITIES?

Yes. However, the Company explained in its rebuttal filing that it is currently
monitoring, and participating where appropriate, in the FERC study on reliable
integration of wind energy into the transmission system. The Company
anticipates that it may include a wind integration tariff in its next FERC rate
case, which is scheduled to be filed on or before June 2011.'* Therefore, Staff
recommends that PacifiCorp provide an update to the Commission in 2010 on
the status of FERC'’s study on wind integration and its likely impact on Oregon
customers. Additionally, Staff recommends that the Company commit to notify
the Commission once it reaches a decision on whether or not to include a wind

integration tariff prior to filing its next FERC rate case.

Other Revenue

DO YOU CONTINUE TO RECOMMEND THAT THE COMMISSION
REQUIRE THE COMPANY TO UPDATE ITS “OTHER REVENUE”

ACCOUNT IN NON-GENERAL RATE CASE YEARS?

A. Yes. In non-general rate case years the TAM filing updates NVPC but fails to

update matching revenues included in the “Other Revenue” account. In UE

1 See PPL/104, Duvall/44.
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199, | argued that revenues should be updated for facilities or services, such
as the Little Mountain steam sales, whose costs are directly updated in the
TAM. The failure to update both costs and revenues in an annual power cost
filing is a regulatory asymmetry that the Commission corrected in PGE’s last
general rate case.*?

IS STAFF ATTEMPTING TO “EXPAND A PRIOR AGREEMENT” OR
WIDEN “THE SCOPE OF THE TAM UNILATERALLY"?

No. The Company claims that Staff agreed in the TAM guidelines to “explicitly”
include only the steam revenues associated with Little Mountain in stand-alone
TAM filings. However, a close reading of the UE 199 agreement indicates that
the Company agreed to update Little Mountain steam sales revenue in stand-
alone TAM filings. The UE 199 agreement does not explicitly prevent Staff
from proposing additional “Other Revenue” accounts that are appropriate to
update.

PLEASE COMMENT ON THE COMPANY'S STATEMENT THAT
UPDATING OTHER REVENUES IN STAND-ALONE TAM YEARS IS
INCONSISTENT WITH THE STAFF RECOMMENDATION THAT O&M
COSTS SHOULD NOT BE INCLUDED IN THE TAM FILING.

Staff recommended that O&M costs not be included in the TAM filing because
they are already included in base rates and this would constitute double

recovery. In addition, the revenue associated with the operation of natural gas-

12 See Order No. 07-015 at Page 19.
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fired facilities is already accounted for in the TAM in the Sales for Resale
account.

PLEASE COMMENT ON THE COMPANY’'S STATEMENT THAT
UPDATING OTHER REVENUES IS INCONSISTENT WITH THE STAFF
RECOMMENDATION TO INCLUDE THE DISPATCH BENEFITS OF NEW
RESOURCES IN THE ANNUAL TAM EVEN IF THE FIXED COSTS OF
THE NEW RESOURCES ARE NOT YET IN RATES.

In UE 210 Staff recommended that the Company continue to honor its
agreement in the original TAM filing and include the dispatch benefits of a
resource, even if the Company had not chosen to file for the inclusion of the
fixed costs of the resource at that time. This recommendation is not
inconsistent with the recommendation that PacifiCorp also be required to
update its Other Revenue account in a stand-alone test year. On the contrary,
it is consistent with this recommendation, in that customers are not currently
able to realize the dispatch benefit of the resource or the recognition of other

revenues until the Company chooses to file a general rate case.

ICNU Adjustments

PLEASE SUMMARIZE ICNU'S ADJUSTMENTS ASSOCIATED WITH
MARKET CAPS.

The effect of market caps is that it limits the amount of economic thermal
generation that runs during certain hours (1:00 A.M. to 5:00 A.M.) so that the

volume of sales established by the caps will not be exceeded. These were



10

11

12

13

14

15

16

17

18

19

20

21

Docket UE 207 Staff/300

Brown/13

originally implemented because PacifiCorp argued that without the caps, GRID
would allow coal units to generate more than could actually be sold in the
market.

DOES MR. FALKENBERG BELIEVE THAT THIS SITUATION IN THE
MARKET CURRENTLY EXISTS?

No. According to recent actual sales data during the graveyard shift, sales
were in excess of 4.6 million MWh, as compared to the GRID model run of 2.0
million MWh without the caps in place.*®

DID THE COMPANY REFUTE MR. FALKENBERG'S RECENT SALES
DATA, AND THE FACT THAT IT SHOWS SIGNIFICANTLY HIGHER
SALES ON AN ACTUAL BASIS THAN THAT MODELED IN GRID?

No. The Company did not refute this information and instead argued that the
four-year average of coal generation, from the time period of 2005-2008, was
lower than the modeled GRID generation with the removal of the market caps.
IS IT REASONABLE TO COMPARE THE GRID RESULTS WITH A FOUR-
YEAR AVERAGE OF COAL GENERATION, UNADJUSTED FOR LOAD
GROWTH OR ANY OTHER SIGNIFICANT FACTOR?

No. A more relevant comparison of the reasonableness of coal generation is to
look at a more recent time period. In response to Staff data request No. 80 the
Company provided the actual coal generation of 46,018,093 MWh for the

period of July 2007 through June 2008, as compared to the GRID modeled

13 See ICNU/100, Falkenberg/13, Lines 9-13.
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coal generation in 2010 of 45,698,110 MWh.** This comparison clearly shows
that the GRID model underestimates actual generation as compared to more
recent time periods.

PLEASE DISCUSS ICNU’'S MINIMUM OPERATING CAPACITY AND
HEAT RATE CURVE ADJUSTMENTS.

Mr. Falkenberg proposes two adjustments. First, he proposes to adjust the
minimum operating capacity of plants to account for equivalent forced outage
rates. Second, he proposed to adjust the modeled heat rate curves of plants to
account for the plant’s derated capacity due to equivalent forced outages. |
sponsored Staff's testimony on these issues in Docket No. UM 1355. Staff
continues to support these adjustments for the same reason provided in my
testimony in UM 1355. Staff requests that the Commission take official notice,
pursuant to OAR 860-014-0050, of my testimony filed in UM 1355 regarding
the adjustment of the minimum operating capacity and the heat rate curve of a

facility (See: Docket UM 1355, Staff/300, Brown/18-20).

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes.

14 See Exhibit Staff/302, Brown/3.
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Staff/301

UE-207/PacifiCorp Brown/1

August 20, 2009
OPUC Data Request 86

OPUC Data Request 86
Using the most recently updated GRID model (August update) please provide the
Hydro generation that would have been produced in the 2010 test year, if the prior
hydro input hydro generation model had been used. Please discuss any significant
changes from the current model results to the results using the prior method.

Response to OPUC Data Request 86

The Company has not prepared the normalized hydro generation using three
exceedence levels for the test period in the current proceeding.




: Staff/301
UE-207/PacifiCorp Brown/2
August 20, 2009

OPUC Data Request 80

OPUC Data Request 80

Please provide the results of comparing the 12 month period of July 2007 to June
2008 of actual coal generation to the forecasted 2010 coal generation with and
without market caps in GRID. If your results differ from your conclusion using
your original analysis of a four-year comparison, please discuss.

Response to OPUC Data Request 80

For the 12-month period July 2007 to June 2008, please refer to the workpaper
named “Historical vs. Normalized Coal Generation.xls” filed concurrently with
the Company’s rebuttal testimony. For the forecast 201 0 coal generation with
market caps, please refer to the workpaper named “_OR 2010 TAM August with
Adoptions (GOLD) _2009 08 06.xls” also filed concurrently with the Company’s
rebuttal testimony. For convenience, the Company’s forecast 2010 coal
generation and the actual coal generation in the 12-month period of July 2007 to
June 2008 are provided as Attachment OPUC 80. The Company has not
performed a study without the market caps in GRID.

Please refer to non-confidential Attachment OPUC 80 on the enclosed CD. .
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Dougherty/1

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.

A. My name is Michael Dougherty. | am the Program Manager for the Corporate
Analysis and Water Regulation Section of the Public Utility Commission of
Oregon. My business address is 550 Capitol Street NE Suite 215, Salem,
Oregon 97301-2551.

Q. ARE YOU THE SAME MICHAEL DOUGHERTY WHO PREVIOUSLY FILED
REPLY TESTIMONY IN THIS PROCEEDING?

A. Yes.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to respond to:

1. PacifiCorp’s proposal for an accounting order concerning EITF 04-6 as
described in PPL/201, Lasich/1-4;

2. PacifiCorp’s rebuttal testimony concerning line item costs discussed in
PPL/201, Lasich/4;

3. PacifiCorp’s rebuttal testimony concerning Dave Johnston fuel burn
expense as discussed in PPL/400, Morgan/2-4;

4. PacifiCorp’s rebuttal testimony concerning Huntington fuel burn expense
as discussed in PPL/400, Morgan/4-8;

5. PacifiCorp’s Huntington fuel burn expense as reported in Utah (UT GRC
NPC_June 2010 Gold_2009 95 29; and

6. PacifiCorp’s rebuttal testimony concerning Bridger fuel burn expense as
discussed in PPL/400, Morgan/9-15.

Q. PLEASE PROVIDE A SUMMARY OF YOUR ADJUSTMENTS.

A. The following table summarizes my adjustments to PacifiCorp’s Coal Fuel Burn
Expense as listed in PacifiCorp’s August - 2010 TAM Update.
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Table 1 — Summary of Staff Adjustments
PacifiCorp’s '
August 2010
Plant TAM Update Staff Adjustment
Dave Johnston $52,570,576 $52,075,269 $495,307
Huntington $96,269,427 95,146,344 $1,123,083
Jim Bridger $181,224,418 $162,380,942 $18,843,476
Total $330,064,421 $309,602,556 $20,461,865
Total Oregon Adjustment Based on SG Factor $5,499,515

Q. PLEASE SUMMARIZE THE UPDATES FROM YOUR REPLY TESTIMONY

A.

DATED JULY 14, 2009.

Dave Johnston plant — In its rebuttal testimony, PacifiCorp provides an updated

price for the Open Position coal based on the average cost of two bids reported

as $9.61 per ton, plus $0.25 per ton for dust suppression and side release, for

a total cost of $9.86 per ton." This actual cost is $0.72 lower than PacifiCorp’s

forecasted cost of $10.58/ton. Although the updated price is lower than the

forecast price it is also higher than my escalated price of [Ellll.> As a result,

my adjustment is reduced from $930,622-system ($250,122-Oregon) to

$495,307-system ($133,123-Oregon).’

Huntington and Jim Bridger plants — As mentioned in my July 14, 2009, reply

testimony, | performed several lower of cost or market analyses pursuant to

' PPL/400, Morgan/3.
2 Staff notes that the Staff recommended cost was closer to reality than PacifiCorp’s forecasted cost.
% Included in Confidential Exhibit Staff 402. '
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Oregon Administrative Rule (OAR) 860-027-0048, Allocation of Costs by an
Energy Utility for coal being supplied to these plants from affiliated mines. The
lower of cost or market analyses results in a Huntington system-wide
adjustment of $1,123,083 and a Jim Bridger system-wide adjustment of
$18,212,080.* These adjustments differ from the adjustments in my reply
testimony as a result of PacifiCorp’s August - 2010 TAM Update.

Q. DO YOU CONTINUE TO PROVIDE ALTERNATE RECOMMENDATIONS
FOR THE COMMISSION TO CONSIDER?

A. Yes. However, because of PacifiCorp’s August - 2010 TAM update, the
recommended adjustments are actually greater than the amounts presented in
my reply testimony. The underlying analyses supporting these alternate
adjustments have not changed from the reply testimony.

Table 2 — Alternate Recommended Oregon Adjustments

Staff/200 Primary Adjustment $5,499,515
First Alternate Adjustment $5,329,815
Second Alternate Adjustment $3,666,215

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET?
A. Yes. | prepared:
Exhibit Staff/401, consisting of 1 page;
Confidential Exhibit Staff/402, consisting of 5 pages;
Exhibit Staff/403, consisting of 8 pages; and

Confidential Exhibit Staff/404, consisting of 1 page.

* Included in Confidential Exhibit Staff 402.
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Dougherty/4
Q. HOW IS YOUR TESTIMONY ORGANIZED?
A. My testimony is organized as follows:
Issue 1, EITF 04-6 Accounting Order..........cceeeeeeiiiieiiiiiiiee et 4
Issue 2, Miscellaneous Line Item Adjustments ...........cccceeveeeeeievveiiiicinee e, 6
Issue 3, Updated Adjustments to PacifiCorp's Fuel Burn Expense........... 10

Issue 1, EITF 04-6 Accounting Order

Q. DO YOU AGREE THAT AN ACCOUNTING ORDER FOR EITF 04-6 IS
NECESSARY?

A. No.

Q. PLEASE EXPLAIN.

A. Although EITF 04-06 requires mines to include stripping costs in the cost of
coal that is extracted in a given year, the ratemaking standard for affiliated
interest contracts is the lower of cost or market (LCM) pricing policy outlined in
OAR 860-027-0048, Allocation of Costs by an Energy Utility. PacifiCorp claims
in PPL/201, Lasich/3, that the magnitude of the disparity (resulting from EITF
04-6) will fluctuate based on the amount of coal extracted. However, what will
not change is the LCM standard that affiliated pricing is determined by for
ratemaking. The affiliate’s cost, no matter how costs are affected by EITF 04-6
(increased or decreased), should always be examined in comparison to market
costs. As previously mentioned in my reply testimony, other mines must
comply with this accounting pronouncement; and it is not a unique

phenomenon to PacifiCorp.
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Because the TAM is an annual filing, Staff will be able to perform analyses of
the affiliated mines’ cost and relationship to market on a yearly basis.
Additionally, the affiliate’s costs will be reviewed in context of the lower of cost
or market (LCM) standard on an annual basis and there is no need for an
additional regulatory asset balancing account. In any scenario of extracted
compared to stripped, the affiliate’s coal costs would still be the starting basis
for Staff's recommendation®. As | state in my response to PacifiCorp Data
Request No. 1.4, customers would only see a “benefit” of EITF 04-6 if
PacifiCorp’s costs are lower than market in “low cost years.”

DO YOU BELIEVE THAT AN ACCOUNTING ORDER IS NECESSARY TO
REDUCE VOLATILITY OF COSTS?

No. As previously stated mentioned, Staff would continue to review the
affiliate’s costs on an annual basis. When Bridger Coal Company’s costs are
lower than market, Staff would use the lower cost as a basis for its
adjustments. When BCC's costs are higher than market, Staff would use the
market cost as a basis for its adjustments. Although PacifiCorp is concerned
about asymmetrical cost recovery,® the nature of LCM is not symmetrical, and
customers will always benefit from the lower of market or cost.

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY
CONCERNING EITF 04-67

Yes.

> Staff's response to PacifiCorp’s Data Request No. 1.4.

® Ibid.
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ISSUE 2, MISCELLANEOQUS LINE ITEM ADJUSTMENTS

Q. PLEASE EXPLAIN THE LINE ITEM ADJUSTMENTS YOU PRESENTED IN

YOUR JULY 14, 2009, REPLY TESTIMONY.

As mentioned in my previous testimony, | reviewed 2008 line item costs
concerning Bridger Coal Company (BCC) and Deer Creek Mine. This review
resulted in the identification of costs (management overtime, certain bonus
amounts, donations, etc.) that staff would recommend as adjustments for the
parent company (PacifiCorp) during a general rate case review. However, as a
result of the LCM analyses, | did not make these adjustments, as the LCM
analyses resulted in greater adjustments to both Bridger and Huntington costs.
Because | did not use these line item adjustments for both Bridger and
Huntington, | did not make any line item adjustments to the Hunter plant in
order to be consistent in methodology.

DO YOU AGREE WITH PACIFICORP THAT YOU DID NOT PRESENT
EMPIRICAL SUPPORT FOR THESE ADJUSTMENTS?

No. The adjustments were demonstrated in Confidential Exhibit Staff/203,
Dougherty/5. The following supports the basis of the line item adjustments. It
is important to note that | did not make these adjustments based on the LCM
analyses.

Wages and Salaries

For management wages, | used PacifiCorp’s 2008 actual amounts and
escalated the amounts to 2010 using the CPI-U. | then subtracted the amounts

from PacifiCorp’s budget to receive the adjustment. This is consistent with
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previous Commission actions as increases in payroll from the historic base
year should be tied to the rate of inflation using the All-Urban CPI. (Order 01-
787 at 40; Order 99-697 at 43; Order 99-033 at 61; Order 95-322 at 10.) The
management salary adjustment was $358,804 (Oregon) for Bridger and
$357,619 (Oregon) for Energy West (Deer Creek). As previously stated, | did
not make these adjustments based on the LCM analyses.

Management Overtime

The removal of management overtime is consistent with the Commission’s
treatment of manager overtime in Order No. 07-527 (UW 120), dated
November 29, 2007.” The management overtime adjustment was $53,144
(Oregon) for Bridger and $72,022 (Oregon) for Energy West (Deer Creek). As
previously stated, | did not make this adjustment based on the LCM analyses.
Bonuses

My proposed adjustment removed 50 percent of bonuses paid at Bridger and
Energy West (Deer Creek). The Commission’s policy is to disallow 75 percent
of performance-based bonuses (because they are generally focused on
increased earnings and, therefore, bring more benefit to shareholders) and
disallow 50 percent of merit-based bonuses (because they equally benefit
shareholders and ratepayers). Union bonuses are treated in the same manner
as non-union bonuses. (Order 99-697 at 44-45; Order 99-033 at 62.) The

bonus adjustment was $91,892 (Oregon) for Bridger and $180,957 (Oregon)

" As Staff notes, in most cases a General Manager position is salaried and the general manager
would not earn overtime” Page 13. Included in Exhibit Staff/403.
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for Energy West (Deer Creek). As previously stated, | did not make this
adjustment based on the LCM analyses.

Fines and Citations

| removed $37,221 in fines and citation that were incurred at Bridger since
these expenses should not be borne by customers. As previously stated, | did
not make this adjustment based on the LCM analyses.

Meals and Entertainment

Staff routinely recommends a 50 / 50 sharing between shareholders and
customers concerning meals and entertainment expenses. In Commission
Order No. 09 — 020 (UE 197), the Commission agreed with Staff's
recommendation concerning meals and entertainment expenses and ordered
the 50 percent sharing between customers and shareholders. The
Commission stated on page 21:®

We agree with Staff that the costs for food and gifts are
discretionary and should be shared equally by ratepayers
and shareholders.

As a result, | recommend a 50 / 50 sharing of meals and entertainment
expenses between customers and shareholders. As previously stated, | did
not make this adjustment based on the LCM analyses.

DO YOU AGREE WITH PACIFICORP’'S COMMENTS (PPL/401, LASICH/4)
THAT IF THE COMMISSION SHOULD REJECT THE LOWER OF COST

OR MARKET ADJUSTMENTS, THAT THE COMMISSION SHOULD ALSO

REJECT THE LINE ITEM ADJUSTMENTS?

8 Included in Exhibit Staff/403.
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A. No. First, | believe the Commission should not reject the lower of cost or
market (LCM) adjustments as explained later in testimony. Second, the
Commission already addressed these issues in a previous order. In its Ul 189
application, PacifiCorp references Commission Order No. 79-754 concerning
Bridger Coal, which states (emphasis added):

“Because of its affiliated relationship and the volume of its
purchases, PP&L does enjoy a position of dominance
with regard to Bridger Coal which renders a comparison of
prices of non-affiliated market transactions inadequate as a
measure of reasonableness of PP&L’s payments to
Bridger Coal. The Commissioner should therefore disallow
operating expenses which cause a greater return to Bridger
Coal than that allowed PP&L.
PP&L may finance Bridger operations as it chooses.
However, for ratemaking purposes, the Commissioner will
limit the return on PP&L on its Bridger investment to the level
allowed on other PP&L operations” Order No. 79-754, pp.
19-20.°
The footnote on page 3 of the application lists the component base prices,
which include Labor, Salaries & Related Costs. The result is that even when
an affiliates’ costs are lower than market, the component costs should be
examined for reasonableness.

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY

CONCERNING LINE ITEM ADJUSTMENTS?

A. Yes.

® Included in Exhibit Staff/403.
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ISSUE 3, UPDATED ADJUSTMENTS TO PACIFICORP'S FUEL BURN

EXPENSE

DAVE JOHNSTON FUEL BURN EXPENSE

Q. DO YOU AGREE WITH PACIFICORP THAT YOUR ADJUSTMENT TO
THE DAVE JOHNSTON PLANT IS MOOT?

A. No. PacifiCorp in PPL/400, Morgan/4 states that because the August - 2010
TAM update includes the new fuel contracts, Staff's adjustment is rendered
moot. However, PacifiCorp’s update of $52,570,576 is only $20,000 lower than
the initial filing cost of $52,590,391. A reduction in the cost per ton from $10.58
to $9.86 ($0.72 or 7.3 percent), would have resulted in a more significant
reduction in costs as shown in Exhibit Staff/401, Dougherty/1.

Q. PLEASE PROVIDE YOUR UPDATED ADJUSTMENT TO DAVE
JOHNSTON FUEL BURN EXPENSE.

A. Because the updated, actual cost is $0.72 lower than PacifiCorp’s forecasted
cost, | calculate the Dave Johnston Fuel Burn Expense as $52,075,269. As a
result, my adjustment is reduced from $930,622-system ($250,122-Oregon) to

$495,307-system ($133,123-Oregon).

HUNTINGTON FUEL BURN EXPENSE

Q. PLEASE PROVIDE YOUR UPDATED ADJUSTMENT TO HUNTINGTON.

A. PacifiCorp’s August — 2010 TAM update decreased the Huntington Fuel Burn
expense to $96,269,427 from the initial filing Fuel Burn Expense of
$96,354,411. As aresult, my adjustment is decreased to $1,123,083 system-

wide ($301,850 - Oregon).
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Q. DO YOU CONTINUE TO SUPPORT YOUR LCM ADJUSTMENT METHOD
. TO THE HUNTINGTON PLANT?
A. Yes. My adjustment should be accepted by the Commission because:

1. OAR 860-027-0048, Allocation of Costs by an Energy Utility, affirms the

 Commission’s Transfer Pricing Policy. As a result, the charges for

ratemaking purposes, from Deer Creek to PacifiCorp are required to be at
LCM. The rule defines market rate as “the lowest price that is available
from nonaffiliated suppliers for comparable services or supplies.”
(emphasis added)®

2. Lowest Price — As highlighted in my reply testimony, there is adequate
data that clearly shows the existence of nonaffiliated prices for coal in the
Utah region. The average third party delivered coal prices for coal
supplied to Huntington [l and Hunter [N are lower than the
Deer Creek mine delivered coal costs to Huntington at $33.22. The
average delivered coal cost to the three Utah plants (Huntington, Hunter,
and Carbon) is $32.29, is also lower than the Deer Creek mine delivered
coal costs to Huntington. As explained in Staff/200, Dougherty/21-22, the
$32.29 average cost, which is lower than the Deer Creek cost ($33.22),
was the basis for my recommended adjustment.

3. Availability — The fact is that nonaffiliated coal is being used at all three
Utah coal plants clearly demonstrates that a nonaffiliated supply is

available. The total amount of coal being purchased from nonaffiliated

' OAR 860-027-0048(1)(i).
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suppliers, according to PacifiCorp’s confidential response to Staff Data
Request No. 6'" is |Jllll tons. This amount comprises approximately
Bl percent of total coal (nonaffiliated and affiliated) being used at the

three Utah plants.

. DO YOU AGREE WITH PACIFICORP’S COMMENTS (PPL/400,

MORGAN/6) THAT PACIFICORP CUSTOMERS ARE NOT SUBSIDIZING
ENERGY WEST?

No. Because the affiliate’s price is higher than the market price, PacifiCorp
customers are clearly subsidizing the higher cost of operations at Energy West

(Deer Creek) as compared to nonaffiliated suppliers.

. DO YOU AGREE WITH PACIFICORP THAT THE SPOT MARKET PRICE

SHOULD BE USED AS THE MARKET PROXY AS STATED IN PPL/400,
MORGAN/6-77?

No. PacifiCorp’s confidential responses to Staff Dafa Requests Nos. 5, 6, and
36 clearly demonstrates that nonaffiliated coal is being purchased by contract
and not on the spot market in Utah. As a result, the Commission should not
accept PacifiCorp’s attempt to substitute a spot price for the actual contract

prices being paid by the Company.

. DO YOU AGREE WITH PACIFICORP THAT THE PRICES YOU USED TO

DETERMINE MARKET ARE NOT AVAILABLE PRICES AS STATED IN

PPL/400, MORGAN/7?

" Confidential Exhibit Staff/205, Dougherty/4.
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No. The plain fact is that PacifiCorp is purchasing coal for its Utah operations

from || nonaffiliated mines. (Please see PacifiCorp’s confidential response to

Staff Data Request No. 6)."

. PLEASE ADDRESS PACIFICORP’S COMMENTS (PPL/400, MORGAN/7)

CONCERNING THE SUFCO CONTRACT.

Concerning the Sufco contract, the prices of coal supplied to both the Hunter
énd Huntington plant are not static. Although the contract vintage is the late
1990s, the prices have increased over time. Customers are not paying late
1990s prices for this coal. As PacifiCorp’s confidential response to Staff Data
Request No. 36¢'® demonstrates, the costs of coal from this mine have
R
R A 1hese
prices are FOB plant and include transportation charges. If the contract prices
change in 2011 (PPL/500, Morgan/7) when the contract is renegotiated, Staff

would use the updated prices in the LCM analysis for the 2011 TAM.

. PLEASE ADDRESS PACIFICORP’S COMMENTS (PPL/400, MORGAN/7-

8) CONCERNING THE ELECTRIC LAKE CONTRACTS.

. Although PacifiCorp provides more contemporary prices (Electric Lake, which

supplies Carbon), a review of PacifiCorp’s responses to Staff Data Requests
Nos. 5 and 36, clearly shows that the 2010 nonaffiliated coal costs supplying

Huntington are [N

B 't is important to note that | used the higher Electric Lake costs to

"2 Confidential Exhibit Staff/205, Dougherty/4.
'3 Confidential Exhibit Staff/205, Dougherty/6.
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calculate the average third party cost of $32.29. As Staff/402, Dougherty/4
points out, if | only used the price of coal supplied to Huntington NS in the
LCM analysis, a higher system-wide adjustment of $3,303,554 ($887,893 —
Oregon) is achieved. The use of average market costs was a fair method that
actually benefited PacifiCorp as compared to using only the price of coal

supplied to Huntington.

. PLEASE ADDRESS PACIFICORP’S COMMENTS (PPL/400, MORGANIB.)

CONCERNING LOWER QUALITY COAL BEING SUPPLIED TO HUNTER,

WHICH IS NOT COMPARABLE TO DEER CREEK COAL.

. The average coal cost being supplied to Hunter is lower than the nonaffiliated

coal cost to Huntington. However, it is important to note that two of the three
coal contracts supplying Hunter (not including transportation) are actually
highér than the contract coal cost of coal supplying Huntington.' Additionally,
if | disregard the lower average Hunter cost than it would be reasonable to
disregard the higher Carbon costs. As previously mentioned, if | only used the
price of coal supplied to Huntington — in the LCM analysis, a higher
system-wide adjustment of $3,303,554 ($887,893 — Oregon) is achieved. The
use of average market costs was a fair method that actually benefited

PacifiCorp as compared to using only the price of coal supplied to Huntington.

. PLEASE ADDRESS PACIFICORP’S COMMENTS (PPL/400, MORGAN/8)

CONCERNING THE LOWER DEER CREEK COSTS TO THE HUNTER

PLANT.

' Confidential Exhibit Staff/205, Dougherty/1 - 2.
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| previously explained the difference in pricing between Hunter and Huntington
plants in Staff/200, Dougherty/23. Basically, because the transfer of coal to
Hunter does not occur at an equal pro-rata basis throughout the year,* the
Deer Creek coal delivered to Hunter was actually lower than the third party coal
supplied to the Hunter plant. The difference appears to be a timing issue
concerning coal delivery.

PLEASE SUMMARIZE YOUR LCM ADJUSTMENT TO HUNTINGTON
FUEL BURN EXPENSE.

OAR 860-27-0048, Allocation of Costs by an Energy Utility affirms the
Commission’s Transfer Pricing Policy. As a result, the charges for ratemaking
purposes, from Deer Creek to PacifiCorp are required to be at the lower of cost
or market. As demonstrated above, there is adequate data that demonstrates
that comparable coal is available from nonaffiliated suppliers at lower costs
than the cost of coal being supplied to Huntington by Deer Creek mine.
PacifiCorp’s August — 2010 TAM update decreased the Huntington Fuel Burn
expense to $96,269,427 from the initial Huntington Fuel Burn Expense of
$96,354,411. As a result, my adjustment is reduced to $1,123,083 system-
wide ($301,850-Oregon).

DO YOU HAVE ADDITIONAL COMMENTS CONCERNING THE
HUNTINGTON PLANT?

Yes. As a result of recent information obtained, | discovered that the

Huntington coal cost in PacifiCorp’s general rate case filing in Utah is

% pacifiCorp’s response to Staff Data Request No. 31. Included in Exhibit Staff/204.
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$76,034,135,'® which is significantly (approximately 27 percent) lower than the

Oregon August — 2010 TAM update of $96,269,427. As a result, Utah’s cost is

$11.44/MWh as compared to Oregon’s cost of $14.52/MWh. Although the time

period of Utah’s cost (July 2009 — June 2010) lags Oregon’s time period

(January 2010 — December 2010) by six months, the increase appears

excessive for the following reasons:

1.

The 2010 Deer Creek cost increase from 2009
cost | SN is only Bl percent. Significantly less than

the 27 percent difference between Utah and Oregon’s cost.

According to PacifiCorp’s response to Staff Data Request No.
31¢,"” the pro-rata nature of deliveries show higher delivery
costs in the first half of 2010, a time period that is shared by
both Oregon and Utah.

Also according to PacifiCorp’s response to Staff Data Request
No. 31c, the pro-rata nature of deliveries indicate a lower than
average cost per ton for five of the six months between July
2010 to December 2010; the time period that is exclusively
included in Oregon costs.

If I replace the high pro-rata costs in the months of March, April,
and May 2010 with the average Deer Creek cost of $33.22, |
receive a total cost in the range of the Utah 2009-2010 cost.'®

The coal generation in Exhibit PPL (TAM)/103, Duvall/10 is
6,628,572 MWh for Oregon and 6,648,682 MWh in Utah. So
although Utah’s cost is approximately $20 million lower than
Oregon’s, the power being produced is higher for Utah time
period.

As a result, the $20 million difference cannot be easily explained by the timing

difference between the Utah and Oregon filings. As a result, Staff will need

additional time to determine the reasonableness of the differences between

' UT GRC NPC - June 2010 Gold_2009 05 29. Included in Staff Exhibit 403.
7 Confidential Exhibit Staff/404. Modified to show Staff's replacement calculations.

'8 Ibid.
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Utah and Oregon. Unitil a further analysis is conducted, | continue to

recommend the LCM adjustment be accepted by the Commission.

BRIDGER FUEL BURN EXPENSE

Q. PLEASE PROVIDE YOUR UPDATED ADJUSTMENT TO BRIDGER.

A. PacifiCorp’s August — 2010 TAM update increased the Bridger Fuel Burn
expense to $181,224,458 from the initial filing Fuel Burn Expense of
$180,236,369. As a result, my adjustment is increased to $18,843,476 system-
wide ($5,064,542 - Oregon).

Q. DO YOU CONTINUE TO SUPPORT YOUR ADJUSTMENT METHOD TO
THE BRIDGER PLANT?

A. Yes. My adjustment should be accepted by the Commission because:

1. OAR 860-027-0048, Allocation of Costs by an Energy Utility, affirms the

Commission’s Transfer Pricing Policy. As a result, the charges for
ratemaking purposes, from Bridger Coal Company (BCC) to PacifiCorp
are required to be at the lower of cost or market. The rule defines market
rate as “the lowest price that is available from nonaffiliated suppliers for
comparable services or supplies.”(emphasis added)*®

2. Lowest Price — As highlighted in my July 14, 2009, reply testimony, there
is adequate data that clearly shows that there are lower nonaffiliated

prices for coal in the Green River Basin (GRB) area of Wyoming. The

9 OAR 860-027-0048(1)(i).
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nonaffiliated Black Butte®® delivered coal prices for coal supplied to
Bridger [N’ is significantly lower than the BCC mine delivered coal
costs to Bridger at | . Additionally, the nonaffiliated Kemmerer
delivered coal cost to Naughton |l is also lower than the BCC
delivered coal costs to Bridger. As explained in Staff/200, Dougherty/12-
15, | substituted the |l average cost of Kemmerer and Black Butte for
BCC's [ operations cost of I, to receive a weighted cost of
oo
3. Availability — The fact that nonaffiliated Black Butte coal supplies

approximately one-third of Bridger clearly dembnstrates that a
nonaffiliated supply is available. The total amount of coal being
purchased from nonaffiliated suppliers in the GRB region, according to
PacifiCorp’s confidential response to Staff Data Request No. 6% is [l
tons. This amount comprises approximately - percent of total coal
(nonaffiliated and affiliated) being used at PacifiCorp’s GRB plants.

Additionally, Commission Order No. 79-754, page 17, refers to the
Company'’s position and states (emphasis added):

“(2) Unlike the telephone affiliates, an alternate market

exists for coal sold to PP&L at a price higher than the
price charged PP&L ratepayers.”?

20 gtaff notes that in its Ul 189 application, PacifiCorp on page 5, footnote 2, specifically states that
BCC and Black Butte “are of comparable quality.”

2! The actual coal cost not including transportation is |-

22 confidential Exhibit Staff/205, Dougherty/4-5.

% Included in Staff Exhibit/403.
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It is curious that PacifiCorp claims that there is not an available market in 2010
when the Company claimed in 1979 that an alternate market existed.

Q. PLEASE SUMMARIZE WHY YOU BELIEVE YOUR PRIMARY
RECOMMENDATION IN STAFF/200, DOUGHERTY/15 SHOULD BE
ACCEPTED BY THE COMMISSION.

A. | believe my primary recommendation as outlined in Staff/200, Dougherty/15
should be accepted by the Commission because: ‘

1. The transfer pricing policy pursuant to OAR 860-027-0048 applies to coal
supplied by BCC to the Jim Bridger plant since there is a market and

pricing is available (comparable and available coal);

2. The recommendation uses two sources of market costs (Black Butte and
Naughton mines); and

3. The recommendation uses BCC’s underground costs in order to recognize
an underground component of weighted costs.

Q. DO YOU AGREE WITH PACIFICORP’S COMMENTS (PPL/400,
MORGAN/10) THAT PACIFICORP CUSTOMERS ARE NOT SUBSIDIZING
BRIDGER COAL COMPANY?

A. No. Because the affiliate’s price is higher than the market price, PacifiCorp
customers are clearly subsidizing the higher cost of operations at BCC as
compared to nonaffiliated suppliers. Even with the effect of EITF 04-6, BBC's
costs ($30.70) are - than the average of nonaffiliated GRB area coal
costs [ | believe the focus should be on the cost of coal delivered to
the two GRB coal plants. For the GRB region, the BCC coal cost is

substantially JJJll] than the Black Butte and Naughton® costs.

2% Naughton is FOB plant, so there may be a small transportation component to the cost.
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Q. PLEASE RESPOND TO PACIFICORP’'S COMMENTS (PPL/400,

MORGAN/10-11) ABOUT YOU SUBSTITUTING ONLY THE COST OF
ONE COMPONENT IN YOUR LCM ANALYSIS.
PacifiCorp’s testimony in PPL/201, Lasich/2-3 demonstrates that BCC’s
weighted cost is affected by the surface mining operations. However, my
recommendation is an adjustment from BCC’s weighted costs. This is clearly
demonstrated on Staff/200, Dougherty/10—-20. It is important to note that in
Staff/200, Dougherty/19-20, | performed a fourth analysis where | averaged the
Black Butte and Naughton coal costs to determine a LCM pricing. The
resulting adjustment is a $21,607,763 system-wide ($5,807,497 — Oregon). If
PacifiCorp believes that this is a more appropriate analysis, | would be
supportive of this method and the subsequent adjustment. If the Commission
decides to use this method, my overall Fuel Burn Expense adjustment would
increase to $23,226,153 ($6,242,470 — Oregon).
PLEASE RESPOND TO PACIFICORP’'S COMMENTS (PPL/400,
MORGAN/11) ABOUT NO AVAILABLE SUPPLY FROM BLACK BUTTE
MINE.
It is important to note that OAR 860-027-0048 addresses lower of cost or
market pricing. It does not address a company’s penetration or participation in
the market. What is known is:

1. One-third of the coal used at Bridger comes from Black Butte;

2. The cost of coal from Black Butte is significantly lower than the
BCC cost of coal; and
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3. The focus of the LCM should be on the price of coal that is
produced at available mines and delivered to GRB coal plants.

Q. PLEASE RESPOND TO PACIFICORP’S COMMENTS (PPL/400,

MORGAN/11-12) ABOUT THE CARRY-OVER COST OF THE BLACK
BUTTE COAL.

| used the Black Butte 2010 cost as reflected in PacifiCorp’s response to Staff
Data Response No. 5.2 This is the actual cost that PacifiCorp is paying for this
coal. It is ridiculous for PacifiCorp to assert that customers should not benefit
from carry-over tonnage. In addition, PacifiCorp conveniently ignores the
actual effect on the overall adjustment if the carry-over tonnage was not
included. Because of the [ peorcentage of surface coal, the
Bridger LCM adjustment would be reduced to $17,941,682 system-wide
($4,822,168 - Oregon) from the $18,843,476 system-wide ($5,064,542) primary
adjustment. Confidential Exhibit Staff/403, Dougherty/3 shows this analysis. |
do not recommend that the Commission accept any LCM that does not use
2010 prices as reported in PacifiCorp’s confidential response to Staff Data

request No.5.%°

. PLEASE RESPOND TO PACIFICORP’S COMMENTS (PPL/400,

MORGAN/12) ABOUT KEMMERER COAL NOT BEING AVAILABLE

. As previously mentioned, | believe the focus should be on the cost of coal. For

the GRB region, the BCC coal cost is substantially higher than the Black Butte

and Naughton coal costs.

% Confidential Exhibit Staff/205, Dougherty/1.
%8 Confidential Exhibit Staff/205, Dougherty/1.
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Q. PLEASE RESPOND TO PACIFICORP’S COMMENTS (PPL/400,

A.

MORGAN/13) ABOUT THE AVERAGE PRICE OF $36.97 THAT SHOULD
BE USED FOR THE LCM?
There are two problems with PacifiCorp’s average price of $36.97. These are:

1. PacifiCorp is not recognizing the carry-over tonnage that should benefit
customers; and

2. PacifiCorp is failing to recognize its higher cost of operations at BCC. As
stated previously, the focus should be on the cost of coal. Currently,
BCC's costs are significantly [l than nonaffiliated costs.

As a result, the Commission should not accept PacifiCorp’s recommended
average price of $36.97.
PLEASE RESPOND TO PACIFICORP’S COMMENTS (PPL/400,
MORGAN/13-14) ABOUT YOUR SECONDARY AND THIRD MARKET
ANALYSES.
My secondary and third market analyses, as explained in Staff/200,
Dougherty/15-19, are alternate recommendations for the Commission to
consider. | believe my primary recommendation as outlined in Staff/200,
Dougherty/15 should be accepted by the Commission because:

1. The transfer pricing policy pursuant to OAR 860-027-0048 applies

to coal supplied by BCC to the Jim Bridger plant since there is a

market and pricing is available (comparable and available coal);

2. The recommendation uses two sources of market costs (Black
Butte and Naughton mines); and

3. The recommendation uses BCC's underground costs in order to
recognize an underground component of weighted costs.
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However as previously stated, | would be supportive of the fourth method
(average price of Black Butte and Kemmerer) and the subsequent adjustment.

If the Commission decides to use this method, my overall Fuel Burn Expense

10

11

12
13

14

adjustment would increase to $23,226,193 ($6,242,481 — Oregon).

PLEASE SUMMARIZE YOUR ADJUSTMENTS.

For Dave Johnston, | calculated the fuel burn expense using PacifiCorp’s

updated Open Position costs. For Huntington and Bridger, | continue to apply

the lower of cost or market standard to determine the Huntington and Bridger

adjustments. My recommended adjustments to PacifiCorp’s coal fuel burn

expense are highlighted in the following table.

Table 3 — Summary of Staff Adjustments

PacifiCorp’s

August 2010
Plant TAM Update Staff Adjustment
Dave Johnston $52,570,576 $52,075,269 $495,307
Huntington $96,269,427 95,146,344 $1,123,083
Jim Bridger $181,224,418 $162,380,942 $18,843,476
Total $330,064,421 $309,602,556 $20,461,865
Total Oregon Adjustment Based on SG Factor $5,499,515

A. Yes.

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?
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CERTAIN INFORMATION CONTAINED IN STAFF EXHIBIT 402
IS CONFIDENTIAL AND SUBJECT TO PROTECTIVE
ORDER NO. 09-113. YOU MUST HAVE SIGNED |
APPENDIX B OF THE PROTECTIVE ORDER IN
DOCKET UE 207 TO RECEIVE THE
CONFIDENTIAL VERSION

OF THIS EXHIBIT.
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Staff/403

UE 207 Staff Data Response to PacifiCorp Dougherty/1
August 6, 2009
Page 5

Reguest:

1.4 See Staff/200, Dougherty/11-12. Why did Staff include the costs of EITF 04-6
compliance in the Bridger coal supply costs it compared to market prices?

a.  IfEITF04-6 causes costs to go higher in some years and lower in others, how
does Staff propose to control for this factor in its "lower of cost or market"
analysis to ensure against asymmetrical cost recovery (i.e. where customers
get the benefit of EITF 04-6 in low cost years but do not pay the full cost in
high cost years)?

Response:

Staff included the EITF 04-6 cost because it is a component of the BCC costs. PacifiCorp
also included this cost in its weighted cost. Additionally, in its response to Staff Data
Request No. 51, the Company provides an estimated price of BCC coal if EITF 04-6 was
not included.

PacifiCorp’s confidential response to Staff Data Request 36¢ includes prices of all third
party suppliers. Because EITF 04-6 costs applies to mining entities, these third party
suppliers would also be exposed to the effect of EITF 04-6.

a. Staff does not propose to control EITF 04-6 effects on its lower of cost or
market analysis. If market costs on any particular year are higher than -
PacifiCorp’s costs, than PacifiCorp’s costs would be a starting point for
Staff's recommendation. Please note that customers would only see a
“benefit’ of EITF 04-6 if PacifiCorp’s costs are lower than market in “low cost
years.”




Staff/403
Dougherty/2

ORDER NO. 07-527

Mr. Rooks testified that he works under a contract with the Company that
calls for an hourly wage. He claims that Staff’s recommendation will result in the
Company violating state and federal laws.

According to Mr. Rooks, in the history of Crooked River, no one has been
salaried — wages always have been hourly, and the Company intends to continue in this
manner. Mr. Rooks states that the policy allows the Company to better match revenues
and expenses.

The Company warns that exclusion of overtime will impair its ability to
provide fire protection service.

Mr. Rooks testified that his actions do not warrant the Staff’s adjustment
for failure to comply with data requests. He states that answers were provided that “were
deemed relevant to the company regarding the rate case.”

¢. Intervenors Soule and Nichols

Intervenors Soule and Nichols support the Staff’s adjustments to salaries
and wages. They also note that the Company incurs higher costs (85,980 annually) on
account of the General Manager’s failure to obtain a Water Operator 2 classification,
requiring the Company to use the services of a Water Operator 3 on a part-time basis, to
meet the certification requirements of the state’s Drinking Water Program.

d. Discussion

We adopt Staff's proposal. The Commission does not prescribe the
amount of compensation for any utility employee to be paid by the utility. We determine
a reasonable amount of compensation to be recovered from customers through rates.

In its application, the Company proposes wage levels for three employees
that include very substantial amounts of overtime. As Staff notes, in most cases a
General Manager position is salaried and the general manager would not earn overtime.
Further, there is no evidence that the hours claimed are reasonable or necessary to
perform the duties of the three positions.

Staff has calculated a reasonable level of salary and wage expense. The
allowance for an additional full time émployee should assure that the staff proposal is
adequate to provide reliable service. Crooked River has the burden of proving that its
estimate of test year salaries and wages is reasonable. The Company has failed to meet
its burden of proof.

Staff’s further adjustment to the General Manager’s salary to reflect

discovery failures is well taken. In the case of an investor-owned utility we might
respond to management indiscretion by way of an adjustment to return on equity. Given

13
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ORDER NO. 09-020

Staff also proposes removing 100 percent of civic activities recorded in
Administrative & General (A&G) accounts, noting “the Commission has not previously
allowed regulated utilities to recover contributions to charities, community affairs, and
economic development organizations through rates charged for regulated services. . . .
In addition, Commission policy does not require customers to support causes in which
they do not believe.””

PGE asserts that these discretionary costs are appropriately included in
rates, because these miscellaneous expenses create a business culture that allows the .
u’uhty to attract and retain qualified workers.*

Resolution

We agree with Staff that the costs for food and gifts are discretionary
and should be shared equally by ratepayers and shareholders. We also adopt Staff’s
recommendation with respect to contributions to charities, community affairs, and
economic development organizations. PGE provides no rationale to change our existing
policies, and we conclude that all contributions to charities, community affairs, and
economic development organizations should be disallowed. PGE’s 2009 revenue
requirement is reduced by $710,000 to reflect the disallowance of these expenses.

We also acknowledge PGE’s removal of Directors’ Compensation and
Officer Vehicles from the proposed 2009 test-year budget. The total revenue-requirement
reduction for miscellaneous expenses is $1.18 million.

i. Senate Bill 408 Ratio Adjustment

Senate Bill 408 (SB 408) requires the Commission to establish certain ratios
in general ratemaking proceedings, which will be used to determine the amounts of “taxes
collected” from customers for the purpose of the SB 408 true-up of “taxes paid” to “taxes
collected.” PGE believes that, in setting the tax rate and margin ratios here for SB 408
purposes, the Commission should consider the impact of costs that have been disallowed.
PGE explains that, “[t]o do otherwise would effectively allow customers to receive tax
benefits from utility costs for which customers are not responsible.”®

Staff opposes PGE’s proposal as an attempt to insulate its shareholders
from sharing the tax benefit of disallowed expenses with ratepayers when truing up the
amount of taxes collected. Staff believes PGE’s request is mcon31stent with the terms
of SB 408, as well as Commission rules implementing the bill.®#? According to Staff, the
Commission indirectly addressed this issue when it declined PGE’s request for a deferral

™ Id., citing Staff/300, Ball-Dougherty/15.

%0 PGE Opening Brief at 37, citing PGE/2700, Piro-Tooman/12.
8! PGE/2300, Tooman-Tinker/24.

82 See ORS 757.268 and OAR 860-022-0041.

21




Staff/403
Dougherty/4

S. Costs of the Goods Provided

Attached as Application Exhibit No. 1 are copies of the Third Restated and Amended
Coal Sales Agreement (January 1, 1996) (“Third Réstated Agreement”) and the First
Amendment thereto (J aﬁuary 1999) (together referred to hereafter as the “Coal Supply
Agreement”). These contracts establish the terms and conditions under which coal is supplied
by Bridger Céal to PacifiCorp and Idaho Power for use at the Jim Bridger generation plant.

The coal supply agreement with Bridger Coal establishes annual base tonnages for coal
purchases. The annual base tonnage for both 2000 and 2001 is 5,232,600 tons. Section 2.01,
Third Restated Agreement. PacifiCorp and Idaho Power have the right to supplement these
base tonnages. lgl_.; Section 2.02.

Coal price is determined through establishment of component base prices' as adjusted
pursuant to the price change provisions in Section 6 of the Third Restated Agreement.

The Cdmpany’s Oregon retail electric prices, however, reflect a limitation on the coal
supply prices paid by PacifiCorp. In Order No. 79-754, the Commission made the following

findings regarding PacifiCorp’s coal purchases from Bridger Coal:

“PP&L does purchase the fuel required to operate its Jim Bridger plant
from Bridger Coal. Because of its affiliated relationship and the volume of its
purchases, PP&L does enjoy a position of dominance with regard to Bridger
Coal which renders a comparison of prices of non-affiliated market transactions
inadequate as a measure of reasonableness of PP&L’s payments to Bridger
Coal. The Commissioner should therefore disallow operating expenses which
cause a greater return to Bridger Coal than that allowed PP&L.

“PP&L may finance Bridger operations as it chooses. However, for
ratemaking purposes, the Commissioner will limit the return to PP&L on its
Bridger investment to that level allowed on other PP&L operations.” Order No.
79-754, pp. 19-20. '

! Components include Labor, Salaries & Related Costs (§ 6.02), Materials & Supplies (§ 6.03),
Electric Power (§ 6.04), Inflation & Deflation (§ 6.05), Ad Valorem, Severance, Property &
License Taxes (§ 6.06), Costs Based Upon Extraction (§ 6.07), Other New, Increased Taxes

(§ 6.08), Additional Costs (§ 6.09), Transfer Taxes (§ 6.10), Black Lung (§ 6.11), Federal
Reclamation Fee (§ 6.12), and Final Reclamation (§ 6.13) of the Third Restated Agreement.

Page 3 - APPLICATION OF PACIFICORP
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ORDER NO. 79-754

b. Bridger Coal is unregulated. It is
theoretically capable of earning an
unlimited rate of .return. This could lead
to a windfall to PP&L shareholders by PP&L
ratepayers.

C. The original base price of $3.75 may not
. have been reasonable. The actual costs
of Bridger Coal may not bear a close
relationship to indices used to adjust coal
‘price.

The staff's ideal coal price would be one permitting
Bridger Coal to recover expenses and earn a fair and reasonable
rate of return. Staff would allow a 10.06 percent rate of .
return via a $7.07 per ton coal price on sales to PPgL.

Staff's repricing of PPgL coal purchases is based on
the theory that a corporatlon should not be permitted to frag-
ment a utility enterprise by use of affiliated corporations and

thereby obtain an increased rate of return for its activity.

See Pacific N. W. Bell v, Sabin, 21 Or. App. 222, 534 P.2d. 984
(1975), rev., denied.

Staff believes this is what PP&L is doing in the case

of Bridger Coal. However, the effect of staff's adjustment is

to hold Bridger Coal's equity return rate equal to the equity
return rate staff recommends for PP&L.

3. Company's Position

* The company malntalns it is not bound by the terms
of the Sabin decision. . It argues that there are significant
differences in its relatlonshlp with Bridger Coal Company and
Pacific Northwest Bell's relationship with Western Electric
Company because: (1) The investment in Bridger Coal was sub-
stantially more risky than a utility investment, and (2) Unlike
the telephone afflllates, an alternate market exists for coal
sold to PP&L at a price higher than the price charged PP&L
ratepayers. The company asserts that the $7.78 price is
Feasonable because it is below a current falr market price for
Bridger Coal -- $15.00.

4. Discussion

The company provided no- flgures to refute staff's
calculation that Bridger Coal's return on investment at the
$7.78 sales price would be 18.06 percent, or that its return on
common equity would be 36.80 percent. The company acknowledges
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Service List (Parties)

CITIZEN'S UTILITY BOARD OF
OREGON

G. CATRIONA MCCRACKEN (C)
LEGAL COUNSEL/STAFF ATTY

610 SW BROADWAY - STE 308
PORTLAND OR 97205
catriona@oregoncub.org

CITIZENS' UTILITY BOARD OF
OREGON

GORDON FEIGHNER (C)
ENERGY ANALYST

610 SW BROADWAY, SUITE 308
PORTLAND OR 97205
gordon@oregoncub.org

ROBERT JENKS (C)

610 SW BROADWAY STE 308
PORTLAND OR 97205
bob@oregoncub.org

DAVISON VAN CLEVE

IRION A SANGER (C)
ASSOCIATE ATTORNEY

333 SW TAYLOR - STE 400
PORTLAND OR 97204
ias@dvclaw.com

DEPARTMENT OF JUSTICE

JASON W JONES (C)
ASSISTANT ATTORNEY GENERAL

REGULATED UTILITY & BUSINESS
SECTION

1162 COURT ST NE

SALEM OR 97301-4096
jason.w.jones@state.or.us

ENERGY STRATEGIES LLC

KEVIN HIGGINS (C)
PRINCIPLE

215 STATE ST - STE 200
SALT LAKE UT 84111-2322
khiggins@energystrat.com

MCDOWELL & RACKNER PC

KATHERINE A MCDOWELL
ATTORNEY

520 SW SIXTH AVE - SUITE 830
PORTLAND OR 97204
katherine@mcd-law.com

PACIFIC POWER & LIGHT

JOELLE STEWARD (C)
REGULATORY MANAGER

825 NE MULTNOMAH STE 2000
PORTLAND OR 97232
joelle.steward@pacificorp.com

JORDAN A WHITE
SENIOR COUNSEL

825 NE MULTNOMAH STE 1800
PORTLAND OR 97232
jordan.white@pacificorp.com
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OREGON DOCKETS

825 NE MULTNOMAH ST

STE 2000

PORTLAND OR 97232
oregondockets@pacificorp.com

PUBLIC UTILITY COMMISSION OF
OREGON

KELCEY BROWN (C)

PO BOX 2148
SALEM OR 97301
kelcey.brown@state.or.us

RFI CONSULTING INC

RANDALL J FALKENBERG (C)

PMB 362

8343 ROSWELL RD

SANDY SPRINGS GA 30350
consultrfi@aol.com

RICHARDSON & O'LEARY PLLC

PETER J RICHARDSON (C)

PO BOX 7218
BOISE ID 83707
peter@richardsonandoleary.com

SEMPRA ENERGY SOLUTIONS LLC

GREG BASS

401 WEST A STREET SUITE 500
SAN DIEGO CA 92101
gbass@semprasolutions.com




CERTIFICATE OF SERVICE

UE 207

| certify that | have this day served the foregoing document upon all
parties of record in this proceeding by delivering a copy in person or by
mailing a copy properly addressed with first class postage prepaid, or by
electronic mail pursuant to OAR 860-13-0070, to the following parties or
attorneys of parties.

Dated at Salem, Oregon, this 25" day of August, 2009.

Ty balr

Kay Barnes

Public Utility Commission
Regulatory Operations

550 Capitol St NE Ste 215
Salem, Oregon 97301-2551
Telephone: (503) 378-5763




