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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Kelcey Brown.  My business address is 550 Capitol Street NE 3 

Suite 215, Salem, Oregon 97301-2551.  I am a Senior Economist in the 4 

Electric and Natural Gas Division of the Utility Program of the Public Utility 5 

Commission of Oregon (OPUC). 6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/101. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. I will provide Staff’s recommended adjustments to the net variable power costs 11 

(NVPC) PacifiCorp filed in its annual Transition Adjustment Mechanism (TAM).   12 

Q. PLEASE PROVIDE A SUMMARY OF STAFF’S ADJUSTMENTS IN THIS 13 

TAM FILING. 14 

A. Staff recommends the following adjustments (on an Oregon allocated basis) to 15 

PacifiCorp’s filed net power cost request of $20,571,645.1   16 

1.  A reduction of $5,361,081 to NVPC associated with PacifiCorp’s Coal 17 

Fuel Burn Expense.   18 

2.  A reduction of approximately $3,401,100 to NVPC due to increased 19 

generation at the PacifiCorp Hydro facilities Bear Creek, Tokatee, and 20 

JC Boyle associated with an adjustment to normalized forecasting. 21 

                                            
1 See Exhibit PPL/302, Ridenour/1. 
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3. A reduction of approximately $1,404,296 to NVPC due to increased 1 

generation at the Condit hydro plant associated with expected continued 2 

operation through 2010.   3 

4.  A reduction of approximately $564,551 to NVPC to eliminate double 4 

recovery of Operation and Maintenance costs (O&M) the Company 5 

inappropriately included in this year’s TAM filing. 6 

5.  I recommend that the Commission require the Company to modify its 7 

Open Access Transmission Tariff with the Federal Energy Regulatory 8 

Commission (FERC) associated with providing wind integration services 9 

to non-owned wind facilities. 10 

 These adjustments total $10,731,028 on an Oregon allocated basis.  In 11 

addition, I recommend that the Commission require PacifiCorp to update its 12 

“Other Revenue” account for those items that have a direct relation to variable 13 

power costs filed within the TAM proceedings.  In making this recommendation, 14 

I am not suggesting any adjustment to base rates in UE 210, PacifiCorp’s 15 

current rate filing.   16 

Q. DO YOU WISH TO INTRODUCE AN ADDITIONAL STAFF WITNESS IN 17 

THIS TAM PROCEEDING? 18 

A.  Yes.  Staff witness Michael Dougherty provides testimony supporting the 19 

adjustment to PacifiCorp’s fuel burn expense in Staff/200, Dougherty/1-25. 20 

Q. PLEASE PROVIDE A SUMMARY OF STAFF’S ADJUSTMENTS TO 21 

PACIFICORP’S FUEL BURN EXPENSE.   22 
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A. Staff’s first adjustment, a reduction to PacifiCorp’s fuel burn expense, is based 1 

on two types of adjustments: PacifiCorp’s forecasted coal price and a lower of 2 

cost or market analyses, pursuant to Oregon Administrative Rule (OAR) 860-3 

027-0048, Allocation of Costs by an Energy Utility.  With respect to PacifiCorp’s 4 

forecasted coal price, based on information provided by the Energy Information 5 

Administration (EIA), Staff has substituted the PacifiCorp forward market price 6 

with the EIA price, escalated.  Staff does not agree with PacifiCorp’s forward 7 

market price, it is significantly higher than current estimates, and in recent 8 

months has seen even further indications of a continued decline in the spot 9 

market price of coal.2  This substitution of prices results in a reduction to the 10 

fuel burn expense at the Dave Johnston Coal plant.   11 

  Staff’s second adjustment pertains to the application of the Oregon 12 

Administrative Rules, which states that when an affiliate entity provides 13 

services to a regulated entity those services will be recorded at the lower of 14 

cost or market rate.  In Staff/200, Staff witness Michael Dougherty will show 15 

that PacifiCorp’s coal prices from affiliate mines is above market; therefore, 16 

Staff’s recommended adjustment reflects the market value of coal for test 17 

period 2010 versus PacifiCorp’s requested coal costs.  This adjustment is 18 

reflected in a reduction to the fuel burn expense at the Jim Bridger and 19 

Huntington Coal plants.   20 

                                            
2 See EIA Short-term Energy Outlook, http://www.eia.doe.gov/steo, June 9, 2009. 
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Q. PLEASE SUMMARIZE STAFF’S PROPOSED ADJUSTMENTS TO 1 

NORMALIZE HYDRO GENERATION AT THE BEAR CREEK, TOKATEE 2 

AND J.C. BOYLE HYDRO PLANTS. 3 

A. PacifiCorp has proposed a significant decline in its overall hydro generation.  In 4 

PPL(TAM)/100/Duvall/6, Mr. Duvall estimates the impact of the reduction in 5 

hydro generation from Company-owned facilities at approximately $19 million.  6 

After looking at the Company’s forecast of its hydro operations, Staff finds that 7 

the Company has substituted a forecast of its hydro production, taking into 8 

consideration recent droughts, and other changes to its forecast that Staff does 9 

not believe are consistent with the Commissions general practice of long term 10 

normalization of hydro production.   11 

Q. PLEASE SUMMARIZE STAFF’S PROPOSED ADJUSTMENT TO HYDRO 12 

GENERATION AT THE CONDIT HYDRO PLANT. 13 

A. PacifiCorp provided information in Staff Data Request No. 563 that indicates 14 

the Condit dam will continue operations through October 2010.  PacifiCorp’s 15 

TAM filings have reflected this renewal of operations through October of the 16 

test year in every year since 2006, while in reality it has operated every year 17 

since 2006 for the full 12 months.  Staff recommends that the Condit facility be 18 

reflected as running for the entire calendar year of 2010.   19 

Q. PLEASE SUMMARIZE STAFF’S PROPOSED ADJUSTMENTS 20 

ASSOCIATED WITH “ADDITIONAL O&M.”  21 

                                            
3 See Exhibit Staff/103, Brown/2-7 (Confidential). 
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A. PacifiCorp has included “Additional O&M” on its gas-fired facilities in this filing 1 

for the first time.  Staff believes that these additional O&M costs are duplicative 2 

to the O&M costs currently requested in PacifiCorp’s general rate case. 3 

Q.  PLEASE SUMMARIZE STAFF’S RECOMMENDATION ASSOCIATED 4 

WITH THE LONG HOLLOW WIND FACILITY. 5 

 The Long Hollow Wind facility is a non-owned wind facility connected to 6 

PacifiCorp’s transmission system through the Company’s Open Access 7 

Transmission Tariff (OATT).  At this time the Company has not sought an 8 

additional tariff, or a change in the existing tariff to the Federal Energy 9 

Regulatory Commission (FERC) that would allow it to charge the facility for the 10 

wind integration services that the Company is providing.   11 

 12 

Hydro Adjustment 13 

Q. HAS THE COMPANY PROVIDED ANY INDICATION THAT IT HAS 14 

CHANGED ITS MODELING METHODOLOGY FROM THAT USED IN  15 

 UE 199 FOR ITS HYDRO FACILITIES? 16 

A. Yes. In response to Staff Data Request No. 594 the Company states that it has 17 

changed its methodologies from UE 199 “…in order to decrease potential 18 

modeling volatility and align with actual project operations.”   19 

Q. DOES STAFF EXPECT THAT LONG TERM AVERAGES USED IN HYDRO 20 

MODELING, SUCH AS 30 OR 40 YEARS, WOULD PRODUCE 21 

SIGNIFICANT VOLATILITY FROM YEAR TO YEAR?   22 

                                            
4 See Exhibit Staff/103, Brown/1. 
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A. No.  The Company’s current method of “aligning with actual project operations” 1 

is actually causing significant volatility year over year.  For example, the 2 

modeling of the Bear River hydro complex has realized a decline of 130,00 3 

MWh, which is a 43 percent drop as compared to UE 199.  The J.C. Boyle 4 

facility is down by 47,000 MWh, a 12 percent drop, but in the prior filing the 5 

facility had a 7 percent increase.  These types of swings are indicative of the 6 

Company making short term adjustments to its hydro forecasts.   7 

Q. SINCE THE J.C. BOYLE FACILITY, LOCATED ON THE KLAMATH 8 

RIVER, USES HISTORICAL NATURAL INFLOW INPUTS FROM THE 9 

MOST RECENT 40 WATER YEARS, IS IT REASONABLE TO EXPECT 10 

THIS TYPE OF UP AND DOWN MOVEMENT IN A 40 YEAR NORMALIZED 11 

FORECAST? 12 

A. No.  In Staff Data Request No. 565 the Company provided the “PacifiCorp 13 

Hydro Generation Long Term Resource Model” that includes a tab with 14 

detailed notes on each hydro facility and river system that documents each 15 

change to the forecast of the facilities.  Staff expected to find a change in the 16 

licensing agreement, improvements or degradation of the facility, or a 17 

significant planned outage event.  There are no notes or indications of recent 18 

changes that would cause either the J.C. Boyle or Tokatee facility to realize 19 

such a significant decline in output.   20 

Q. HAS THE COMPANY PROVIDED A REASON FOR THE 43 PERCENT 21 

DROP AT THE BEAR RIVER HYDRO COMPLEX? 22 

                                            
5 See Exhibit Staff/103, Brown/2-7 (confidential). 
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A. Yes.  In response to Staff Data Request No. 606 the Company indicated that 1 

the Bear River hydro complex is currently impacted by a drought, and that it 2 

expects the drought to continue for the next three years.  Based on this 3 

expectation of continued drought the Company has excluded flood control 4 

years from historic database used to normalize generation. 5 

Q. IS IT REASONABLE FOR THE COMPANY TO MAKE THESE TYPES OF 6 

ADJUSTMENTS TO ITS NORMALIZED HYDRO GENERATION? 7 

A. No.  The adjustments that have been made to J.C. Boyle, Tokatee, and Bear 8 

Creek are not consistent with standard hydro normalization practice.  The 9 

Commission has indicated in several proceedings that over the course of a 10 

hydro forecast there will be variations in actual versus forecast.  These 11 

variations are expected, but over time will average out.  For the Company to 12 

make modifications to the long term average because it believes that short 13 

term operations are going to be different due to weather or expected water is 14 

inappropriate.   15 

Q. HAS THE COMPANY MODELED THE CONDIT HYDRO FACILITY FOR 16 

THE 2010 TEST YEAR? 17 

A. No.  At PPL(TAM)/100/Duvall/6, Mr. Duvall states that the Condit dam 18 

operating license has expired.  However, in response to Staff Data Request 19 

No. 567 the Company references an e-mail dated March 16, 2009 indicating 20 

that the facility will continue operations through October 1, 2010.   21 

                                            
6 See Exhibit Staff/103, Brown/8.   
7 See Exhibit Staff/103, Brown/3 (Confidential). 
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Q. IS THIS THE FIRST YEAR THAT THE CONDIT FACILITY HAS 1 

UNDERGONE AN ANNUAL RENEWAL THROUGH OCTOBER OF THE 2 

FOLLOWING YEAR? 3 

A. No.  Every year since 2006, the Company indicated that the Condit hydro 4 

facility would shutdown by October 1 of the test year; however, Condit’s license 5 

has been renewed each year.  The Company has not been able to accurately 6 

predict when this facility will discontinue operations.  Therefore, Staff 7 

recommends that Condit be included in rates in every month of the 2010 test 8 

year.  9 

Q. HOW HAS STAFF CALCULATED ITS PROPOSED HYDRO 10 

ADJUSTMENT? 11 

A. Staff asked the Company to provide the power cost impact of its adjustments to 12 

the hydro forecast.  The Company replied in Staff Data Request No. 60 that it 13 

had not performed this study.  Therefore, Staff took the change in Megawatt 14 

hours (MWh) from UE 199, a total of 285,058 MWh, and multiplied this by the 15 

average annual forward price curve provided in PacifiCorp work papers.8  This 16 

dollar amount is an approximation of the potential cost impact of including this 17 

generation into the GRID model.   18 

 19 

Additional O&M 20 

Q. PLEASE DESCRIBE PACIFICORP’S ADDITIONAL O&M COSTS. 21 

                                            
8 See Exhibit Staff/102, Brown/1. 
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A. According to the Company, when gas turbines are cycled off-line, the cycling of 1 

the components has a detrimental effect on the turbine components.  In Staff 2 

Data Request No. 69 the Company claims that “General industry belief is that 3 

the approximate cost of this impact is around $10,000 - $12,000 per start 4 

depending upon the particular gas turbine manufacturer.”9 5 

Q. IS THE COMPANY CURRENTLY COLLECTING O&M EXPENSES IN 6 

BASE RATES? 7 

A. Yes.  In addition, the Company has filed for increased generation O&M 8 

expenses in its current general rate case filing at the Commission, UE 210.   9 

Q. HOW DOES THE COMPANY CALCULATE ITS O&M EXPENSE FOR 10 

PURPOSES OF THE GENERAL RATE CASE FILING? 11 

A. In UE 210 (the Company's general rate case), PacifiCorp uses a historical base 12 

period of twelve months ending June 2008, forecasted to a calendar year 2010 13 

test period. The expenses are not budgeted or forecasted based on the 14 

Company’s TAM filing, or modeled starts. 15 

Q. PLEASE DISCUSS THE COMPANY’S CALCULATION OF ADDITIONAL 16 

O&M.   17 

A. The Company calculates additional O&M using two GRID model runs10, one 18 

that is referred to as the “base” model run, and a second that uses “screens” to 19 

more accurately dispatch the gas-fired facilities.  For example, the base model 20 

run would have the Chehalis facility running all day and all night in certain time 21 

frames, when in actuality these units would be cycled off-line during the night 22 
                                            
9 See Exhibit Staff/103, Brown/9. 
10 The GRID model is PacifiCorp’s least cost dispatch model it uses to calculate NVPC. 
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and brought back on-line the following day.  PacifiCorp has defined the 1 

difference in NVPC between these two runs as incremental O&M and indicated 2 

that these expenses are incurred on an actual basis.   3 

Q. DO YOU AGREE WITH PACIFICORP THAT THIS MODELING 4 

CORRECTION WILL CAUSE THE FACILITY TO INCUR MORE 5 

MAINTENANCE COSTS ON AN ACTUAL BASIS THAN WHAT IS 6 

ALREADY INCLUDED IN RATES? 7 

A. No.  The modeling correction is simply that, a modeling correction.  These 8 

costs are a duplication of the O&M costs already included in base rates.  9 

Because the Company uses actual O&M expenses, which includes all impacts 10 

from the cycling of these units, there is no justification for including additional 11 

O&M costs in the TAM filing.    12 

 13 

Long Hollow Facility 14 

Q.  PLEASE PROVIDE A BACKGROUND ON THE “LONG HOLLOW’ 15 

FACILITY. 16 

A. In Staff Data Request No. 52, the Company clarified that the “Long Hollow” 17 

facility is actually called Pleasant Valley Wind Farm.  Pleasant Valley Wind 18 

Farm has a total capacity of 144 MW, and is operated by NextEra and the 19 

power is purchased by Iberdola.  The Company refers to the facility as Long 20 

Hollow because of the Long Hollow switching station at which the Company 21 

receives energy from the project.   22 
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Q. WHAT TYPE OF AN AGREEMENT DOES THE FACILITY HAVE WITH 1 

PACIFICORP? 2 

A. PacifiCorp provides transmission service through an existing Transmission 3 

Service and Operating Agreement and a point-to-point agreement.  The 4 

Company is also responsible for providing operating reserves and wind 5 

integration services. 6 

Q. IS THE COMPANY CURRENTLY CHARGING AN ENTITY FOR THE WIND 7 

INTEGRATION SERVICES IT IS PROVIDING?   8 

A. No.  According to the Company, charging non-owned generators for the cost of 9 

wind integration would require modification of the Company’s Open Access 10 

Transmission Tariff.11  The Company has not applied to FERC to accomplish 11 

this modification.   12 

Q. WHAT BENEFIT DOES THIS AGREEMENT PROVIDE TO PACIFICORP 13 

CUSTOMERS? 14 

A. The only benefit this agreement provides is the revenue PacifiCorp realizes for 15 

providing transmission and operating reserves, which is booked into the “Other 16 

Revenue” account.  The Company is currently not receiving revenue for wind 17 

integration services.    18 

Q. PLEASE SUMMARIZE STAFFS RECOMMENDATION ASSOCIATED 19 

WITH THE PLEASANT VALLEY WIND FARM. 20 

A. The Company should commit to modifying its tariff at FERC to include 21 

additional charges associated with providing wind integration services to non-22 

                                            
11 See Exhibit Staff/103, Brown/10.   
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owned wind facilities.  Alternatively, the Company should explain why this 1 

proposed modification is unwarranted.   2 

 3 
Other Revenue 4 

Q. PLEASE DISCUSS STAFF’S RECOMMENDATION ASSOCIATED WITH 5 

THE “OTHER REVENUE” ACCOUNT.   6 

A. In non-general rate case years, in which only a power cost update is filed, the 7 

Company is allowed to include or update the costs associated with new 8 

resources, contracts and existing facilities for services that it is providing to a 9 

third party entity.  With the update or inclusion of these new costs there can 10 

also be a corresponding change in revenue.  If these revenues are accounted 11 

for as “other revenue” they currently go un-recognized in rates.  This mismatch 12 

between updating costs and revenues is unreasonable.   13 

Q PLEASE PROVIDE AN EXAMPLE OF THIS INEQUALITY. 14 

A. For example, if the Company had not filed a General Rate Case (GRC) 15 

concurrently with its TAM filing this year all of the revenue the Company 16 

receives on behalf of the transmission agreement with the Pleasant Valley wind 17 

farm would not have been recognized.  I use this example because it is a very 18 

clear case where the service provides no benefit to customers other than the 19 

recognition of revenue that the Company receives. There are many contracts 20 

and agreements of this nature in the existing TAM, e.g. storage and exchange 21 

agreements, steam sales, gas resale revenue, and other ancillary services.  22 

Staff believes that this regulatory asymmetry is inequitable to the customer and 23 
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needs to be corrected in all TAM filings that are not filed concurrently with a 1 

GRC.   2 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 3 

A. Yes. 4 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Michael Dougherty.  I am the Program Manager for the Corporate 3 

Analysis and Water Regulation Section of the Public Utility Commission of 4 

Oregon.  My business address is 550 Capitol Street NE Suite 215, Salem, 5 

Oregon 97301-2551.   6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/201. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of this testimony is to describe my adjustments to PacifiCorp’s 11 

Coal Fuel Burn Expense as listed in Exhibit PPL (TAM)/103, Duvall/5. 12 

Q. HAVE YOU PREPARED ANY EXHIBITS FOR THIS DOCKET? 13 

A. Yes.  I prepared: 14 

Exhibit Staff/202, consisting of 1 page; 15 

  Confidential Exhibit Staff/203, consisting of 5 pages;  16 

  Exhibit Staff/204, consisting of 29 pages; and 17 

  Confidential Exhibit Staff/205, consisting of 7 pages. 18 

Q. PLEASE PROVIDE A SUMMARY OF YOUR ADJUSTMENTS. 19 

A. The following table summarizes my adjustments to PacifiCorp’s Coal Fuel Burn 20 

Expense as listed in Exhibit PPL (TAM)/103, Duvall/5. 21 
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Table 1 – Summary of Staff Adjustments 1 

Plant 

Exhibit 
PPL(TAM)/103; 

Duvall/5 Staff  Adjustment 
Fuel Burn Expense (Third Party Contracts) 

Carbon $19,446,056 $19,446,056 $0 

Cholla $54,964,906 $54,964,906 $0

Colstrip $12,395,660 $12,395,660 $0

Dave Johnston $52,590,391 $51,659,769 $930,622 

Hayden $11,369,342 $11,369,342 $0

Naughton $80,290,581 $80,290,581 $0 

Wyodak $19,440,034 $19,440,034 $0 

Subtotal $250,496,970 $249,566,348 $930,622

 

Fuel Burn Expense (Third Party and Affiliated Interest Contracts) 

Craig $20,691,191 $20,691,191 $0 

Jim Bridger $180,236,369 $162,428,259 $17,808,110 

Huntington $96,354,411 $95,146,344 $1,208,067 

Hunter $111,340,062 $111,340,062 $0 

Subtotal $408,622,033 $389,605,856 $19,016,177

Total Adjustment $19,946,799

Total Oregon Adjustment Based on SG Factor $5,361,081

 2 
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Q. DO YOU PROVIDE ALTERNATE RECOMMENDATIONS FOR THE 1 

COMMISSION TO CONSIDER? 2 

A. Yes.  Concerning coal costs from affiliate, Bridger Coal Company (BCC), I 3 

performed four primary lower of cost or market analyses.1  My primary 4 

analysis, as shown in the above table, results in a system-wide adjustment of 5 

$17,808,110 for Jim Bridger (Bridger) Fuel Burn Expense.  A secondary 6 

alternate analysis results in a system-wide adjustment of $17,224,031 for 7 

Bridger Fuel Burn Expense.  A third alternate analysis results in a system-wide 8 

adjustment of $11,034,328 of Bridger Fuel Burn Expense.  I also performed a 9 

fourth analysis that I did not use as a recommended adjustment.  These 10 

analyses are explained later in testimony and are shown in Staff Confidential 11 

Exhibit/203, Dougherty/2.  The following table shows the total Oregon Coal 12 

Fuel Burn Expense adjustment based on three lower of cost or market 13 

analyses concerning BCC. 14 

  Table 2 – Alternate Recommended Oregon Adjustments 15 
Primary Adjustment $5,361,081 

First Alternate Adjustment $5,204,099 

Second Alternate Adjustment $3,540,499 

 16 
Q. HOW IS YOUR TESTIMONY ORGANIZED? 17 

A. My testimony is organized as follows: 18 

Issue 1, Adjustment to Dave Johnston Fuel Burn Expense ........................ 5 19 
 20 

                                            
1 In addition to the four lower of cost or market analyses demonstrated, I performed two additional 
analyses for comparative purposes.  These are described later in testimony. 
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ISSUE 2, ADJUSTMENTS TO FUEL BURN EXPENSES RESULTING FROM 1 
AFFILIATED INTEREST COAL MINES 2 

 3 
Q. PLEASE SUMMARIZE YOUR ADJUSTMENTS CONCERNING 4 

AFFILIATED INTEREST MINES. 5 

A. Concerning the Fuel Burn Expense of plants that receive coal from affiliated 6 

interest mines, I performed lower of cost or market analyses pursuant to          7 

OAR 860-027-0048, Allocation of Costs by an Energy Utility.  The two 8 

adjustments that I recommend concern the Jim Bridger and Huntington plants 9 

that are $17,808,110 and $1,208,067, respectively. 10 

Q. DOES THE COMMISSION HAVE A TRANSFER PRICING POLICY 11 

CONCERNING TRANSACTIONS BETWEEN A UTILITY AND ITS 12 

AFFILIATED INTERESTS? 13 

A. Yes.  OAR 860-027-0048, Allocation of Costs by an Energy Utility, affirms the 14 

Commission’s Transfer Pricing Policy.  Section (4)(e) of the rule states: 15 

When services or supplies (except for generation) are sold to an 16 
energy utility by an affiliate, sales shall be recorded in the 17 
energy utility's accounts at the approved rate if an applicable 18 
rate is on file with the Commission or with FERC.  If services or 19 
supplies (except for generation) are not sold pursuant to an 20 
approved rate, sales shall be recorded in the energy utility's 21 
accounts at the affiliate's cost or the market rate, whichever is 22 
lower.  23 

 24 
 As the rule states, supplies that are not under an approved rate shall be 25 

recorded in the energy utility’s accounts at the lower of the affiliate’s cost or 26 

market rate.  Bridger Coal Company (BCC), Deer Creek Mine (which supplies 27 

coal to the Hunter and Huntington plants), and Trapper Mining (which supplies 28 

coal to the Craig plant) are affiliates of PacifiCorp.  As a result, this transfer 29 
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pricing is relevant concerning pricing of coal supplied from these affiliated 1 

interest mines. 2 

Q. PLEASE EXPLAIN THE AFFILIATED RELATIONSHIP BETWEEN 3 

PACIFICORP AND BRIDGER COAL COMPANY. 4 

A. According to PacifiCorp’s 2008 Affiliated Interest Report, Pacific Minerals, Inc. 5 

(PMI) is a wholly owned subsidiary of PacifiCorp.  PMI owns 66.67 percent of 6 

BCC, the coal mining joint venture with Idaho Energy Resources Company 7 

(IERC),9 which is a subsidiary of Idaho Power Company.  The Commission 8 

approved a coal supply agreement between BCC and PacifiCorp in 9 

Commission Order No. 01-472 (UI 189), dated June 12, 2001. 10 

Q DID COMMISSION ORDER NO. 01-472 (UI 189) REQUIRE A REVIEW OF 11 

THE LOWER OF COST OR MARKET STANDARD CONCERNING 12 

PRICING OF COAL FROM BCC? 13 

A. Yes.  In its public meeting memo, Staff stated: 14 

Staff believes that the appropriate standard the Commission has 15 
used and continues to use for ratemaking is its affiliate interest 16 
transfer pricing requirements, namely that the price is the lower 17 
of cost or fair market rate.10 18 

 19 
 Staff concluded that at the time of the affiliated interest application, BCC’s 20 

costs were lower than market and stated: 21 

The Commission's transfer policy for goods and services 22 
purchased by a regulated electric utility from an affiliate shall be 23 
priced at the lower of cost or fair market rate.  This policy likely 24 
has been met because BCC is charging PacifiCorp a price for 25 
its coal supply based on BCC's fully distributed cost that is 26 
currently less than the market rate.  The company's rate of 27 

                                            
9 IERC owns the remaining 33.33 percent of Bridger Coal Company. 
10 Commission Order No. 01-472 (UI 189), Appendix A, page 2.  See Exhibit Staff 204. 
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return used in billing from BCC to PacifiCorp is at the same rate 1 
authorized by the Commission in PacifiCorp's most recent rate 2 
case.  This is consistent with the Commission's affiliated interest 3 
(AI) transfer pricing policy.  Proposed ordering condition No. 4 is 4 
included to ensure that PacifiCorp adheres to the Commission's 5 
policy.11 6 
 7 

 In addition to condition No. 4, Staff’s public meeting memo also included the 8 

following conditions No. 2 and No. 3: 9 

2. The Commission reserves the right to review for 10 
reasonableness all financial aspects of this arrangement in any 11 
rate proceeding or alternative form of regulation. 12 
 13 
3. PacifiCorp shall notify the Commission in advance of any 14 
substantive changes to the agreement, including any material 15 
changes in any cost.  Any changes to the terms which alter the 16 
intent and extent of activities under the agreement from those 17 
approved herein shall be submitted in an application for a 18 
supplemental order (or other appropriate format) in this 19 
docket.12 20 
 21 

Q. BASED ON YOUR REVIEW HAS THERE BEEN A MATERIAL CHANGE IN 22 

PRICE OF BCC COAL? 23 

A. Yes.  Staff’s UI 189 memo includes the following information: 24 

The company states that BCC coal provides it with advantages 25 
such as a consistently reliable coal source and a minimization of 26 
fuel transportation and handling costs.  Historically, from 1990 27 
through 1999, the average cost of coal provided by the Coal 28 
Supply Agreement ranged from $3 to $9 per ton less than the 29 
average market price of Southern Wyoming coal delivered to 30 
the plant.13 31 
 32 

 However, after calculating four lower of cost or market analyses, my review 33 

indicates that BCC’s costs are no longer below market costs for the Green 34 

                                            
11 Commission Order No. 01-472 (UI 189), Appendix A, pages 2 and 3.  See Exhibit Staff 204. 
12 Ibid, Appendix A, page 4.  See Exhibit Staff 204. 
13 Ibid, Appendix A, page 2.  See Exhibit Staff 204. 
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River Basin (GRB) in Southern Wyoming.  Therefore, there is a substantial 1 

change in costs. 2 

Q. BECAUSE PPL (TAM)/200, LASICH/6 STATES THAT THERE IS NO 3 

ADDITIONAL (COAL) CAPACITY IN THE AREA TO SUPPLY THE 4 

BRIDGER PLANT, SHOULD THE COMMISSION STILL CONSIDER 5 

USING THE TRANSFER PRICING POLICY CONCERNING BCC? 6 

A. Yes.  OAR 860-027-0048 applies to pricing and a market.  Based on 7 

information provided by PacifiCorp in confidential responses to Staff’s Data 8 

Requests Nos. 5, 6, and 36,14 there is a market and pricing for coal in the GRB.  9 

PacifiCorp uses this market provided coal for both the Jim Bridger and 10 

Naughton plants.  Therefore, the Commission should use the lower of cost or 11 

market standard pursuant to OAR 860-027-0048. 12 

Q. PLEASE DISCUSS BCC’S OPERATIONS AND COSTS. 13 

A. BCC’s overall costs are a weighted cost of surface mining operations, 14 

underground mining operations, and incremental coal costs.  The following 15 

table highlights the percentage of coal mined, the cost per ton of coal produced 16 

per operation, and the weighted cost.  This calculation is also shown in 17 

Confidential Exhibit Staff/203, Dougherty/2. 18 

                                            
14 Included in Confidential Exhibit Staff/205. 
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Q. PLEASE EXPLAIN WHY YOU DO NOT HAVE ADJUSTMENTS TO THE 1 

CARBON AND HUNTER COAL PLANTS WHICH ARE ALSO SUPPLIED 2 

BY DEER CREEK MINE. 3 

A. According to PacifiCorp’s response to Staff Data Request No. 31, all Deer 4 

Creek coal, which is mined through underground operations, is initially 5 

delivered to the Huntington Plant prior to delivery to the Carbon and Hunter 6 

coal plants.  Additionally, as stated in the response to Staff Data Request  7 

No. 31,27 PacifiCorp’s 2010 Regulatory Fuel Budget does not reflect any 8 

transfers to the Carbon plant.  As such, the Carbon coal plant is projected to 9 

receive all of the coal needed for operations for 2010 from third party providers 10 

and no lower of cost or market analysis was required for coal costs at the 11 

Carbon coal plant.  As Table 1 indicates, I did not make an adjustment to 12 

Carbon coal costs.   13 

  Because transfer of coal to Hunter does not occur at an equal pro-rata basis 14 

throughout the year,28 the Deer Creek coal delivered to Hunter was actually 15 

lower than the third party coal supplied to the Hunter plant.  As a result, no 16 

additional lower of cost or market analysis was required for the Hunter coal 17 

plant.  As Table 1 indicates, I did not make an adjustment to Hunter coal costs. 18 

Q. PLEASE EXPLAIN YOUR LOWER OF COST OR MARKET ANALYSIS 19 

FOR THE CRAIG COAL PLANT THAT IS SUPPLIED BY TRAPPER 20 

MINING. 21 

                                            
27 Included in Exhibit Staff/204. 
28 PacifiCorp’s response to Staff Data Request No. 31.  Included in Exhibit Staff/204. 
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A. PacifiCorp holds a 21.4 percent interest in the Trapper Coal Mine, which 1 

supplies fuel to the Craig Power Plant, located in Colorado.  The Commission 2 

approved a mining service contract between PacifiCorp and Trapper Mining in 3 

Commission Order 94-1550 (UI 140), dated July 25, 1994.29  Based on 4 

information provided in PacifiCorp’s confidential response to Staff Data 5 

Request No. 5, coal delivered to the Craig plant by Trapper Mining was actually 6 

lower than the third party coal supplied to Craig.  As a result, no additional 7 

lower of cost or market analysis was required for Trapper Mining coal supplied 8 

to the Craig coal plant.  As Table 1 indicates, I did not make an adjustment to 9 

Craig coal costs. 10 

Q. DID YOU REVIEW SPECIFIC LINE ITEM COSTS FOR BCC AND DEER 11 

CREEK MINES? 12 

A. As part of my review, I reviewed 2008 line item costs concerning BCC and 13 

Deer Creek Mine.  This review resulted in the identification of costs 14 

(management overtime, certain bonus amounts, donations, etc.) that staff 15 

would recommend as adjustments for the parent company (PacifiCorp) during 16 

a general rate case review.  However, as a result of the lower of cost or market 17 

analysis, I did not make these adjustments, as the lower of cost or market 18 

analysis resulted in greater adjustments to both Bridger and Huntington costs.  19 

Because I did not use these line item adjustments for both Bridger and 20 

Huntington, I did not make any line item adjustments to the Hunter plant in 21 

                                            
29 Included in Exhibit Staff/204. 
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order to be consistent in methodology.  Confidential Exhibit Staff/203, 1 

Dougherty/5 shows the identification of certain costs. 2 

Q. PLEASE SUMMARIZE YOUR ADJUSTMENTS TO PACIFICORP’S COAL 3 

FUEL BURN EXPENSE. 4 

A. The following table summarizes my recommended adjustments to PacifiCorp’s 5 

Coal Fuel Burn Expense. 6 

Table 11 – Summary of Staff’s Recommended Adjustments 7 
Recommendation System Oregon Explanation 
Recommended 
Adjustment 

$19,946,799 $5,361,081 BCC Market – Uses certain BCC 
operations and average 3rd party 
coal costs supplied to Naughton 
and Jim Bridger coal plants. 
 
Huntington Market - Based on 
average Carbon, Hunter, and 
Huntington 3rd party coal costs. 
 
Dave Johnston adjustment. 

Recommended 
Alternate 

$19,362,719 $5,204,099 BCC Market - Alternate 
Calculation based on certain 
BCC operations. 
 
Huntington Market - Based on 
average Carbon, Hunter, and 
Huntington 3rd party coal costs. 
 
Dave Johnston adjustment. 

Recommended 
Second Alternate 

$13,173,017 $3,540,499 Uses PRB coal price replacing 
certain BCC operations. 
 
Huntington Market - Based on 
average Carbon, Hunter, and 
Huntington 3rd party coal costs. 
 
Dave Johnston adjustment. 

 8 
Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 9 

A. Yes. 10 
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