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DIRECT TESTIMONY OF KEVIN C. HIGGINS 1 

 2 

Introduction 3 

Q. Please state your name and business address. 4 

A.  My name is Kevin C. Higgins.  My business address is 215 South State 5 

Street, Suite 200, Salt Lake City, Utah, 84111. 6 

Q. By whom are you employed and in what capacity? 7 

A.  I am a Principal in the firm of Energy Strategies, LLC.  Energy Strategies 8 

is a private consulting firm specializing in economic and policy analysis 9 

applicable to energy production, transportation, and consumption. 10 

Q. On whose behalf are you testifying in this proceeding? 11 

A.  My testimony is being sponsored by the Utah Association of Energy Users 12 

(“UAE”). 13 

Q. Are you the same Kevin C. Higgins who testified on behalf of UAE in Phase I 14 

of this proceeding? 15 

A.  Yes, I am. 16 

Q. Please describe your professional experience and qualifications. 17 

A.  My academic background is in economics, and I have completed all 18 

coursework and field examinations toward a Ph.D. in Economics at the University 19 

of Utah.  In addition, I have served on the adjunct faculties of both the University 20 

of Utah and Westminster College, where I taught undergraduate and graduate 21 

courses in economics.  I joined Energy Strategies in 1995, where I assist private 22 
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and public sector clients in the areas of energy-related economic and policy 23 

analysis, including evaluation of electric and gas utility rate matters. 24 

Prior to joining Energy Strategies, I held policy positions in state and local 25 

government.  From 1983 to 1990, I was economist, then assistant director, for the 26 

Utah Energy Office, where I helped develop and implement state energy policy.  27 

From 1991 to 1994, I was chief of staff to the chairman of the Salt Lake County 28 

Commission, where I was responsible for development and implementation of a 29 

broad spectrum of public policy at the local government level. 30 

Q. Have you previously testified before this Commission? 31 

A.  Yes.  Since 1984, I have testified in twenty-four dockets before the Utah 32 

Public Service Commission on electricity and natural gas matters. 33 

Q. Have you testified previously before any other state utility regulatory 34 

commissions? 35 

A.  Yes.  I have testified in approximately 110 other proceedings on the 36 

subjects of utility rates and regulatory policy before state utility regulators in 37 

Alaska, Arkansas, Arizona, Colorado, Georgia, Idaho, Illinois, Indiana, Kansas, 38 

Kentucky, Michigan, Minnesota, Missouri, Montana, Nevada, New Mexico, New 39 

York, Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, Texas, Virginia, 40 

Washington, West Virginia, and Wyoming.  I have also filed affidavits in 41 

proceedings at the Federal Energy Regulatory Commission. 42 

A more detailed description of my qualifications is contained in 43 

Attachment A, attached to my direct testimony in Phase I of this docket. 44 
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Overview and Conclusions 45 

Q. What is the purpose of your testimony in this Phase II of the proceeding? 46 

A.  My testimony addresses the Energy Cost Adjustment Mechanism 47 

(“ECAM”) proposed by Rocky Mountain Power (“RMP”); in my testimony I 48 

propose various design modifications should an ECAM be adopted in the State of 49 

Utah. 50 

Q. Before proceeding with your Phase II recommendations, please summarize 51 

your Phase I conclusions and recommendations regarding the adoption of an 52 

ECAM in the RMP Utah jurisdiction. 53 

A.  As I explained in my Phase I testimony, I do not believe that adoption of 54 

an ECAM for RMP in Utah is in the public interest in light of all relevant 55 

considerations.  As a form of single-issue ratemaking, an ECAM should only be 56 

applied after carefully weighing the justification for such an approach against its 57 

several drawbacks.  Some of these drawbacks include reduced incentives for 58 

management to control costs, the shifting of risk from the utility to customers, and 59 

reduced economic incentives for the utility to undertake demand-side 60 

management actions. 61 

An ECAM should not be considered unless the costs that would be 62 

recovered through an ECAM are subject to significant volatility, are largely 63 

beyond the control of management, and are substantial enough to have a material 64 

impact on the utility’s revenue requirement and financial health between rate 65 

cases if they were to go unrecovered. 66 
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  Based on the Company’s fuel mix and hedging practices, I concluded in 67 

Phase I of this proceeding that RMP’s cost structure is not sufficiently volatile to 68 

justify adoption of an ECAM at this time.  In addition, the use of a future test 69 

period to set base rates, currently being used to set RMP’s base rates in Utah, 70 

when taken in combination with RMP’s aggressive hedging practices and frequent 71 

rate case filings, further diminishes any need or justification for an ECAM in Utah 72 

at this time. 73 

Q. Have the conclusions you offered in Phase I of this proceeding changed since 74 

the time you presented them? 75 

A.  No.  I do not believe that RMP has carried its burden of proof to 76 

demonstrate that its proposed ECAM, or any other proposed ECAM, is in the 77 

Utah public interest under existing circumstances. 78 

Q. Please summarize your Phase II recommendations. 79 

A.  If an ECAM is adopted in Utah, then I am recommending several changes 80 

to RMP’s proposal to address several significant deficiencies: 81 

(1) RMP’s proposal does not provide for any risk-sharing between the 82 

Company and customers.  Instead, RMP’s proposed ECAM would simply pass 83 

through 100 percent of changes in net power cost (“NPC”) in between rate cases 84 

to customers.  This type of 100 percent cost pass-through seriously reduces 85 

RMP’s incentive to manage its fuel and purchased power costs as well as it would 86 

manage them if the Company remained fully responsible for the energy cost risk.  87 

To remedy this problem and provide a more equitable balance between customer 88 
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and shareholder interests, I recommend adoption of a 70/30 sharing mechanism in 89 

which 70 percent of the difference between Base NPC and Actual NPC1 is 90 

allocated to customers and 30 percent is allocated to RMP. 91 

(2) In determining the appropriate amount of any ECAM revenue 92 

requirement, the incremental margins attributable to load growth should be 93 

credited to customers as an offset.  RMP’s Idaho ECAM recognizes such a credit, 94 

but the Company’s Utah ECAM proposal does not.  If an ECAM is adopted in 95 

Utah, then I recommend the inclusion of a load growth adjustment factor, the 96 

value of which would be multiplied by each MWH of Utah load change that 97 

occurs relative to the test-period load used for setting rates in the most recent 98 

general rate case, but is applicable only to ECAM measurement periods that occur 99 

after the close of that test period.  The resulting product is then credited against 100 

the ECAM balancing account and is subject to the 70/30 sharing mechanism.  If 101 

the ECAM becomes effective before the conclusion of the next general rate case 102 

(in 2011), I recommend that the load growth adjustment factor be set equal to 103 

$28.43 per MWH. 104 

(3) RMP’s ECAM proposal subjects Utah to hydro-related risk, despite 105 

the fact that the Company’s current jurisdictional cost allocation methodology, the 106 

MSP Revised Protocol, removes the entire benefit of low-cost west-side 107 

hydropower from Utah’s allocated costs, and the MSP rate mitigation cap 108 

currently in place charges Utah a premium that is entirely attributable to the 109 

                                                           
1 As used here, Base NPC and Actual NPC are identical to the usage in RMP’s filed case, and are described 
more fully later in my testimony.  
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removal of a substantial portion of the net benefit of the PacifiCorp hydro system 110 

from Utah’s allocation of system costs.  If an ECAM is adopted in Utah, I 111 

recommend that as a condition of such adoption, inter-jurisdictional costs 112 

allocated to Utah should be set based on the Rolled-in Allocation Methodology, 113 

which apportions to Utah a system hydro benefit that is proportionate to Utah’s 114 

load.  With this change, the system hydro benefits credited to Utah would be 115 

consistent with the system hydro risk allocated to Utah through an ECAM. 116 

(4) I disagree with RMP’s proposal that the ECAM balancing account 117 

earn the Company’s most recently approved rate-of-return.  Rather, it is more 118 

appropriate for the carrying charge to reflect RMP’s cost of debt. 119 

(5) I concur with RMP’s proposal to utilize an annual measurement 120 

period for the purpose of establishing the ECAM adjustor amount.  I also concur 121 

with the rate design proposal presented by RMP witness William R. Griffith that 122 

would differentiate any ECAM adjustor charge by voltage and time-of-day, as 123 

applicable. 124 

(6) UAE’s application for a deferred accounting order for incremental 125 

revenues from sales of Renewable Energy Credits (“REC”) should not be 126 

addressed in this docket, but rather should be analyzed on its own merits as part of 127 

setting rates in the next rate case proceeding.  It is not necessary for an ECAM to 128 

be adopted, or for an ECAM that recognizes REC revenues to be adopted, in order 129 

to obtain a reasonable outcome for customers on this matter.  At the same time, it 130 
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would be preferable for incremental REC revenues to be included in an ECAM 131 

than to not be recognized as a credit to customers at all. 132 

(7) The adoption of an ECAM would reduce RMP shareholder risk, all 133 

other things being equal.  Consequently, the adoption of an ECAM should result 134 

in a lower authorized return on equity than would otherwise obtain. 135 

 136 

RMP’s Proposal 137 

Q. What is the basic principle behind the operation of an ECAM? 138 

A.  Generally, an ECAM identifies a base level of fuel and purchased power 139 

costs that are included in current rates, which in Utah, is generally equivalent to 140 

the NPC that are included in rates pursuant to a general rate case proceeding.  141 

When going-forward fuel and purchased power costs deviate from the base level, 142 

an ECAM provides an adjustor charge to recover (or refund) some or all of that 143 

differential.  In some regimes, the differential is measured prospectively (i.e., 144 

using forecasted fuel and purchased power prices) with a subsequent true-up to 145 

actual.  Alternatively, the differential can be measured on a cost deferral basis, in 146 

which the deviation between base fuel costs and actual fuel costs for a given 147 

period is tracked and recovered in a subsequent period.  This latter approach is 148 

being proposed by RMP in this proceeding.  Typical periods of measurement for 149 

the purpose of establishing an adjustor rate can be monthly, quarterly, or annually.  150 

In the case at hand, RMP has proposed an annual measurement period for the 151 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 8 of 38 

 

 

purpose of establishing the adjustor amount, although the dollar value of the cost 152 

deferrals is measured (i.e., tracked) on a monthly basis. 153 

Q. Please describe the design of the ECAM being proposed by RMP. 154 

A.  As explained in the direct testimony of RMP witness Gregory N. Duvall, 155 

the base level of RMP’s fuel and purchased power costs (“Base NPC”) would be 156 

established in a general rate case proceeding, using all components of NPC as 157 

defined in the Company’s general rate cases and modeled by the Company’s 158 

production dispatch model GRID.  The total Company monthly NPC would then 159 

be divided by the monthly normalized MWH load (used in determining NPC) to 160 

express the costs on a per-unit basis. 161 

Going forward, the per-unit Base NPC would be compared to the actual 162 

per-unit fuel and purchased power costs (“Actual NPC”), which would be 163 

adjusted to be consistent with the Company’s production dispatch model, to 164 

remove prior period accounting entries, and to include applicable Commission-165 

adopted adjustments reflected in the most recent general rate case.  On a monthly 166 

basis, RMP would compare (per-unit) Actual NPC to (per-unit) Base NPC.  Any 167 

differences in the system per-unit cost would be multiplied by actual Utah MWH 168 

load in that month and the product deferred in a balancing account.  The monthly 169 

under- or -over-recovery would accumulate in the balancing account and earn 170 

interest at the Company’s most recently approved rate of return on rate base in 171 

Utah.  At the conclusion of each one-year measurement period, an ECAM 172 
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adjustor charge (proposed Schedule 94) would be levied to recover (or refund) the 173 

amount that has accumulated in the balancing account. 174 

Q. What specific FERC accounts would be included in this calculation as 175 

proposed by RMP?  176 

A.  As proposed by Mr. Duvall, Base NPC and Actual NPC would include 177 

amounts typically booked to the following FERC accounts: 178 

Account 447 – Sales for resale, excluding on-system wholesale sales and other 179 
revenues that are not modeled in GRID; 180 
Account 501 – Fuel, steam generation; excluding fuel handling, start up fuel/gas, 181 
diesel fuel, residual disposal and other costs that are not modeled in GRID; 182 
Account 503 – Steam from other sources; 183 
Account 547 – Fuel, other generation; 184 
Account 555 – Purchased power, excluding BPA residential exchange credit pass-185 
through if applicable; and 186 
Account 565 – Transmission of electricity by others. 187 

 188 
Q. If the Commission were to approve an ECAM in Utah, are you supportive of 189 

RMP’s proposed design? 190 

A.  No.  There are various aspects of RMP’s proposal that are deficient.  Of 191 

serious concern, RMP’s proposal does not provide for any risk-sharing between 192 

the Company and customers.  An additional shortcoming is that RMP’s approach 193 

does not provide any offsetting credits to customers associated with the 194 

incremental margins earned from load growth. 195 

In addition, RMP’s ECAM proposal subjects Utah to hydro-related risk, 196 

despite the fact that the Company’s current jurisdictional cost allocation 197 

methodology, the MSP Revised Protocol, removes the entire benefit of low-cost 198 

west-side hydropower from Utah’s allocated costs, and the MSP rate mitigation 199 
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cap currently in place charges Utah a premium that is entirely attributable to the 200 

removal of a substantial portion of the net benefit of the PacifiCorp hydro system 201 

from Utah’s allocation of system costs.  Adopting an ECAM mechanism that 202 

forces Utah to share in the risks of west-side hydro resources under the current 203 

inter-jurisdictional cost allocation method would be fundamentally unreasonable. 204 

I also disagree with RMP’s proposal that the ECAM balancing account 205 

earn the Company’s most recently approved rate-of-return.  Rather, it is more 206 

appropriate for the carrying charge to reflect RMP’s cost of debt. 207 

I will address each of these shortcomings in RMP’s approach in greater 208 

detail below, and recommend specific remedies to these design problems should 209 

the Commission conclude that an ECAM should be adopted in Utah. 210 

Q. Are there particular design aspects of RMP’s proposal that you support, 211 

should an ECAM be adopted in Utah? 212 

A.  Yes, in particular, I concur with RMP’s proposal to utilize an annual 213 

measurement period for the purpose of establishing the ECAM adjustor amount.  I 214 

also concur with the rate design proposal presented by Mr. Griffith that would 215 

differentiate any ECAM adjustor charge by voltage and time-of-day, as 216 

applicable.  Finally, I do not object to RMP’s basic proposal to measure the 217 

difference between Base NPC and Actual NPC on a per-unit basis, as described 218 

above in my testimony. 219 

220 
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Benefit and Risk Sharing 221 

Q. Please address the issue of benefit and risk sharing in an ECAM. 222 

A.  Under current regulatory practices in Utah, RMP bears 100 percent of the 223 

risk of deviation in NPC in between rate cases.  RMP has argued that it is unfair 224 

and unreasonable for it to bear all of this risk.  RMP’s proposed ECAM would 225 

simply reverse the risk and pass through 100 percent of changes in NPC in 226 

between rate cases to customers.  This type of 100 percent cost pass-through 227 

seriously reduces RMP’s incentive to manage its fuel and purchased power costs 228 

as well as it would manage them if the Company remained fully responsible for 229 

the energy cost risk.  It is axiomatic that when a firm stands to gain or lose from 230 

its cost management decisions, as RMP does today, the pursuit of its economic 231 

self-interest gives it a powerful incentive to perform well in managing its costs.  I 232 

strongly recommend against adoption of an ECAM design that removes this 233 

natural economic incentive. 234 

Q. But aren’t energy costs largely outside a utility’s control? 235 

A.  Absolutely not.  These energy costs are completely out of the customers’ 236 

control, but not of the utility.  Utilities are not mere passive bystanders when it 237 

comes to managing power costs.  Every hour of every day, utilities need to be 238 

managing the dispatch of their systems to achieve minimum costs, subject to the 239 

reliability constraints under which they operate.  This requires a sophisticated 240 

approach to managing utility-owned resources, as well as conducting a large 241 

volume of transactions – purchases and sales – throughout the year.  For example, 242 
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the NPC currently in Utah rates was derived by modeling the effects of over 8 243 

million MWH of sales and over 2 million MWH of purchases in hourly balancing 244 

markets, with balancing sales occurring during 8,752 hours of the year and 245 

balancing purchases occurring during 6,231 hours of the year; collectively, these 246 

transactions extend across six market hubs.2  The depth and breadth of this 247 

around-the-clock dispatch and balancing requirement is so extensive that it is 248 

inadvisable for regulators to rely solely on after-the-fact prudence audits to ensure 249 

sound utility cost-management performance; rather it is far preferable to harness 250 

the natural economic self-interest of the company to incentivize desired behavior. 251 

Q. Are there other aspects of managing NPC that are important besides 252 

optimizing system dispatch? 253 

A.  Yes.  In addition to hourly dispatch, RMP enters into numerous 254 

transactions throughout the course of the year that impact NPC, such as short- and 255 

long-term purchases and sales and fuel procurement.  For example, 256 

RMP/PacifiCorp transacted for more than 21 million MWH of long-term, 257 

intermediate-term, and short-term purchases, and 14 million MWH of exchanges 258 

in 2009, consummated in over 265 transactions.  The Company also made over 22 259 

million MWH of long-term, intermediate term, and short-term sales in 2009, 260 

conducted in over 150 transactions.3  It is critical that RMP have the proper 261 

incentives for these transactions to produce the greatest possible net benefit to 262 

customers.  This incentive is most efficiently implemented by a regime in which 263 

                                                           
2 Docket No. 09-035-23, Exhibit GND-1, and associated GRID run June 2010 (Gold)_2009 05 29 Net 
Power Cost Report. 
3 PacifiCorp FERC Form 1, pp. 310-11.  Transaction count and MWH exclude out-of-period adjustments. 
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RMP bears, or at least significantly shares in, the benefits and risks of its 264 

decisions. 265 

In addition to creating the proper incentives for RMP’s interactions with 266 

other parties, incentives play an important role with respect to the Company’s 267 

own operations.  For example, it is important for RMP to schedule plant 268 

maintenance in a manner that takes into account the impact on NPC, e.g., by 269 

avoiding outages when replacement power is likely to be most expensive.  Absent 270 

an ECAM, the benefits and costs of deviations from NPC in rates are absorbed by 271 

RMP; thus, currently, the Company has the incentive to take proper account of 272 

NPC when scheduling outages.  However, a regime in which 100 percent of NPC 273 

deviations are passed through to customers removes the Company’s natural 274 

economic incentive to properly consider the impact on NPC in its operations. 275 

Q. What is your recommendation for a reasonable risk/benefit-sharing 276 

arrangement between RMP and customers if an ECAM is adopted in Utah? 277 

A.  I recommend adoption of a 70/30 sharing mechanism in which 70 percent 278 

of the difference between Base NPC and Actual NPC is allocated to customers 279 

and 30 percent is allocated to RMP.  This sharing ratio still shifts the substantial 280 

majority of responsibility for recovering NPC deviations on customers, but it 281 

meaningfully aligns Company and customer interests through shared benefits and 282 

costs.  Under this type of sharing arrangement, if per-unit NPC increases over the 283 

base amount, 70 percent of the increment would be recoverable from customers, 284 

but RMP would also be responsible to absorb 30 percent of this deviation.  285 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 14 of 38 

 

 

Similarly, if RMP is able to reduce per-unit NPC below the base amount, say, 286 

through increased off-system sales margins, RMP would retain 30 percent of this 287 

benefit, while customers would receive the remaining 70 percent of the benefit.  288 

Taken on the whole, if an ECAM is adopted, I believe this weighting strikes a 289 

reasonable balance between customers and shareholders. 290 

Q. If NPC is prudently incurred, why should a utility be required to absorb any 291 

portion of increased costs? 292 

A.  It is very important to distinguish here between setting rates in a general 293 

rate case proceeding and the establishment of a single-issue cost recovery 294 

mechanism, such as an ECAM.  Rates established in a general rate case should be 295 

set at a level that provides the utility a reasonable opportunity to earn its 296 

authorized return and to recover prudently-incurred costs, including NPC, based 297 

on test period parameters.  However, once rates are set, except for certain 298 

extraordinary circumstances that may give rise to deferred accounting treatment, 299 

the utility is expected to operate within the framework of those approved rates, 300 

and its management is expected to cope with normal business risks and the 301 

operation of economic forces.4  Failure to achieve the authorized earnings does 302 

not constitute a disallowance of prudently-incurred costs.  Rather, rates are set to 303 

give the utility the opportunity to earn its authorized return and to fully recover 304 

prudently-incurred costs, but it is up to the utility to manage its business to 305 

                                                           
4 See for example, Report and Order, In the Matter of the Investigation into the Reasonableness of Rates 
and Charges of PacifiCorp, dba Utah Power & Light Company.  Docket No. 97-035-01, March 4, 1999 at 
47-48. 
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achieve (or even exceed) this objective.  In this fundamental sense, the setting of 306 

just and reasonable rates is decidedly distinct from simple cost reimbursement. 307 

If an ECAM is adopted, presumably the Commission will have determined 308 

that the current ratemaking structure in Utah, in which RMP absorbs the full 309 

benefit or burden of deviations from NPC in rates (and is compensated for that 310 

risk through the level of its authorized return on equity), requires modification to 311 

reduce RMP’s exposure to this risk.  In reducing RMP’s risk, however, it is hardly 312 

necessary to migrate to the far end of the ratemaking spectrum to a regime in 313 

which costs are simply reimbursed through a 100 percent pass-through.  RMP’s 314 

risk can be substantially reduced (and customer risk increased) relative to the 315 

status quo through an ECAM rate design in which risks and benefits are shared.  316 

Such a model does not constitute a disallowance of prudently-incurred costs.  317 

Rather, base rates already provide for full recovery of prudent test period costs, 318 

and allowance is made through the ECAM for additional recovery (or refund) of a 319 

portion of cost deviations from the approved baseline level: recovery that 320 

otherwise would have been entirely precluded (but for those extraordinary 321 

circumstances warranting deferred accounting treatment). 322 

Q. Are risk and benefit sharing provisions used in ECAMs in other states? 323 

A.  Yes.  A table summarizing some of these provisions is presented in UAE 324 

Exhibit 1.1D (KCH-1).  Of note, RMP has agreed to sharing provisions in both 325 

Wyoming and Idaho. 326 
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Q. Please describe the sharing mechanism in place in RMP’s service territory in 327 

Idaho. 328 

A.  In Idaho, RMP has agreed to a sharing mechanism that is similar in 329 

structure to what I have described above, except that the customer allocation is 330 

weighted at 90 percent and the Company allocation is weighted at 10 percent.  331 

This sharing agreement was adopted as part of a stipulation filed with the Idaho 332 

Public Utilities Commission in July 2009.5 333 

Q. Please describe the sharing mechanism in place in RMP’s service territory in 334 

Wyoming. 335 

A.  In Wyoming, RMP agreed to a graduated sharing mechanism with several 336 

tiers.  The first tier, associated with NPC deviations equal to +/- $40 million on a 337 

total Company basis, constitutes a “deadband” in which 100 percent of cost or 338 

benefit deviations is allocated to RMP.  The second tier, associated with the next 339 

+/- $60 million of NPC deviations (beyond the $40 million deadband), is 340 

allocated 70 percent to customers and 30 percent to RMP.  The third tier, 341 

associated with the next +/- $100 million of NPC deviations (beyond the $100 342 

million of the first two tiers), is allocated 85 percent to customers and 15 percent 343 

to RMP.  And the final tier, associated with all NPC deviations beyond the $200 344 

million of the first three tiers, is allocated 90 percent to customers and 10 percent 345 

to RMP. 346 

The current Wyoming ECAM (called “PCAM”) is scheduled to sunset by 347 

March 31, 2012.  RMP is proposing to replace the current Wyoming design with 348 
                                                           
5 Idaho Public Utilities Commission, Case No. PAC-E-08-08. 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 17 of 38 

 

 

one that is similar to the Company’s Utah proposal, but with a sharing provision 349 

that is weighted 95 percent to customers and 5 percent to RMP. 350 

Q. Given the various sharing mechanisms used in other states, why do you 351 

support a 70/30 sharing mechanism? 352 

A.  The issue at hand is the need to find the proper balance to ensure sufficient 353 

management incentive to control costs, as well as to take into consideration the 354 

magnitude of change that is reasonable if Utah is to migrate from a status quo in 355 

which the sharing weighting is 0 percent customer and 100 percent RMP.  I 356 

believe a 70/30 mechanism should be sufficient to accomplish that purpose if an 357 

ECAM is adopted.  This degree of sharing is comparable to the sharing that RMP 358 

accepted in Wyoming when measured at an annual NPC deviation (from Base 359 

NPC) of $265 million (Company-wide).  At NPC deviations less than $265 360 

million, RMP’s cost (or benefit) share in Wyoming is greater than 30 percent; at 361 

NPC deviations greater than $265 million, RMP’s cost (or benefit) share is less 362 

than 30 percent. 363 

Q. What is your assessment of incorporating a deadband into the sharing 364 

design? 365 

A.  A deadband can be useful in that it avoids the imposition of an ECAM 366 

adjustor charge if the deviation from Base NPC fails to reach a threshold of a 367 

given materiality.  In essence, it provides for a continuation of the status quo (i.e., 368 

100 percent of NPC deviations allocated to RMP) over a pre-specified range.  The 369 

ECAM is then limited to instances of significant divergence from Base NPC.  In 370 
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my opinion, this structure has considerable merit.  However, in the interest of 371 

simplicity, I have not explicitly proposed a deadband for application in Utah at 372 

this time, although I am not averse to incorporating one into the design of a Utah 373 

ECAM, if an ECAM is adopted by the Commission. 374 

Q. Can you provide an example of how your sharing mechanism would work? 375 

A.  Yes.  I have provided a comprehensive example of how my proposed 376 

ECAM design works in UAE Exhibit 1.2D (KCH-2).  For comparison purposes, I 377 

have also provided an example of how RMP’s ECAM design works using the 378 

same input assumptions in UAE Exhibit 1.3D (KCH-3).  UAE Exhibit 1.2D 379 

(KCH-2) also includes the operation of the load growth adjustment factor 380 

discussed in the next section of my testimony. 381 

 382 

Load Growth Adjustment Factor 383 

Q. How should load growth be considered in the context of an ECAM? 384 

A.  There are two aspects of load growth that should be understood in the 385 

context of an ECAM:  NPC recovery and recovery of incremental margins. 386 

Let’s start with NPC recovery.  Because RMP is proposing to measure the 387 

difference between Base NPC and Actual NPC on a per-unit basis, i.e., $/MWH, 388 

and then multiply this difference by the actual amount of Utah load in the ECAM 389 

measurement period, the measurement and recovery of NPC will automatically be 390 

adjusted for load growth.  No further adjustment is needed on this score.  (On the 391 

other hand, if Base NPC and Actual NPC were specified in total dollars – instead 392 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 19 of 38 

 

 

of $/MWH – it would be necessary to adjust Actual NPC for changes in system 393 

load, to avoid levying an ECAM adjustor charge on customers that was 394 

attributable purely to an increase in NPC resulting from system load growth.) 395 

Now, let us consider recovery of incremental margins that occurs with 396 

load growth.  If an ECAM is adopted, it is highly likely that the difference 397 

between Actual NPC and Base NPC will be measured during periods that occur 398 

after the close of the test period(s) used for setting rates, which includes the 399 

determination of Base NPC.  Load growth beyond the close of the test period 400 

provides new margins (i.e., sales revenue minus variable costs) that add to utility 401 

earnings.  If deviations in NPC are recovered through an ECAM for periods 402 

beyond the close of the test period, it would be appropriate to also recognize 403 

incremental margins from load growth as an offset to the ECAM-related costs 404 

recovered by the utility. 405 

Q. Please explain why this is appropriate. 406 

A.  It is a matter of basic fairness to customers.  If the utility is allowed to 407 

recover deviations in NPC for measurement periods beyond the test period on a 408 

single-issue basis, it is important to recognize that a jurisdiction with an 409 

increasing load, as is typically the case with Utah, will be providing the utility 410 

with incremental margins that were not taken into account during the test period.  411 

Therefore, in determining the appropriate amount of any ECAM revenue 412 

requirement, the incremental margins attributable to load growth should be 413 
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credited to customers as an offset.  This adjustment is necessary to equitably 414 

balance customer and utility interests in a single-issue ratemaking context. 415 

Q. Is there precedent for recognition of such margins? 416 

A.  Yes.  For example, in Idaho, RMP recognizes a credit for incremental 417 

generation-related margins from jurisdictional load growth as part of its Idaho 418 

ECAM. 419 

Q. What is the current margin credit in RMP’s Idaho ECAM? 420 

A.  Currently, RMP recognizes a credit of $17.48 per MWH for each MWH of 421 

growth in Idaho load relative to the test period used in setting base fuel cost (i.e., 422 

Base NPC).  The amount of this credit is calculated as the difference between 423 

system production-related costs reflected in Idaho rates and NPC-related expenses 424 

(excluding wholesale margins), divided by system retail sales.  The resulting 425 

quotient measures the generation-related margins contributed by incremental load 426 

on a per-MWH basis. 427 

Q. What load growth adjustment factor are you recommending for application 428 

to Utah if an ECAM is adopted? 429 

A.  If an ECAM is adopted in Utah and becomes effective before the 430 

conclusion of the next general rate case (in 2011), I recommend inclusion of a 431 

load growth adjustment factor of $28.43 per MWH.  The calculation of this factor 432 

is derived in UAE Exhibit 1.4D (KCH-4).  It is calculated using the same 433 

methodology that RMP employs in Idaho, except that my proposal also includes 434 

incremental margins earned on transmission plant.  My calculation uses RMP cost 435 
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data from the most recently completed Major Plant Additions case, Docket No. 436 

10-035-13. 437 

Q. How is the load growth adjustment factor used in the determination of an 438 

ECAM adjustment charge? 439 

A.  The load growth adjustment factor is multiplied by each MWH of Utah 440 

load change that occurs relative to the test-period load used for setting rates in the 441 

most recent general rate case, but is applicable only to ECAM measurement 442 

periods that occur after the close of that test period.  The resulting product is then 443 

credited against the ECAM balancing account and is subject to the 70/30 sharing 444 

mechanism. 445 

As I noted above, I have provided an example of how the load growth 446 

adjustment factor would work in UAE Exhibit 1.2D (KCH-2).  Note that in the 447 

example, I have used an annual growth rate of 2.5 percent relative to the pro-448 

forma test-period load (July 2009 to June 2010) used in setting base rates.  I made 449 

this assumption to provide a meaningful illustration of the impact this adjustment 450 

would have on the ECAM using a typical Utah growth rate.  The 2.5 percent 451 

growth rate is representative of the MWH sales growth rates that RMP uses for 452 

Utah in the Company’s IRP. 6 453 

Q. What is the annual impact of your recommended load growth adjustment 454 

assuming a 2.5 percent load growth rate for Utah? 455 

                                                           
6 See PacifiCorp 2008 IRP, Table 5.2, p. 71. 
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A.  Prior to the 70/30 sharing, it produces a credit to customers of 456 

approximately $15.2 million per year.  After taking account of the 70/30 sharing, 457 

it produces a credit of approximately $10.7 million per year. 458 

Q. What portion of your recommended load growth adjustment factor is 459 

comprised of generation-related margin contributions and what portion is 460 

transmission-related? 461 

A.  As shown in UAE Exhibit 1.4D (KCH-4), $20.12 /MWH is generation-462 

related and $8.31/MWH is transmission-related. 463 

Q. Why do you recommend inclusion of transmission-related margins in the 464 

load growth adjustment factor? 465 

A.  Load growth from any customer class will provide a significant increase to 466 

utility margins for transmission service that was not taken into account during the 467 

test period; if customers are to be subject to an ECAM adjustment, it is reasonable 468 

to recognize these margins as a credit against the ECAM balance. 469 

Q. Why are you recommending that the load growth adjustment factor be 470 

applied only to ECAM measurement periods that occur after the close of the 471 

test period used to set rates in the last general rate case?  472 

A.  The purpose of the adjustment factor is to account for the effects of load 473 

growth over time; thus, it is appropriate to begin applying it in the first month 474 

following the close of the test period used to set Base NPC in a general rate case.  475 

The adjustment is not intended to correct or true up the test period load forecast.  476 

For this reason, in my illustrative example, I first apply the adjustment in July 477 
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2010, because the test period in the most recently concluded general rate case 478 

ended June 2010. 479 

Q. Should the test period utilized in a Major Plant Addition filing be used to 480 

delineate the start of the period in which the load growth adjustment factor 481 

applies? 482 

A.  No.  As demonstrated in RMP’s first Major Plant Addition filing, the test 483 

period used in that filing was different from the test period used to set rates in the 484 

prior general rate case proceeding, but the loads were assumed to be unchanged 485 

from the test period used in the previous general rate case. The application of the 486 

load growth adjustment factor should not be delayed until the close of the test 487 

period of a Major Plant Additions case, because the test period used in such a 488 

case, by construction, will likely ignore the effects of load growth. 489 

Q. Are you proposing that the load growth adjustment factor should be applied 490 

symmetrically, such that the ECAM balancing account would increase if load 491 

declined? 492 

A.  In my view it would be equitable for the adjustment to be applied 493 

symmetrically. 494 

 495 

Hydro-Related Risk 496 

Q. Please explain how adoption of an ECAM would transfer hydro-related risk 497 

to Utah customers. 498 
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A.  RMP/PacifiCorp has access to substantial hydro resources, located 499 

primarily in the western side of the Company’s system.  Generally, hydro 500 

resources are significantly less expensive than other resources on the Company’s 501 

system. 502 

Base NPC is established in GRID assuming “normal” water conditions 503 

based on median hydro levels.  However, a poor water year might require the 504 

Company to make more off-system purchases or operate more expensive 505 

generation facilities to replace reduced hydro production.  Currently, in Utah, the 506 

risk of increased Actual NPC due to deviations from a normal water year is 507 

absorbed by RMP.  But with an ECAM, any increased (or decreased) cost 508 

associated with deviations from a normal water year would be passed on to 509 

customers.  This higher (or lower) cost would be captured in the ECAM and 510 

passed through to Utah customers, thereby exposing them to hydro-related risk. 511 

Q. Do you believe the transfer of hydro-related risk to Utah customers is 512 

appropriate? 513 

A.  No, not under the inter-jurisdictional cost allocation methodology 514 

currently used to allocate system costs to Utah, the MSP Revised Protocol.  The 515 

transfer of hydro-related risk to Utah customers is inappropriate under the MSP 516 

Revised Protocol because Utah does not receive a proportionate benefit from the 517 

PacifiCorp hydro resource under that allocation method.  Although net power cost 518 

in GRID reflects the benefits of the hydro system, the MSP Revised Protocol 519 

removes the large majority of these benefits from Utah through a revenue 520 
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adjustment.  This occurs in each Utah rate case through a calculation known as 521 

the “embedded cost differential,” which extracts from Utah customers the net 522 

benefits of west-side hydro resources, thereby increasing Utah’s revenue 523 

requirement. 524 

The impact of this adjustment is mitigated somewhat through the 525 

application of the MSP rate impact cap, which sets the Utah revenue requirement 526 

equal to the lower of the MSP Revised Protocol amount (plus a premium of 0.25 527 

percent) or the amount of the Rolled-in Allocation Methodology plus a premium 528 

of 1.0 percent.  In the latter case, the 1.0 percent premium charged to Utah 529 

customers is entirely attributable to the removal of the net benefit of PacifiCorp’s 530 

west-side hydro system from Utah’s allocation of system costs (pursuant to the 531 

MSP Revised Protocol).  Consequently, even when the MSP rate mitigation cap is 532 

in effect, Utah does not receive a proportionate benefit from PacifiCorp’s hydro 533 

system.  Because Utah does not receive a proportionate benefit from the system 534 

hydro resources under the current inter-jurisdictional cost allocation method, it 535 

would not be reasonable to adopt an ECAM that fully exposed Utah to hydro-536 

related risks without also modifying the inter-jurisdictional cost allocation method 537 

to reflect a commensurate hydro benefit to Utah.  Simply put, Utah should not be 538 

fully exposed to the hydro risk unless Utah also receives a proportionate hydro 539 

benefit. 540 

Q. What is your recommendation for addressing hydro-related risk if an ECAM 541 

is adopted in Utah? 542 
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A.  If an ECAM is adopted in Utah, as a condition of such adoption and for at 543 

least as long as an ECAM remains in effect, inter-jurisdictional costs allocated to 544 

Utah should be set based on the Rolled-in Allocation Methodology, which 545 

apportions to Utah a system hydro benefit that is proportionate to Utah’s load.  546 

With this change, the system hydro benefits credited to Utah would be consistent 547 

with the system hydro risk allocated to Utah through an ECAM. 548 

Q. When should the change to Rolled-in be implemented? 549 

A.  It appears to me that the Commission has three alternatives to consider.  550 

The first alternative applies if an ECAM is adopted that recovers deferred NPC 551 

dating to February 2010, as proposed by RMP; in this circumstance, it would be 552 

reasonable to make an adjustment to the ECAM balancing account to credit to 553 

customers the 1.0 percent premium embedded in Utah base rates approved in 554 

Docket No. 09-035-23.  My understanding is Utah law prescribes that an ECAM 555 

can only be adopted in conjunction with a general rate case proceeding;  if an 556 

ECAM is approved that recognizes deferrals starting in February 2010, 557 

presumably the Commission would be adopting the ECAM  in conjunction with 558 

the prior rate case, Docket No. 09-035-23.  In such an instance, the 1.0 percent 559 

premium in rates should be credited to customers in the ECAM balancing account 560 

to maintain synchronization between Utah’s exposure to hydro risk in the ECAM 561 

and the recognition of hydro benefits in Utah rates.   562 
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  This adjustment, of course, would only be a one-time event; for all 563 

subsequent rate cases, so long as an ECAM was in effect, base rates would be set 564 

using the Rolled-in Allocation Methodology without a premium. 565 

Q. How would the amount of the credit be calculated? 566 

A.  It would equal 1.0 percent of the monthly base revenues paid by Utah 567 

customers, coincident with the months in which an NPC deferral is recognized for 568 

inclusion in the ECAM balancing account  569 

Q. What is the second alternative? 570 

A.  The second alternative would be to postpone any accruals to the ECAM 571 

balancing account until the start of the rate-effective period of the next general 572 

rate case, with base rates in that case established using the Rolled-in method.  573 

Deviations in NPC prior to that date would not be eligible for recovery (or 574 

refund). This approach would also ensure synchronization between Utah’s 575 

exposure to hydro risk in the ECAM and the recognition of hydro benefits in Utah 576 

rates. 577 

Q. What is the third alternative? 578 

A.  The third alternative is to recognize deferred NPC dating to February 579 

2010, as proposed by RMP, but to delay application of the Rolled-in Allocation 580 

Methodology to base rates until the next general rate case.  In my view, this 581 

alternative is sub-optimal in that it expressly allows for a period in which Utah 582 

customers are fully exposed to hydro risk without receiving a proportionate hydro 583 

benefit. 584 
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Q. How should your recommendation to switch to the Rolled-in Allocation 585 

Methodology be viewed in light of the Commission’s prior consideration of 586 

the MSP Revised Protocol? 587 

A.  The MSP Revised Protocol and the MSP rate mitigation cap (in 588 

conjunction with the use of the Rolled-in methodology) were conditionally 589 

approved by the Commission on December 14, 2004 in Docket No. 02-035-04.  590 

These mechanisms for determining Utah revenue requirements were 591 

recommended to the Commission as part of a multi-party Stipulation.  UAE is a 592 

party to that Stipulation and I testified in support of its approval. 593 

As I testified in 2004, the “Reservation of Rights” section at the end of the 594 

Stipulation was critical to UAE’s support of the MSP Revised Protocol.  That 595 

section makes it clear that neither support of the MSP Revised Protocol nor 596 

execution of the Stipulation will bind or be used against a party in the event that 597 

unforeseen or changed circumstances cause continued use of the MSP Revised 598 

Protocol to produce unjust or unreasonable results. 599 

In 2004, when the Stipulation was filed and conditionally approved, there 600 

was no ECAM in Utah.  In my opinion, the adoption of an ECAM subjecting 601 

Utah customers to hydro-related risk is a materially-changed circumstance, and I 602 

believe the continued use of the MSP Revised Protocol to determine Utah’s 603 

allocated share of system revenue requirements in conjunction with an ECAM 604 

would produce unjust and unreasonable results; consequently, as I discussed 605 

above, I am recommending that if an ECAM is adopted in Utah, then Utah’s 606 
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allocated share of system revenue requirements should no longer be based on the 607 

MSP Revised Protocol (and rate mitigation cap), but should be determined by the 608 

Rolled-in Allocation Methodology without a premium. 609 

Independently from the ECAM proceeding, the going-forward 610 

applicability of the MSP Revised Protocol has been the subject of heightened 611 

interest in Utah in recent months.  In its Order in Docket No. 09-035-23, issued 612 

October 19, 2009, the Commission reminded parties that its approval of the 613 

Stipulation in Docket No. 02-035-04 was conditional, and the Commission 614 

emphasized that “[i]f the projected savings to Utah in the later years, which 615 

substantially offset the increases in the early years, do not materialize, we may 616 

reconsider the further use of the Stipulation.” [Order at 1]  The Commission went 617 

on to raise the following question: 618 

We would like to know if the continued use of the 2004 Stipulation 619 
mechanisms to set Utah revenue requirement does and will produce results 620 
in Utah which are just, reasonable, and in the public interest.  Per the 621 
terms and conditions of the Revised Protocol, our staff raised this issue 622 
with the MSP Standing Committee on September 9, 2009, and suggested a 623 
schedule for addressing the issue.  Our intent today is not to hinder the 624 
development of a long term solution to the issue in MSP, but rather to 625 
make certain the rates we set in Docket No. 09-035-23 are just and 626 
reasonable. [Order at 2] 627 

 628 

Subsequently, in the Commission’s November 9, 2009 Order staying the 629 

October 19, 2009 Order, the Commission reiterated that, “Although constrained 630 

by the time remaining in this docket, we intend to have inter-jurisdictional 631 

allocation issues addressed and the reasonableness of any allocation established 632 

prior to our approval of any future changes in RMP’s rates.” [Order at 2] 633 
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My recommendation to utilize the Rolled-in Allocation Methodology for 634 

Utah if an ECAM is adopted is not intended to be a comprehensive discussion of 635 

all going-forward issues pertinent to the MSP Revised Protocol, but rather is a 636 

specific recommendation within the framework of the ECAM proceeding.  While 637 

adoption of my recommendation in this ECAM proceeding might appear to have 638 

implications for MSP discussions among representatives of PacifiCorp’s 639 

jurisdictions, it is not intended to preclude or preempt a new, negotiated MSP 640 

resolution among those parties.  Rather, my recommendation is tied to RMP’s 641 

voluntary pursuit of an ECAM; thus, my recommendation is more akin to the 642 

adoption of the MSP rate mitigation cap in the 2004 Stipulation, which governs 643 

inter-jurisdictional cost allocation to Utah, in co-existence with the MSP Revised 644 

Protocol among the signatory states. 645 

Q. As a party to the Utah MSP Stipulation dated June 28, 2004, in Docket 02-646 

035-04 and as a party that supported ratification of the Revised Protocol in 647 

that docket, UAE agreed to work in good faith to address interjurisdictional 648 

issues being considered by the MSP Standing Committee.  Has UAE done so? 649 

A.  Yes.  UAE, along with a number of other Utah participants, has actively 650 

monitored and participated in MSP Standing Committee activities over the past 651 

several years to address, among other things, concerns of Utah parties regarding 652 

continued application of Revised Protocol in Utah.  In addition, UAE has 653 

informed the MSP Standing Committee that adoption of an ECAM in Utah would 654 

constitute a changed circumstance that would cause it to conclude in good faith 655 
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that Revised Protocol would no longer produce just and reasonable results for 656 

Utah, and that UAE intends to propose in this docket that adoption of any kind of 657 

ECAM should be conditioned upon simultaneous adoption of the Rolled-in 658 

Allocation Methodology for all interjurisdictional cost allocation ratemaking 659 

purposes in Utah. 660 

 661 

Carrying Charge on ECAM Balancing Account 662 

Q. What carrying charge has RMP proposed to be applied to any ECAM 663 

balancing account? 664 

A.  As stated by Mr. Duvall, RMP is proposing that the ECAM balancing 665 

account earn the Company’s most recently approved rate-of-return. 666 

Q. Do you agree with this proposal? 667 

A.  No.  The proposed ECAM adjustor charge is designed to pay off each 668 

year’s balancing account accrual in twelve months – a relatively short period of 669 

time.  Consequently, there is no need for an equity component to be included in 670 

the carrying charge applied to the balance; rather, it is more appropriate for the 671 

carrying charge to reflect RMP’s cost of debt.  Arguably, RMP’s cost of short-672 

term debt could be used for this purpose.  A reasonable middle-ground alternative 673 

is to use the cost of long-term debt, consistent with the carrying charge of 5.98 674 

percent approved in this docket (and Docket No. 10-035-14) for any deferred 675 

NPC or REC revenues that may be approved by the Commission.7 676 

                                                           
7 Docket Nos. 09-035-15 and 10-035-14, Report and Order on Deferred Accounting Stipulation, July 14, 
2010 at 5-6. 
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Time Period for ECAM Measurement 677 

Q. What time period has RMP proposed for measuring the ECAM balancing 678 

account for the purpose of setting an ECAM adjustor charge? 679 

A.  RMP has proposed an annual measurement period for the purpose of 680 

establishing the ECAM adjustor charge, although the dollar value of the NPC 681 

deferrals would be measured (i.e., tracked) on a monthly basis. 682 

Q. Do you concur with this proposal? 683 

A.  Yes.  Because deviations from NPC are likely to fluctuate during the 684 

course of the year, if an ECAM is adopted it is preferable to set the ECAM 685 

adjustor charge on an annual basis.  Administratively, it makes little sense to set a 686 

positive adjustor charge to recover positive NPC deviations for one part of a year, 687 

only to follow it with a negative adjustor charge for a subsequent part of the year 688 

if the deviations were to reverse for that subsequent portion of the year. 689 

Q. What calendar period is RMP proposing for ECAM measurement? 690 

A.  RMP is proposing that the annual ECAM measurement period run from 691 

October 1 to September 30.  The annual ECAM balance to be recovered would be 692 

presented on December 15 and the ECAM adjustor charge would take effect the 693 

following February 1. 694 

Q. What is your assessment of this aspect of RMP’s proposal? 695 

A.  I have no recommendation regarding the use of a particular calendar 696 

period.  I suggest that the Commission select a period that is most 697 

administratively convenient for the parties tasked with reviewing RMP’s filing. 698 
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I note that in the example calculation I present in UAE Exhibit 1.2D 699 

(KCH-2), I used the October 1 through September 30 period proposed by RMP, 700 

simply for consistency with the Company’s proposal.  I also note that use of this 701 

calendar period in the example requires that the inaugural ECAM adjustor charge 702 

be based on a partial-year ECAM balancing account, which I illustrated in my 703 

example for the sake of consistency with the Company’s proposal. 704 

 705 

Rate Design: Time of Day and Voltage-Differentiated ECAM Adjustor Charges 706 

Q. What has RMP proposed with respect to rate design for the ECAM adjustor 707 

charge if an ECAM is adopted? 708 

A.  As described by Mr. Griffith, RMP is proposing that the ECAM adjustor 709 

charge (proposed Schedule 94) be applied as an equal cents-per-kWh rate, after 710 

adjusting for voltage level losses, for all tariff schedules, except time-of-day 711 

Schedules 6A, 8, 9 and 9A.  For Schedules 6A, 8, 9 and 9A, there would be 712 

separate on-peak and off-peak ECAM adjustor charges for the periods from May 713 

through September and for the periods from October through April; the ECAM 714 

adjustor charge would be shaped proportionately to follow the base energy rates 715 

for these time-of-day schedules, while the overall cents-per-kWh amount for each 716 

of these schedules would be equal to the cents-per-kWh amount applicable to the 717 

non-time-of-day tariff schedules, after adjusting for voltage level losses. 718 

Q. What is your assessment of the rate design features proposed by Mr. 719 

Griffith? 720 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 34 of 38 

 

 

A.  I agree with Mr. Griffith’s proposal to shape the ECAM adjustor charge 721 

by time-of-day to reflect the shape of the base energy charge for time-of-day-722 

billed rate schedules, as it is consistent with maintaining the underlying price 723 

signals in the rate design.  I also strongly support differentiating the charge based 724 

on voltage of service. 725 

Q. Why should an ECAM adjustor charge be differentiated by voltage level? 726 

A.  An ECAM adjustor charge should be differentiated by voltage for the 727 

same reasons that base rates reflect voltage differences: customers taking service 728 

at higher voltages incur fewer line losses.  Consequently, higher voltage 729 

customers require fewer kilowatt-hours of generation at input to meet a given 730 

level of energy consumption delivered to their meters.  The ECAM adjustment 731 

charges for customers should be designed to reflect these line loss differences.  I 732 

note that RMP’s ECAM adjustor charge in Idaho is differentiated by voltage; I 733 

support the application of the same design concept in Utah if an ECAM is 734 

adopted. 735 

 736 

Deferral of Renewable Energy Credits 737 

Q. Briefly describe the nature of Renewable Energy Credits. 738 

A.  RMP is able to sell the renewable energy “attributes” associated with the 739 

generation output of certain renewable generation facilities such as wind, 740 

geothermal, and small hydro plants.  These attributes have value to other utilities 741 

that are required to procure specified amounts of renewable energy pursuant to 742 
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state statutes and regulations.  When these attributes are sold in the marketplace, 743 

the exchanged product has come to be known as RECs or Green Tags.  Because 744 

REC sales are made using assets that are paid for by customers, the revenues from 745 

REC sales are appropriately treated as a revenue credit against the revenue 746 

requirement recovered from customers in a rate case. 747 

Q. In its application for an ECAM, did RMP seek to include REC revenues in 748 

the ECAM balancing account? 749 

A.  No.  REC revenues are recorded in Account 456, Other Electric Revenue.  750 

This account is not among those proposed by RMP for inclusion in the ECAM. 751 

Q. Are you familiar with UAE’s application for a deferred accounting order for 752 

incremental REC revenue filed in Docket 10-035-14? 753 

A.  Yes, I am. 754 

Q. How does UAE’s application for a deferred accounting order relate to the 755 

rate design of an ECAM? 756 

A.  There is no direct or necessary relationship.  In my opinion, UAE’s 757 

application for a deferred accounting order should be addressed on its merit as 758 

part of setting rates in the next rate case proceeding.  My view is that incremental 759 

REC revenues should be credited to customers as an offset to rates irrespective of 760 

whether an ECAM is approved. 761 

Q. Do you agree with the assertion in UAE’s application that RMP has 762 

experienced an increase in REC revenue, over and above what is recognized 763 

in Utah rates, that was unforeseeable and extraordinary? 764 
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A.  Yes.  2009 was a year in which REC values soared to unprecedented 765 

levels.  The magnitude of change in the amount of REC revenues was certainly 766 

extraordinary and the change was not foreseeable to parties who were not directly 767 

involved in the negotiations that led to the tremendous run-up in the price of the 768 

RECs that RMP sold to others. 769 

Consider that on November 12, 2009, RMP filed rebuttal testimony in 770 

Docket No. 09-035-23 in which the Company stated that for purposes of the rate 771 

case, $18.5 million represented a reasonable level of its system-wide REC 772 

revenues for the test period ending June 2010.8  The Commission’s Report and 773 

Order in that docket, dated February 18, 2010, utilized that value in setting Utah 774 

rates.  However, 2009 actual system-wide REC revenues had turned out to be 775 

$50.8 million.9  And by March 18, 2010, RMP had stipulated in Wyoming to 776 

system-wide REC sales of $84.4 million for Calendar Year 2010, with a provision 777 

for a true-up.  Projections in excess of $80 million had been proposed a full month 778 

earlier by parties to the Wyoming case.10  In a matter of weeks, the Company’s 779 

projections for REC sales grew by orders of magnitude as the Utah rate case was 780 

being concluded.  In my view, the case for deferred accounting treatment of the 781 

incremental REC revenues is compelling; this sequence of events provides strong 782 

background in support of this view. 783 

                                                           
8 Rebuttal testimony of Steven R. McDougal, pp. 5-6. 
9 Attachment 2.12.b to RMP Response to UAE 2.12.b. 
10 Wyoming Docket No. 20000-352-ER-09.  “Stipulation and Agreement,” filed March 18, 2009.  See also 
direct testimony of Denise Kay Parrish on behalf of the Office of Consumer Advocate and direct testimony 
of Kevin C. Higgins on behalf of Wyoming Industrial Energy Consumers. 
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I note that UAE’s proposed deferred accounting treatment, if approved, 784 

would only recoup for customers that portion of incremental REC revenues that 785 

are booked starting February 22, 2010.  The surge in REC revenue values realized 786 

by RMP in 2009 will be retained in full by the Company. 787 

Q. If an ECAM is approved, should REC revenues be included? 788 

A.  Not necessarily.  As I stated above, given the extraordinary and 789 

unforeseeable circumstances surrounding the surge in RMP’s REC revenues 790 

around the time of the conclusion of the prior Utah rate case, RMP’s incremental 791 

REC revenues should be credited to customers as an offset to rates irrespective of 792 

whether an ECAM is approved. 793 

If an ECAM is adopted, I believe it is still preferable for the matter of 794 

incremental REC revenues to be considered on its own merit in a ratemaking 795 

docket.  That is, it is not necessary for an ECAM to be adopted, or for an ECAM 796 

that recognizes REC revenues to be adopted, in order to obtain a reasonable 797 

outcome for customers on this matter.  At the same time, it would be preferable, 798 

of course, for incremental REC revenues to be included in an ECAM than to not 799 

be recognized as a credit to customers at all. 800 

 801 

Impact on Authorized Return on Equity 802 

Q. If an ECAM is adopted, should there be some reflection of this in the level of 803 

the utility’s authorized return on equity? 804 



UAE Exhibit 1D 
Direct Testimony of Kevin C. Higgins  

UPSC Docket 09-035-15; Phase II 
Page 38 of 38 

 

 

A.  Yes.  Return on equity includes a component that compensates 805 

shareholders for risk.  The adoption of an ECAM would reduce this risk, all other 806 

things being equal.  Consequently, the adoption of an ECAM should result in a 807 

lower authorized return on equity than would otherwise obtain. 808 

 809 

Q. Does this conclude your direct testimony? 810 

A.  Yes, it does. 811 
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