- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

In the Matter of the Investigation ) DOCKET NO. 995310
Into the Reasonableness of Rates )

and Charges of PacifiCorp, dba )

Utah Power & Light Company ) REPORT AND ORDER

ISSUED: May 24, 2000

SHORT TITLE

PacifiCorp 1999 General Rate Case

SYNOPSIS

The Commission changes Pacificorp’s annual reveegirement by $17.04 million,
based on an adjusted 1998 test year and an all@tedf return on equity of 11 percent. The
Commission also adopts a Lifeline rate for cust@wdno qualify and establishes a new line
extension policy. The percent revenue increasedidential, irrigation, small commercial, and
lighting customers is 4.24 percent. The percergmae increase to large commercial and
industrial customers is less than 1 percent.
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|. PROCEDURAL HISTORY

On September 20, 1999, PacifiCorp, d.b.a. Utah iPawe Light (Utah Power, PacifiCorp,
or Company) filed an application to increase reesnoy $67 million or 9.9 percent. PacifiCorp
has recently completed a merger with ScottishPoaret,this name may appear in the text of this
Report and Order.

Interveners were: Salt Lake Community Action Paogr(“CAP”) and Crossroads Urban
Center (“Crossroads”), Nucor Steel, a Division afcdr Corporation (“Nucor”), Magnesium
Corporation of America (“Magcorp”), Utah Farm Buuelgederation (“Farm Bureau”), the Utah
Industrial Energy Consumers (Abbott Critical Cdfairchild Semiconductor Corporation,
Holnam, Inc., Kennecott Utah Copper CorporatiormBerly-Clark Corporation, Micron
Technology, Inc., Praxair, Inc., and Westinghouses&rn Zirconium Division, “UIEC”), the
Large Customer Group (Alliant Aerospace Companygvttn Company, Cordant Technologies
- Thiokol Propulsions, E. A. Miller, Inc., Genev&e8l, Hexcel Corporation, Intermountain
Health Care, Thatcher Chemical Company, and Weslectrochemical Company, “LCG”), the
Land and Water Fund of the Rockies (“LAW Fund”)ddhe Office of Energy and Resource
Planning ("OERP”).

On December 16, 1999, a technical conference widsonehe Company’s proposed changes
to its Line Extension Regulation and General LixéeBsion Policy.

On January 10, 2000, the Company filed a motioh #ie Commission seeking an extension
of the schedule in this docket. The Company agtieatl as a condition of the Commission
approving the proposed schedule extension, theideddr the final order in this docket be
extended to May 24, 2000, and the Commission isanedimended Scheduling Order to this
effect.

On February 1, 2000, the Large Customer Group &leabtion with the Commission to
extend by one week, through February 11, 2000fjlithg of the prefiled direct testimony of its
witness. On February 3, 2000, a hearing was helth@® motion filed by the LCG. On February
15, 2000, the Commission issued an order extertim@ CG filing deadline for prefiled direct

testimony, exhibits, and workpapers from Februaty Bebruary 11, 2000, with the LCG to
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respond to data requests from the Company reladiitg prefiled direct testimony within one
week of service of a data request.

The Company, the Division, the Committee, the LaZgstomer Group, the Utah Industrial
Energy Consumers, the Land and Water Fund, UtailceOdf Energy and Resource Planning,
and the Salt Lake Community Action Program/Crosgsdadrban Center filed testimony in this
proceeding. The Commission held hearings MarcB27and April 3-7, 2000. Public witnesses
were heard March 29, 2000. On April 28, 2000, WRalkver, the Division, the Committee, the
Large Customer Group, the Utah Industrial Energgstimers of the Large Customer Group,
and the Salt Lake Community Action Program/Crosgsdarban Center filed post-hearing

briefs.

[I. ADJUSTED 1998 TEST YEAR REVENUE REQUIREMENT

A. COST OF CAPITAL

Using a hypothetical capital structure, with comgainweights for long-term debt, preferred
equity and common equity of 47.4 percent, 3.8 per@nd 48.8 percent, respectively, and
undisputed costs of long-term debt and preferrentyqf 7.231 percent and 6.017 percent,
respectively, and an allowed rate of return on comeequity of 11 percent, we conclude that a
rate of return on investment of 9.0241 percendiisédnd reasonable.

1. Capital Structure

The Company recommends a hypothetical capital tstreiconsisting of 47.4 percent
long-term debt, 3.85 percent preferred stock, &8 gercent common equity. This was derived
from the average capitalization of comparable aledatilities used to develop the Company’s
return on equity recommendation. The Division agm#h this recommendation because the
debt-to-equity ratio falls within the range recormded by Standard and Poors for utilities with
similar risk. The Committee recommends a cagiiaicture of 47.9 percent long-term debt,
5.95 percent preferred stock, and 46.3 percent camequity, derived from the average capital
structure of the firms used in its sample. Undesg examination, the Committee witness

acknowledges that some of the firms in this samgideived less than 75 percent of their
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revenues from electric operations, and of thesagesare highly leveraged.

We find that the Company’s sample of comparabhadirs a reasonable basis upon which to
determine a hypothetical capital structure. Isprds a consistency between recommended
return on equity and capital structure. We theetcept the capital structure recommended by
the Company and supported by the Division.

2. Cost of Common Equity

The authorized rate of return on common equityGbenpany’s profit rate, is determined by
the return necessary to attract investment in @gany’s common stock. This determination
is as much an art as it is a science. The audwbriate of return set in this case will help
determine the level of just and reasonable pribesged for electric services and will provide the
Company with the opportunity to earn a fair andsogble return on its investment. There is no
guarantee that the Company will earn that reté®ather the intent is to give the Company a
legitimate opportunity to earn this return, assugréompetent management and normal market
conditions. The authorized rate of return is regigned to insulate the Company from business
and financial risks, but is set in recognition leé financial and business risks it faces.

a. Positions of Parties

Three parties present testimony and recommendatioasfair and reasonable rate of return
for the Company. Each applies a variety of finahmodels to the data of the Company and a
group of comparable companies, and obtains a raihgesonable estimates from which a
recommendation is drawn. Each uses judgment ézts@lputs and assumptions for the models,
and to reach conclusions. Each acknowledgestibaEommission must use judgment and
discretion to determine a fair and reasonableafteturn for the Company.

PacifiCorp. PacifiCorp recommends an allowed rate of returrequity of 11.25
percent, and a range of reasonable returns it plaice0.2 to 13.2 percent. The Company uses a
variety of Discounted Cash Flow (DCF) models ad aglrisk premium analyses to present a
range of reasonable estimates for its of returnanmon equity. Its recommendation depends
upon capital market conditions as well as factéfieciing both the electric utility industry and

the Company.
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The Company applies DCF analyses to a group of ecalpe companies that have attributes
similar to PacifiCorp. Although it discounts thesults of the constant growth DCF model
because of recent volatility in dividend policyet@ompany nonetheless uses the model to
produce an average and median estimate of 10.2meaind 10.3 percent respectively. The more
cumbersome but theoretically sophisticated nontemgrowth version of the DCF produces a
higher and broader range of 11.0 percent to 1Ir€&pé A variant of this method uses a ten-
year transition period between growth periods adiyces a range of 11.2 percent to 11.3
percent.

To buttress DCF results, Utah Power performs apisknium analysis which compares the
authorized returns on equity for electric utilitedsring the period 1980-1998 with
contemporaneous long-term utility debt rates. difference between the two is said to be the
risk premium. An empirical analysis of this higtostates the Company, reveals an inverse
relationship between the level of interest ratasthe size of the risk premium; i.e., as interest
rates rise, the risk premium gets smaller. Regresmalysis is used to quantify the relationship
such that a one percent increase in the interestaads to a .55 percent increase in rate ofiretur
on common equity. Applying this to interest rates Company uses in direct testimony yields
estimates of 12.92 percent to 13.19 percent.

The Company points out changes in economic comditsince the filing of direct testimony,
most importantly an increase in utility bond radégsbout 35 basis points (one hundred basis
points equal one percentage point). Since Docke®M&35-01, interest rates have climbed
from 7 percent to 8 percent. The Company belishest-term interest rates will continue to
climb, due to actions some expect of the FederakRe Board (Fed). While the impact of Fed
policy on long-term rates is uncertain, interestsayenerally move together. Thus, the Company
stresses that the cost of capital has increased e last rate case. In short, the Company
points to the recent rise in utility bond rateg #uded uncertainty associated with the transition
of the industry to a more competitive structure @mmpany-specific factors such as its merger
with Scottish Power, as key considerations suppgits 11.25 percent rate-of-return

recommendation.
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The Division. The Division advocates a range of reasonablgngtof 10.8 to 11.2
percent, from which a midpoint estimate of 11 petdge recommended for the allowed return on
equity. This Division recommendation relies priftyaon estimation results from its DCF
modeling, using Capital Asset Pricing Model (CAPamalysis plus Standard and Poor’s single-
A utility bond rating criteria to establish the seaableness of the DCF results. Since the
Division’s recommended return on equity of 10 patde Docket No. 97-035-01, it suggests that
changes in both interest rates and stock pricesatela higher return recommendation today. In
its direct testimony, the Division recommends dove¢d return of 10.5 percent, but revised this
during hearings for an updated analysis which ctsra data timing mismatch and a
computational error. The Division concludes tlnat ¢riteria used by the Company to select a
sample of comparable companies is correct if thepéaris revised to exclude outliers having
anomalously low or high growth rates. The Compamoaoved only those companies having
negative growth rates from its sample.

With these factors in mind, the Division rerunsatsstant-growth DCF model with an 11
percent return result. The Division employs bathstant-growth and non-constant-growth
forms of this model and averages the resultsedpaonse to Company arguments about the merit
of these forms, the Division testifies that the fwomstant growth model is more elegant but the
assumptions either requires are equally uncertaamtbtrary. It criticizes the range of inputs the
Company employs in its non-constant DCF model tmlpce a higher rate of return as too
restricted. The Division supports a broad range¢He DCF analysis and argues that averaging
the results of model runs mitigates the impactsstianptions and analyst judgments. This
analysis indicates a return of approximately 1 eet.

The Division performs a CAPM analysis to checkvhbdity of its DCF results. This model
adds a risk premium, determined to be the riskadrapany’s stock relative to the risk of the
stock market as a whole, to the risk-free interatgt. The Division uses the midpoint of a 13-
week average of 30-year treasury bonds for its oreas the risk-free interest rate. The betas, a
measure of correlation between the stock’s riskthednarket'’s risk, range from a low of .45 to

a high of .65 . The risk premium can be estimatealvariety of ways, including reliance on
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published sources. The Division uses a long-rraye and end-point of a standard confidence
interval of U.S. stock returns to estimate rateetdirn. With an 8 percent premium, the
appropriate ROE for the sample is 10.4 perceriesthe Division.

A further check on the reasonableness of DCF esskd by the Division is Standard and
Poor’s bond-rating criteria. One important criberis the times-interest-earned ratio, which is
the ratio of a utility’s profit before taxes, plugerest charges, divided by interest chargess Thi
is accepted as a measure of a company’s abilityetet fixed debt obligations. With its
recommended rate of return and capital structheerdtio is 3.63, within the range required to
maintain a single-A bond rating. Higher rates afine have little impact on the ratio results and
are not, in the Division’s opinion, justified. it$ opinion, an authorized rate of return of 11
percent is fair and reasonable to investors ampagers.

The Committee The range of reasonable returns found by therGittee is 10 to 11
percent, and its recommended return on equityeisriadpoint of that range, 10.5 percent. The
Committee reviews three financial models and thaparable earnings approach, but prefers the
constant-growth DCF model for its simplicity ancthese it is the version most used by
investors. The model is applied to a group of canigs the Committee believes are reasonably
comparable to PacifiCorp. This sample group dsffeom the Company’s in that it contains only
companies having a single-A bond rating but incufilens that derive less than 75 percent of
their revenues from electric operations. Otheryssates the Committee, the sample would
contain fewer firms than is appropriate for thelgsia. So while the Company expands its
sample by including firms with bond ratings of daé\ or better, the Committee includes firms
with more diversified operations.

Selection of DCF inputs, such as stock prices andiegs growth rates, greatly influence the
results, emphasizes the Committee. It therefong@ya a variety of estimates of growth rates
and average prices of stocks to obtain a ratetofrr&stimate. A three-month average of the
stock price is recommended to smooth daily prigetélations, and a near-term growth rate,
based on Value Line’s forecasted dividend growté,rand a long-term growth rate, based on a

retention growth rate, are used. This approactoteconstant dividend growth, according to
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the Committee, avoids both economic forecasts anthaupported relationship between utility
dividend growth and economic growth. The Commitisgries estimating average expected
return on equity using near- and long-term growaties and average prices is reasonable. Its
analysis supports a range of reasonable returmgebatl10 percent and 11 percent.

A risk-premium, or bond yield plus risk premium, imed is used by the Committee to check
the reasonableness of its DCF results. This mathbdsed on the theory that the required rate
of return on equity will be higher than the retarnbonds because equities are inherently more
risky. The equity investor stands last in lineaadaimant on the earnings of the firm. The
Committee notes, however, that bonds do carry i@ndst rate risk, independent of a firm’s
financial or business risk, that arises becausgast rates may change while a fixed-yield bond
is held. Interest rates are inversely relatedhéonbarket price of a bond. Interest rate risk, the
Committee asserts, upsets the assumption that presnium is constant over time and means
that the risk premium method is not reliable asimary return estimation method.
Nevertheless, the Committee calculates a 197838 1i8k premium for PacifiCorp as an
average of 3.01 percent over utility bond rates4d8 percent over Treasury bond rates. When
applied to current bond yields, this produces e-adtreturn range of 10.95 percent to 11.41
percent.

The CAPM model is, in the Committee’s opinion, &set of the risk premium approach.
Applying it, the Committee derives a rate-of-retuange of 7.30 percent to 10.10 percent for
PacifiCorp and 8.10 percent to 10.74 percent ferGbmpany’s sample of comparable firms.
More weight is given in the Committee’s analysishe results of the DCF model, however, to
support its return recommendation of 10.5 percent.

b. Discussion, Findings and Conclusions

The range of point rate-of-return estimates fountestimony is 10.5 percent to 11.25
percent. In the March 4, 1999 Report and Ord&anket No. 97-035-01, the Commission
found a return of 10.5 percent fair and reasona8lace that time, however, economic
conditions have changed as shown by increasingesiteates and single-A-rated utility bond

rates. In the present proceeding, utility bon@édyan average of 8.22 percent, approximately
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100 basis points higher than during the precediogkbt. There is, however, conflicting
evidence on the present record about interest, siteee 30-year Treasury bonds have a lower
yield than they did a year ago. Short- and lomgitimterest rates apparently are not moving in
concert, contrary to normal expectations. Thentdecline in the 30-year bond yield may be an
anomaly. Unusual recent volatility in the NASDAQdathe New York Stock Exchange may be
leading investors to less risky investments in togrgn government bonds. An increase in
demand could raise the price of these bonds, dangetheir yields.

Under normal circumstances, the costs of debt godyemove together. Regression
analyses performed by the Company attempt to dyahe relationship between interest rates
and return on equity. This analysis indicates tagg of return increases about 55 basis points
per 100 basis points increase in utility bond yidlicthis relationship is valid, PacifiCorp’s
return would increase to 11.05 percent, given reiceéerest rate changes. The Division casts
doubt on this analysis, however, repeating pointsade in the previous Docket, No. 97-035-01,
particularly its opinion that no theoretical basigsts to support it. Without a theoretical basis,
the Division recommends against reliance on theqed relationship.

Nevertheless, the evidence on the cost of debtifeaniinding that utility bond rates have
increased since the previous Docket. In the Coripapinion, this supports a return of at least
11 percent. Financial model results indicate thatreasonable range for rate of return varies
with the particular model employed and the inpguagptions each analyst makes. As in the
past, we continue to rely on DCF analyses, buth@svitnesses suggest, use the risk-premium
and CAPM analyses as reasonableness checks. Weebile constant growth model of the
DCF is adequate for estimating return, but looth®non-constant growth model for support.

A representative sample of comparable companiesgertant. The Committee’s use of
firms that derive a relatively small proportiontbéir revenues from electric operations causes us
to discount its analysis somewhat, because thedgrovides better support for the sample
firms selected by the Company and the Division. aiéeaware, however, that the elimination
from the Company’s sample of only those firms hguow or negative growth rates, while

retaining those having abnormally high ones magt teabiased results. We accept as more
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reasonable the sample recommended by the Divisiamhich both high and low growth rate
outliers have been removed.

The Company’s non-constant growth DCF gives shghidjher return estimates than those
derived from the constant growth form. On thisorelg we cannot adequately explain or accept
the difference, and continue to interpret resudisel on knowledge that each analyst subjectively
chooses model assumptions and inputs. These eatlygnfluence modeling outcomes. At
times in the past, this has led us, when the reisarchdequate to do otherwise, to seek an
allowed return by averaging model results. In igket, the range of return recommendations
is narrow. Only 75 basis points separates thems makes a decision much more apparent.
Financial modeling results support an allowed retfrll percent, and the same conclusion may
be drawn when these results are averaged andrtiesaf comparable firms recommended by
the Division is employed. This result is furthepported by the increase in cost of capital that
the record shows has occurred since our last rder o1 Docket No. 97-035-01. We conclude
an allowed rate of return on equity of 11 percerftir and reasonable for both stockholders and
ratepayers.

B. INTERJURISDICTIONAL ALLOCATION ISSUES

1. Normalization of Firm Retail Peak Loads

One of the primary influences in the allocatiorcosts among jurisdictions is the System
Generation (SG) factor. The SG factor is a weiglaeerage of the System Capacity (SC) factor,
a measure of peak load responsibility, and theeBy&nergy (SE) factor, a measure of annual
use. The weights are 75 percent for the SC fartdr25 percent for the SE factor. The SG
factor is used to allocate, among other costsinestment and non-fuel expenses associated
with the Company’s production and transmission fioms. To construct the SC factor, the hour
when the combined firm retail loads of all juridibos attain a maximum is identified for every
month of the test year. Each jurisdiction’s loadneasured in megawatts at the identified peak
hour of the month. The monthly peak loads for gaasdiction are then added together to
obtain an annual jurisdictional figure. The SCtéags the ratio of a jurisdiction’s annual figure

to the total for all jurisdictions. This is knovas the 12-coincident peak method.
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In the Division’s judgment, the growth in Utah’s $&tor was abnormal and should be
normalized, due in part to the shift in the systeimter peak loads from the morning to the
evening. The SC factor is relatively sensitivetianges in the time of day used to identify the
monthly peak. In 1998, all four monthly system t@mpeaks occurred during the evening. In
contrast, there were no system winter evening peak890, 1991 1993, or 1994, one in 1992,
1995 and 1996, and two in 1997 and 1999. In thesidin’s judgment, 1998 peak loads are
abnormal, resulting in higher than normal SC and&®rs for Utah. To compensate for the
anomalous four peaks, the Division recommends asing the 1997 SC factor by its 1992 to
1996 average annual growth rate of four percenbtain a normalized 1998 SC factor. This
growth rate is supported by statistical analy$telative to the Company, the Division’s
adjustment reduces the SC factor from 34.9593 petoe34 percent and reduces the SG factor
from 34.8781 percent to 34.1587 percent. Usindgidtanadjusted results of operations and the
Commission’s 11 percent allowed rate of return guity, determined previously, these changes
in allocation factors, along with related changedeferred income tax factors, reduce revenue
requirement by $3,698,481 relative to the Comgaieither the Committee nor the Large
Customer Group (LCG) took a position on this issue.

The Company opposes the Division’s normalizing sitient because it believes the1998 SC
and SG factors are consistent with general loadirerends during 1992-1998. It explains the
shift to system winter evening peaks as a resutiaaf growth in Utah relative to other states.
Prior to the 1989 merger, Utah Power peaked iretteming during three and sometimes all four
of the winter months. In addition, the use of #leity for space heating is declining in the
Pacific northwest. The Utah jurisdiction’s, astitist from the system’s, winter peaks during
1992-1999 have all occurred during the evening.

The Division demonstrates to our satisfaction thatoccurrence in 1998 of four winter

peaks is an anomaly. If our own observation ofghiern of system winter evening peaks were

' The Company’s unadjusted results of operationt)fah require revenues be increased by $48,960¢798 t
earn the Commission-authorized 11 percent ratetafm on equity. Using the Division’s allocatiacfors to obtain
Utah unadjusted results, revenues must be incrdps$d5,262,317 to earn an 11 percent rate ofmatorequity.



DOCKET NO. 99-035-10
-11-

not enough, the Division’s statistical analysipéssuasive. We conclude from the record that

the dispute over the number of winter evening peiales not alone explain the deviation of the
SC factor from the 1993 through 1997 trend linethle absence of an appropriate explanation,
we find it reasonable to apply to the 1997 SC fattte growth rate derived by the Division from
historical data.

2. Time Of Peak For The Measurement Of Firm RetaiLoads

The assumption underlying the Company’s methoatefjurisdictional cost allocations is
that wholesale transactions provide an overall fietoeretail customers. In this approach, the
costs of wholesale service are borne by firm retatomers and the revenues from wholesale
transactions are allocated to firm retail custonasra credit to offset these costs. This is the
revenue credit treatment of wholesale activityue@o recent moves toward competition and the
growth in the Company’s wholesale activity, the Quoititee is concerned that retail customers
may be subsidizing wholesale transactions. In 1848il and wholesale each were
approximately 50 percent of total Company sales.

In the Committee’s view, because the Company Hamaobligation to meet both retail and
wholesale loads (both are included in the CompaREMPP integrated resource plans), and
wholesale sales are of a relatively significanesthe time of the system peak should be defined
by the hour in which the combination of firm retarid firm wholesale loads peak, not when firm
retail loads alone peak. The Committee recommbadsg the SC allocation factor on each
jurisdiction’s peak demand at the time when the lnoation of retail and wholesale loads peak
each month. This adjustment reduces revenue mgairt by about $4.2 million. In addition,
the Committee recommends establishing a forum doess the treatment of jurisdictional
revenue responsibility, both retail and wholesal¢he wake of recent changes in Company
direction and wholesale markets, and possible éuthanges in the electric utility industry.

The Division opposes the Committee’s adjustmenabse it may produce volatile results
and is inconsistent with the revenue credit apgrdacetail ratemaking, which the Division
supports in this Docket. The Division, howeveresisupport the Committee’s recommendation

to establish a forum to investigate the jurisdictibrevenue requirement responsibility between
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wholesale and retail customers. They suggessteiof loads to be used in determining the
time of system peak could be studied in such anfioru

The Company opposes the Committee’s recommendatidrehange in the measurement of
peak load responsibility affects all states andukhérst be discussed at the Pacificorp
Interjurisdictional Task Force on Allocations (PIJ;Ahe Company argues. It also points to
treatment of wholesale loads at the Federal Eneegulatory Commission (FERC), where they
are excluded from the reporting requirement usatktermine the hour of system peak. The
Company further argues that the long-term obligateserve wholesale contracts differs from
the obligation to serve retail and FERC requirensenvice loads, and wholesale contracts are
included in the RAMPP planning process for theimtcact period only and not beyond.
Volatility of wholesale sales can distort the hofisystem peak, such that outside influences
produce changes in retail cost allocation.

We will not accept the Committee’s recommendatmbdse the time of peak on both retail
and wholesale loads. The reasons to reject ihgboyethe Company and the Division are
convincing on this record. We will, however, ortlee establishment of a forum, as
recommended by the Committee and the DivisiontHerpurposes they have identified.

3. Treatment Of 1997 And 1998 Retail Special Coruircts

The loads and revenues from firm retail specialreats signed before 1997 are assigned to
the jurisdiction in which the customer is located avhere the contract is approved. An
agreement was reached among the staff represastatithe states participating in PITA to use
the revenue credit approach to allocate, rather éisgaign, the revenues from firm special retail
contracts signed beginning in 1997. The load ftbese recent contracts is removed from the
calculation of a jurisdiction’s load-based allooatifactors, so the cost of serving these contract
customers is borne by remaining firm retail custsnand the revenues are allocated to all
jurisdictions as a credit to offset the allocatedts.

This treatment disadvantages Utah since Utah hatsvedy few of these special contracts
relative to other states. The Committee recommasdgnment of the loads and revenues from

firm retail special contracts signed in 1997 anél8.® the jurisdiction in which the contract was
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approved. The effect of this adjustment is to cedievenue requirement by slightly less than
$4.7 million.

The Committee’s adjustments for the time of sysperak and the treatment of firm retail
special contracts affect deferred income taxestlamallocation factors based on deferred taxes.
The Committee did not address this issue when deniig adjustment, and agrees that the
deferred tax allocation factors should be adjudtetidoes not agree with the Company’s
correction of the tax factors necessary to implerttesm Committee’s adjustment. The effect of
the Committee’s two adjustments, discussed herebade, is not independent. Relative to the
Company, the combined effect of both of the Conmerit adjustments reduces the SC factor
from 34.9593 percent to 33.4855 percent, reduaSHEfactor from 34.6347 percent to 33.5118
percent, and reduces the SG factor from 34.8783epeto 33.4921 percent. Using Utah’s
unadjusted results of operations and the Commissadlowed rate of return on rate base,
determined previously, these changes in allocdtiotors reduce revenue requirement by
$8,778,274 relative to the Company’s allocationdes? The effect of the time of peak
adjustment is just slightly less than the effedthef special contract adjustment.

Initially the Division supported a similar adjustntgbut withdrew its proposal and
recommends that the Commission defer this issudisoussion at PITA before taking
independent action.

The Company argues that assigning firm retail gp@cintracts to the jurisdiction in which
the contract is approved, the “host” jurisdictiosises the host’s revenue requirement and
delivers more of the contribution to fixed costsm-host jurisdictions. This provides an
incentive for the host jurisdiction to reject s@da@ontracts that may benefit the entire system.
The Company states it is indifferent as to whethese contracts are assigned to the respective

host jurisdictions or allocated to all jurisdictinlts interest is that all states adopt the same

2 As stated previously, the Company’s unadjustedltsestioperations for Utah require revenues be
increased by $48,960,798 to earn the Commissidmared 11 percent rate of return on equity. Usig
Committee’s allocation factors to obtain Utah unatid results, revenues must be increased by $,0/448to earn
an 11 percent rate of return on equity.
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treatment. Otherwise, it is exposed to the riskehg unable to recover all of its costs, and will
be forced to discontinue special contracts as ¢éxpyre. The Company maintains that the Utah
Commission should accept the commitment the Divisiade at PITA to allocate these
contracts. If the Commission wishes to revert dackssigning special contracts, this should be
done for new contracts rather than those the shaies agreed to allocate.

For the purposes of this case, we do not accednemittee’s adjustment. The future
treatment of special contracts is not resolvechizy@rder. For the present, we make no change
in treatment of special contracts. We do not acttepDivision’s recommendation to have PITA
examine the issue before we take independent ac@uiy the staffs of commissions are
members of that group; other concerned partiea@treepresented there. Nor are the decisions
reached at PITA in any way binding on this Comnaissbut are simply a potential basis for
Division recommendations here.

4. Account 903 Allocation Factors

Prior to 1996, the Company used local offices,tecad throughout its service territory, to
interact with customers either face-to-face orddgphone for a full variety of service and billing
purposes. Since then, two new regional busineggisehave replaced the local offices, which
have been closed. The Division has been seekiag@mpriate way to allocate the customer
service costs, booked to FERC Account 903, as®atiaith these new business centers. It has
disagreed with the allocation treatment recommetgettie Company. The Division
recommends using a general allocation factor c&lsiem Overheads (SO) on an interim basis
until further analysis establishes, if indeed i,ca better cost-causal relationship for choice of
the allocation factor. The Company recommendsséoater-related factor reflecting the number
or count of customers (CN). No other party expessrecommendation.

Before the local offices were closed some 74 pérgeAccount 903 expense was directly
assigned to jurisdictions. Together with the revimay 26 percent that was allocated to states, the
result was 33 to 35 percent of Account 903 expeappsrtioned to Utah. In this Docket, the
Company proposes to directly assign only 20 peroEAccount 903 expenses and to allocate 80

percent, using a customer-related allocation fathws apportioning a significantly larger share
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of the expenses to Utah than before. Alerted lgyititrease in share, the Division searched for a
cost-causal relationship which might explain itsifg) the techniques of statistical analysis, it
both tested the proposal to use a customer-relatéor and tried to identify other candidate
allocation factors which track cost-causal relattups. No correlation between the incurrence of
customer service costs and the number of custoexests, states the Division, leading it to
recommend against use of customer-related allotéictors like CN. In the absence of a
suitable cost-causal relationship, the Divisiororemends the general allocator, SO, to preserve
a share of customer service expenses for Utah lpeghivalent to that experienced previously.
The Company disagrees and faults this analysigsfalependence on information from the local
office rather than the business center periodnoeé tiand for a failure to recognize the depth of
change represented by the switch from local offtoaggional business offices.

In any cost-of-service analysis, the most diffiahbice is the adoption of appropriate
allocation factors. This choice turns on infornedigment, and draws deeply on information
about the engineering economics of service-deliggsyems or processes. Identification of
cost-causal relationships is the key concernhigregard, the Division is quite correct to seek
an explanation for a sudden increase in costs #pped to Utah for the customer service
function. That the move from local offices to m@gal centers is intended to increase the
efficiency of service delivery is all the more reaso explain why Utah’s share of these costs
should increase. We might better expect the opgodihis is the context within which we
examine the arguments of the Division and the Campa

Evidence suggests Utah is a growing share of Zawifi's electric operations because its
population is increasing more rapidly than is thfahe other states in the Company’s service
territory. The larger number of customers, in funeates a larger “potential” to place service
calls to a phone center, the Company asserts,edied on this to explain why the costs of
customer service apportioned by its method to WQtadw a large increase. The Company would
not support an allocation factor based on theivelatumber of calls, however, because just 60
percent of business center work involves answerallg. These Company arguments are

answered by the Division’s statistical analysisahhfiails to reveal a cost-causal relationship
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between number of customers and the incurrencestbmer service expense. A number of
possible explanations are offered, including thpantance of the random impact of weather
events on electric service and a relationship betveeistomer contacts with the Company and
the relative size of bills (the larger the billetmore the expense for serving the customer). Utah
customers, the Division shows, have significanthaBer bills than do customers in the other
states.

Choice of an appropriate allocation factor turndemhnical disputes which the record is
insufficient to resolve. We find that the Compamy the Division each make important points,
but neither offers a complete analysis. The usiéyDivision of information from the local
office period to seek a cost-causal relationshi@flocation of expenses may pay insufficient
attention to the changes in method of service dgfiimplied by the new regional phone center
operations, as the Company alleges. But the Dinisiinsistence that this period provides the
only information reasonably of use is telling. Mover, its analysis is deeper and further
reaching than is the Company’s, and not all ofpbiats raised by the Division have evoked an
informed response from the Company. Thus on #tdend a basis for allocation other than
number of customers is realistic. It follows tha Division’s recommendation to use the
general allocation factor, SO, pending further gtisdacceptable to us. This will extend the
historical pattern of Account 903 cost apportiontrtrough the present Docket, a reasonable
result under these circumstances. We will exgeztlivision to work closely with the Company
and other interested parties to resolve the teahpmints raised here so that an appropriate
allocation factor may be adopted in the next gdmata case. This decision reduces revenue
requirement by $2,102,618.

5. Special Contract Revenue Allocation Change

By staff agreement through PITA, special retailtcacts signed beginning in 1997 are
allocated on a system basis. In its unadjustadtsesf operation, the Company separates
revenues booked from both firm and non-firm resgiécial contracts into components related to
demand and energy. It then allocates the demdat&derevenues using a System Generation

(SG) allocation factor and allocates the energsteel revenues with a System Energy (SE)
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allocation factor. The Division recommends usimg G factor for both components of retalil
firm contracts and the SE factor for both compos@fton-firm contracts. This is consistent
with the treatment applied to wholesale contragtgre firm sales and purchases are allocated
on the SG factor and non-firm sales and purchagesll@cated on the SE factor. The Division
applies this allocation treatment to the unadjustattract revenues, as well as to the Company’s
normalizing and annualizing adjustments made tedlo®ntract revenues. This treatment, the
Division argues, will better match revenue withtcacation.

The general approach we employ to determine ceséfice involves classifying revenues
and costs into components related to demand andyenelowever, the treatment given to
wholesale transactions, the Company states, isadilneir complexity, as well as to the difficulty
of identifying demand-related and energy-relatethgonents of such contracts. If the cost of
serving these retail special contracts were sételm wholesale purchases, we would accept the
Division’s recommendation. Lacking such evidemnee,decline at this time to accept the
Division’s recommendation.

C. UNDISPUTED ADJUSTMENTS

A number of proposed adjustments to revenue regeiné are undisputed. It is our practice
to accept adjustments, whether proposed by theiéglor the parties, which all agree should
be adopted. The active presence of the Divisica @arty assures us the public interest aspects
of each has been considered. Collectively, thdgestments increase revenue requirement by
$34,554,674. We describe each adjustment in Appdnd
D. REGULATORY POLICY ADJUSTMENTS

Regulatory policy adjustments are adjustments éarsilons made by the Commission in
prior proceedings which remain effective.

1. Long-Term Incentive Compensation

The Company claims that incentive compensatiomis gf a “total compensation
package” and is therefore reasonable and necdssdhe Company to attract and retain
gualified employees. Incentive compensation pnograt issue place a part of total

remuneration at risk. If employee performancessIthan desired, remuneration should be less
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than market average. The Company testifies thalk tash compensation for employees in 1998
was about 96 percent of the competitive average tash compensation. In addition, it states
that all of the incentive awards paid in 1998 waaised on line-of-sight goals designed to benefit
ratepayers rather than on measures of financi&mpeance.

An adjustment made by the Company removes theofdlse long-term executive
incentive compensation plan in accordance with Casion Order in Docket No. 97-035-01.
Both the Division and Committee agree to this adjent. However, the Committee testifies
that the Company fails to show that performancgetarwere met in the key areas of customer
service and operational efficiency. It adds tlaaepayers should not be saddled with the full
amount of incentive compensation expense becausagament was not focused on its core
utility business during 1998. The Committee recands disallowing 62.5 percent of the
incentive compensation expense.

On the basis of the record, we conclude that imeempian expenses were only associated
with non-financial goals which benefit ratepaye@onsequently, we do not accept the
adjustment
proposed by the Committee. This decision decraasenue requirement by $501,913.

2. Stock-Based Incentive Compensation

The Committee proposes an adjustment to disallocovery of costs which it
characterizes as “stock-based incentive compemsatithis proposal is based on its view that
the stock compensation is incentive compensatioangior the Company’s financial
performance, contrary to Commission policy on rat®very for incentive plans.

We find that the costs the Committee refers ta@sksbased incentive compensation
actually relate to specialized retention agreemr@sCompany has with certain executives and
key employees. These employees were eligiblerf@aaly retirement program, but the Board of
Directors determined that it would be detrimentalose some of them. Restricted stock
therefore was issued to 10 individuals in a sudaebd to retain them. They have remained
with the Company during the test year. Therefor@smuch as none of this stock was a

performance-based incentive payment, and the reteat key employees was beneficial to
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ratepayers, we do not accept the proposed Comnaitfieistment.

3. Customer Service System Software Maintenance

During 1995 and 1996, the Company closed its macgl Iservice offices and in their place
opened two regional service centers. Some $7%omitif new computer software to implement
this consolidation was purchased. In additioretgutated utility purposes, the software is
capable of functions corresponding to the globplrasons and assumptions about competitive
positioning, including pursuit of unregulated busia activity, held by PacifiCorp at that time.
In Docket No. 97-035-01, the Division presentedualg questioning the prudence of the
software investment. A stipulation entered in thatket removed one-third of the investment
and associated test-year maintenance expensbke présent Docket, the Company removes
one-third of the investment but argues for fullmeery of test-year maintenance expense. The
Division and the Committee propose adjustmentgmoove one-third of maintenance expense.
The Large Customer Group supports the Division@aohmittee adjustment.

Since the decision to purchase the software, clsaingbe Company’s objectives and
direction yield a focus on the core electric busgm the western U. S. This forms the basis of
its argument to fully recover test-year maintenagxqaeense. Over 95 percent of the function
served during the test year is regulated utilitgibess, it asserts. But the Division claims the
regulatory and non-regulatory functions the sofen@an perform are so interlaced that
maintenance upon the one serves the other. F&@dhgany to assert that maintenance results
almost wholly from regulatory service requiremestsaccording to the Division, “self-serving.”
The Committee agrees, adding that the system feol@erform adequately during the test year,
producing inaccurate bills, a suspension of nomo#éctions procedures, and increased
maintenance costs. Under cross-examination bidlge Customer Group, the Company’s
witness indicated that to his knowledge the Comgeatd/undertaken no study to show that the
customer service system software is best givené¢efocus on domestic electric operations and
knew nothing about the maintenance costs that nbiglmcurred for a system having this more

narrowly defined purpose.
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Our responsibility is to permit recovery in rategyoof expenditures that are both legitimate
and reasonable. We know the customer servicemdit® not operate properly during the test
year. The Committee asserts, and the Companyadishow otherwise, that additional costs
were incurred to fix problems. The record leavesloubt that the software was intended for
purposes much beyond the requirements of a regupatelic utility, and supports a conclusion
that maintenance expenses cannot easily be seggldgategulated versus non-regulated
function. We are impressed as well that the Comppan offer us no assurance that its
maintenance costs are those that would be expeddmnca system focused on the requirements
of a public utility only. On this record, the reosmendation to remove one-third of test-year
maintenance expense is reasonable. We adophd.siall difference in the magnitude of the
Division and the Committee proposals appears tatrée®m the Division’s emphasis on test-
year expenses associated with a terminated mamtera@ntract, which it reasons produces an
acceptable proxy for both contract-related andimaieemployee expenses, and the Committee’s
adjustment to remove one-third of all maintenanqeease, whether related to the contract or
incurred in-house. For this reason, we accepCtamittee’s adjustment. It reduces revenue
requirement by $532,765.

4. Merger Cost Sharing

Organization costs for the 1989 merger between Btaker and Light and Pacific Power and
Light Companies were by Commission order split dgumetween ratepayers and shareholders.
That portion to be recovered from ratepayers wasréred over 15 years, and the unamortized
amount was excluded from ratebase (costs are resmbb@it no return is earned). The Company
now proposes to recover the present value of reantagxpense amortization over three years, in
its view thus corresponding to the Commission’&ne®©rder in Docket No. 97-035-04 requiring
movement over a specified phase-in period to ajiumsdictional allocation of total system
revenue requirement based on a fully rolled-in meétihe Company believes the Commission’s
move to fully rolled-in allocations “has accelexhtbe recognition of merger benefits,” and with
this as rationale proposes to shorten the orgaoizabst amortization period. The Division and

the Committee oppose the adjustment because teatdin decision eliminates a merger
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fairness adjustment but does not address the rgcpedod for merger organization costs.

In the Order in Docket No. 87-035-27 approving thah Power - Pacific Power merger, the
Commission warned against using hypothetical mdrsgagefits to fashion an allocation method.
A benefit-sharing test was specifically rejectedmcket No. 90-035-06, a general rate case. As
the Report and Order in Docket No. 97-035-04, adgghe fully rolled-in allocation method
following a phase-in period, makes clear, mergaehts play no cost-of-service role in this
jurisdiction. The Company’s view that the Ordentove to a fully rolled-in allocation method
was intended “[to accelerate] . . . the recognibbmerger benefits” is mistaken.

With respect to merger organization costs, the Cmsion concluded in Docket No.
87-035-27 that a fifty-fifty sharing between ratgges and shareholders was appropriate because
the merger would equally benefit both. That thegaewould be beneficial supported the
approval decision; it had nothing whatever to dthwvai consideration of merger benefits in a
cost-of-service allocation context. Treatment @fger organization costs was and is a separate
issue. The Order in that Docket required the Dowvigo submit a proposal for ratemaking
treatment of the organization costs within 30 dafyiss date of issuance. In the following
general rate case, Docket No. 90-035-06, a stipulatas submitted which covered, without
comment, the ratemaking treatment of organizatasis Because the Company’s proposed
adjustment is based on a misunderstanding of Cosmnisrders, and has no other rationale, it
is rejected. The Division adjustment is acceptedicing revenue requirement by $186,846.

5. Solar Two Amortization

Prior to the test year, PacifiCorp participatea isolar thermal research project, known as
Solar Il, to gain experience in alternative generatechnologies, consistent, in its view, with the
requirements of its approved integrated resouraenphg process. Recovery of the expense is
now proposed. The Committee, whose position ipstpd by the Division, recommends
removal of Solar Il expenses from the test year.

The record shows that project expenses were intietveen 1992 and 1995, and that the
Company neither sought nor received approval fleenGommission to defer recovery of them.

Moreover, the Company removed an amortization ojggt expense from Docket No. 97-
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035-01, stating that Solar Il “is an experiment&ORproject, the deferred costs and amortization
expense should not have been included in eledifitywperations.” In a change of mind, the
Company now claims consistency with the purposestefrated resource planning as grounds
for recovery of project costs. We believe the Campmust do more than merely point to
consistency if recovery is to be allowed. But mimréhe point, the time for recovery appears to
have passed and the costs have been fully amartiz&xconclude the expense is not properly
part of 1998 test-year revenue requirement andnetllaccept the Company’s proposed
adjustment. We accept the Committee’s adjustnuEaeasing revenue requirement by
$150,922.

6. Outside Services: Price Waterhouse Study

During the test year, PacifiCorp incurred a $500,88pense for the consulting services of
Price Waterhouse to assist the Company in resohewngnue collection problems. Recovery of
this amount is now sought by the Company on growhtienefits realized in the form of
increased collections in the test year and thatidgog outside expertise from time to time is
normal. The Division takes no position, but thex@aittee opposes recovery because the cost is
non-recurring and the collections problem is of@@npany’s own making, it having arisen as a
difficulty of implementing customer service softwassociated with closing local service offices
and replacing them with two regional business asnte

While it is true on this record that the Companyg bBaperienced collections difficulties
during the test year, it is not beyond expectati@t a comprehensive reorganization of customer
service functions made possible by new technologyhttause difficulties or that outside
expertise might prove useful in resolving them. ééermine a normal level of uncollectible
expense in Section G. We agree with the Compaatypifovision for acquisition of outside
services is normal. For these reasons, we rdjegtrioposed adjustment.

7. Miscellaneous General Expenses, Dues

On grounds that the adjustment is consistent wigipus Commission decisions, the
Division asks for removal of an expense for duad frmtwo organizations, the Utah Taxpayers

Association and the Utah Manufacturers AssociatiBacifiCorp considers the dues a legitimate
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test-year expense because membership in theseidtssae provides it with tax and other
information permitting it to keep rates for serviow, thereby benefitting ratepayers. The
Committee takes no position.

We excluded the dues for these organizations ferarrue requirement in PacifiCorp’s last
general rate case and do so again in the presekiebDoBoth organizations engage in political
lobbying. The ratepayer benefit assertion is meifupported nor new. It has been considered
and rejected before. We accept the Division’s stdjent, reducing revenue requirement $5,339.

8. WAPA Wheeling Imputation

In 1962, Utah Power and Light Company entered anfized-rate contract of 80 years
duration with the United States Bureau of Reclaomafiater the Western Area Power
Administration, WAPA), to wheel Colorado River Sge Project (CRSP) power over the
Company’s transmission system to public power ‘grefice” customers. Some years later, Utah
Power purchased CP National Corporation’s Utahesysaind thereby acquired a wheeling
contract between CP National and the Bureau ofdReafion, having the same purpose and
wheeling rate as the Utah Power contract. The livitgemate in these contracts is $4.20 per
kiloWatt-year; neither permits escalation.

In Docket No. 82-035-13, Report and Order issueg & 1983, this Commission
recognized that the contracts were not compensatatyrdered an imputation of revenues,
based on the then-current Federal Energy Regul&onymission (FERC) wheeling rate of
$24.12, to prevent the subsidy that otherwise wéold from Utah Power’s retail customers to
CRSP preference customers. Revenue imputatiadihdse WAPA contracts has been the
Commission’s policy since then.

At some point in the mid-1990s, the Company omvis volition stopped recording a
revenue imputation in its semi-annual reports ogratpons. Though this change in Company
behavior was not reported to the Commission, thesiain testifies that it routinely restored the
imputation during its audits of annual operatiohsDocket No. 97-035-01, the last general rate
case for this Company, Utah Power did not impuemaes for the contracts, but the Committee

proposed it as an adjustment. The adjustment vegepdd in negotiations among the Company,
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the Division, and the Committee leading to a sioh. This prevented the issue from coming
to the Commission’s attention until now. In thegent Docket, the Division, supported by the
Committee but opposed by the Company, seeks torestite imputation.

The basis for the Company’s opposition to the psepdmputation is its assertion that the
WAPA contracts enable a flow of transmission-reldienefits to retail customers. In 1962, it
states, the federal government stood ready to lamildll-federal transmission system to deliver
electricity to preference customers from federalrbglectric projects. This, however, would
interfere with Utah Power and Light Company’s sggtto build a transmission system
permitting it to conduct wholesale transactionsuMeein Pacific Northwest generators of
inexpensive hydro-power and lucrative power marketee Southwest. Controlling the
transmission pathway would allow the Company tachase power cheap and sell it dear, and to
serve its retail load with its own thermal baselgaderation system while relying on the
transmission system to meet peaking requirementavamable terms. A federal system was
perceived as a threat to this strategy. Thus Btaker negotiated an 80-year, fixed rate contract
which the Company believes prevented constructidgheofederal transmission system, much, in
its view, to the benefit of its retail customeReaking power requirements were effectively
satisfied and margins on wholesale transactions wassed directly to customers by operation of
the then-existing energy balancing account. Sectefits, the Company argues, make a revenue
imputation an unnecessary correction for the noesatory contracts.

In addition, the Company argues that the Commisisamaltered the imputation requirement.
Following the 1989 merger of Pacific Power and Ltighd Utah Power and Light Companies, a
“transmission endowment” meant to preserve foramsts of the former Utah Power and Light
Company the benefits of the “strategic” transmissigstem was built into a proposed
post-merger interjurisdictional allocation procegluBenefits of the transmission system that the
Company now argues offset the need for imputatierevthus, it contends, recognized by the
Commission at that time. By incorporating transas system benefits into jurisdictional
revenue requirement, Utah Power argues the Cononissis altered the imputation policy.

We reject the argument that a Commission reguladolicy can be changed in this indirect
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way. First, the Company is obligated, if it seekshange existing regulatory policy, to bring to
our attention any new considerations it believeg marrant the change. This is to be done in an
open, public proceeding, where the sworn, crossaged testimony and evidence, not just of
the Company but of all parties, forms an evidegtracord. See, Salt Lake Citizens Congress v.
Mountain States Telephone and Telegraph, et.alP826 1245 (Utah 1992). Second, the cited
allocation procedure was not accepted in thisgliot®on. A reading of the Report and Order in
Docket No. 90-035-06, wherein the procedure wapgsed and rejected, will reveal that the
Commission chose to use a revenue requirement mueberated by it because it was a product
of a multi-state staff task force’s open delibematand the best that appeared on the record. The
Commission did not countenance, and indeed didmatv of, the many judgments and
assumptions that were part of the rejected metfdek claim that the Commission has
recognized the value of the “strategic” transmissgstem as a ratepayer benefit because it was
factored into that method, thus indirectly changimg imputation requirement, is rejected. The
revenue imputation policy stands unless we dedideraise.

In the present Docket, the Company’s oppositioimjoutation rests on its assertion that the
WAPA contracts played a role in the developmerd ttinsmission system that has benefitted
retail customers. But Utah Power was imprudestjftes the Division, because it did not build
escalation factors into contracts of 80 years thumatThe Division’s witness, who in 1962 was a
Utah Power and Light Company employee, testifies tie was tasked to calculate a wheeling
rate that would cover marginal costs but be lowugihato prevent construction of a federal
transmission system. He further testifies thatcihr@ract wheeling rate achieved these
objectives, that to his knowledge no analyses wenelucted to show that the rate would be
compensatory in later years, and that Utah Powaddmave built its transmission system and
realized benefits even if the federal system hauhlm®nstructed. After the Commission ordered
the imputation in Docket No. 82-035-13, the Divisgupported the Company’s 1984 appeal to
FERC to void or alter the noncompensatory WAPA @mis. FERC refused to do so, and
opined that in any event the State had jurisdictiopameliorate the subsidy effect on its own.

This forms the basis for the Division’s revenue urigtion proposal. In support, the Committee
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argues that imputation remains Commission poligahse the Stipulation which removed it in
Docket No. 97-035-01 establishes no precedent.

We assess a request to reconsider a standing t@yuytalicy on the basis of testimony and
evidence not previously considered in reachingptiieey or which alleges new or changed
circumstances. The Company argues that the bgméfihe strategic transmission system more
than compensate ratepayers for the burden impagsbdlbw-cost WAPA contracts. This is not
new. In Docket No. 82-035-13, the Commission tei@@ similar Utah Power argument. There,
Utah Power asserted that the Commission oughinmaate revenues to the below-cost WAPA
contract acquired with the CP National transackiecause the “transaction taken as a whole is
advantageous to the Company and its customersgofiRand Order, page 7.) Instead, the
Commission concluded that failure to impute revenbased on the difference between the
contract wheeling rate of $4.20 and the then-cuff&RC wheeling rate of $24.12, would
constitute subsidization of non-jurisdictional gnefnce customers by retail customers. The
Commission observed that prevention of such a dylvgas consistent with the intent of its
allocation of CP National’s transmission investmamil expenses between retail and preference
customer classes in previous CP National genamleses.

The Company’s argument lacks quantitative supplorthis key respect it is similar to the
Division’s testimony that the Company could havkieeged its objectives without the WAPA
contracts by building its own system in the faca olewly constructed federal one. Both are
interesting, and both might bear analysis. Butah&ysis has not been performed. We are
unable to agree that the benefits allegedly endhfatiese contracts outweigh costs ratepayers,
in the absence of an imputation of revenues, wbaklt because of them. Without explicitly
ruling on the Division’s testimony that the Compdrghaved imprudently by entering long-term
contracts having no escalation provisions, we agfekhat the record contains no basis upon
which to adopt the Company’s rationale for abandgmnie imputation policy, and we will not
do so. The imputation policy is reaffirmed, and Division - Committee adjustment is
accepted. This decision reduces revenue requirenye$il,257,655.

E. AFFILIATE RELATIONS AND INVESTMENTS IN OTHER PR OPERTIES
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1. Business Postage

PacifiCorp often includes messages about its utaeggliactivities and advertisements
promoting sale of unregulated goods and serviaaggalith the bills it mails monthly to electric
service customers. The messages and advertiseaterdggher separate sheets (called “bill
stuffers”) or part of the regulated Company’s neiisk, “Voices.” Though included in the same
envelope as the monthly electric service bill, isgpipostage is not increased. The Division
proposes to share postage cost between the Comspagylated and unregulated activities. The
Company opposes the adjustment.

In support of its adjustment, the Division relies“Guidelines for Cost Allocations and
Affiliate Transactions” advocated by the Nationas@Aciation of Regulatory Utility
Commissioners (NARUC Guidelines) for authoritatsteygestions on how to correct a subsidy
flowing from regulated to unregulated Company atés. A good or service provided by the
regulated utility to an unregulated affiliate shibble priced at the higher of fully distributed,
embedded cost or an appropriate price prevailingemmarketplace, states the Division,
following the Guidelines. A fifty-fifty sharing gbostage costs is the Division’s proposal, based
on its review of bill stuffer and “Voices” contedtiring the test year. In response, the Company
asserts that incremental, not fully distributedstds the relevant benchmark; that it is not the
Commission’s role to protect competition, which htige the practical effect of the Division’s
proposal; and that the Division is mistaken bottitenshares of regulated and unregulated
messages mailed during the test year and the relpviae of postage.

We begin by observing that the NARUC Guidelinesehast been adopted in this
jurisdiction. Certain affiliate relations issuehish arose in Docket No. 97-035-01 could not be
resolved on the basis of the record there, and assigned for analysis to a task force after the
rate case concluded. The task force considere@tindelines but reached no consensus about
them, with the result that affiliate relations mrtsactions issues in the present Docket cannot be
considered in the context of a task force recomrago. Be this as it may, this Commission
has employed “asymmetric pricing” in previous casegkis is the Guidelines’ preferred

regulatory approach to affiliate transactions. Tigher-of-cost-or-market guideline proposed by
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the Division is an example of asymmetric pricinge are prepared to follow this pricing
prescription again here, if the facts call for it.

In opposing the adjustment, the Company quotegpalposaying from another arena: “no
harm, no foul.” Because postage costs are no¢ased by the inclusion of materials about
unregulated matters (“the incremental cost is 2etbé Company argues, first, there is no
subsidy provided by the utility or its ratepayarsitregulated activities, and second, if the
Commission makes the recommended adjustment, & siméo protect competition, a matter
beyond its jurisdiction. The Division generallsp®nds to these points with the assertion that if
the mailing service provided to unregulated aatsitvere properly priced, rates for electric
service would be reduced by that amount; in sliogte is a subsidy and it is a proper matter of
Commission concern. We believe the Division’s vieworrect.

The NARUC Guidelines posit a sensible definitiorsobsidization, to wit: “the recovery of
costs from one class of customers or businesghatiare attributable to another.” No party,
including the Company, disputes the fact that wniggd activities receive value, for which they
pay nothing, from the mailing of messages and nad$ealong with the customer’s bill. Absent
a close relationship with the regulated utilityistmailing would not be free. We find there is a
subsidy and therefore the higher-of-cost-or-magkedeline applies.

We first examine cost, and find on this record thatay be of two forms: fully distributed
embedded cost, or incremental cost. The Divisthroeates use of the former, and the
Company, should the Commission decide postage nustsbe shared, the latter. Since in its
view the incremental cost is zero, one leg of itieee-or guideline is eliminated, the Company
argues. This is relevant, however, only if we pésubstitution of incremental cost for fully
distributed cost. In our view, the substitutionynb@ permissible, but only when a transaction
which would benefit both the Company or affiliatesl ratepayers would not occur if a fully-
distributed-cost test were employed. Since rateageceive no benefit, and none is claimed,
when free mailing is provided unregulated actigititne proper test remains fully distributed
cost. We return below to the Company’s assertiai the Division improperly calculates the

fully distributed cost burden.
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The guideline is the higher of cost or marketthils case, cost is market (the price of
postage), in the Division’s view. But the markate is really only about a tenth that of
first-class postage, asserts the Company, citimgllamailing rate to which it claims access. The
bulk mailing rate is not disputed. We find, nelefess, that the relevant measure, both under
the guideline and as we have addressed affiliateséctions pricing in previous dockets, is the
higher, not the lower, of cost or market. Theval# cost is the postage on the billing envelope.

Equal sharing of postage costs is the Division psafy but the Company testifies that the
Division overestimates, and therefore gives to@aigaeweight to, messages about unregulated
matters. In response, the Division testifies thet dispute boils down to a difference of opinion
about whether a message conveys regulated or uategunformation. We agree, and find that
the Division’s documentation of the results ofrggiew not only of the “Voices” newsletter but
the bill stuffers as well is convincing.

We therefore conclude a subsidy is occurring wikiobuld be corrected by application of the
higher-of-cost-or-market guideline. The relevandtas the billing envelope postage. We adopt
the Division’s recommendation that unregulatedvaats bear fifty percent of test-year postage
costs. This decision reduces revenue requiremes803,035.

2. Bridger Coal Company Accounts Receivable

All parties agree to an adjustment to include tben@any’s investment in the Bridger Coal
Company in ratebase. (See Appendix 1, Sectioru@per 8.) Included in the average ratebase,
however, is Bridger’s accounts receivable balaetaing to the early retirement program and
coal sales. The Company, supported by the Divigiomposes to remove the accounts receivable
balance of $3,165,280 that is associated with #nly eetirement program. In addition, the
Committee proposes to remove the amounts relatétbtooal sales of $7,640,258.

In the Committee’s view, the Company should noalb@ved ratebase treatment of amounts
it owes others. Neither in testimony nor in heguiid the Company challenge the Committee’s
recommendation. Following close of hearings, atjoarrative exhibit was filed by the parties.

In this exhibit, the Company claims that the act¢syrayable balance for Bridger Coal Company

was included in the lead - lag study used to cateutash working capital. The Bridger Coal
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receivable balance, in the Company’s view, mushbleided in ratebase to offset the lower cash
working capital that results from including Bridigepayable balance. The Division disagrees
with the Committee adjustment, stating that if siseounts receivable is removed from ratebase
it should be removed from the lead - lag study.

The Company had ample opportunity to challengexbimittee’s proposal and to provide
evidence proving the Committee wrong. It did notsd. Furthermore, the cash working capital
study is based on a lead - lag study that dates Becember 1991. The record does not show
how the current $7 million balance associated Bitikdger coal sales is treated in the 1991 study
being used in this Docket. In short, we have reisapon which to reject the Committee’s
recommendation. This decision reduces revenueresgant by $546,517.

F. NET POWER COST ADJUSTMENTS

1. Net Power Cost Studies

Net power costs are defined to be the costs ofdu€lompany generating plants, plus the
costs of wholesale power purchases and wheelisg siales for resale (wholesale) revenues. The
Company calculates net power costs using its PtamubDispatch for the Macintosh (PD/Mac)
model. This model simulates the operation of thveer supply portion of the Company on a
monthly average basis. One of the most signifiéeatiures of the model is its use of fifty years
of data covering monthly hydroelectric generation@ompany-owned hydro plants in the
Northwest and Mid-Columbia purchased resources midel is run for each of the fifty
different water years (August 1928 through July9)9the results are averaged, cost data is
applied, and expected net power costs are obtagiledting normal conditions. Among the
important inputs are weather normalized retail pdke prices and volumes specified in
wholesale firm sale and purchase contracts, firrmelihg contracts, wholesale non-firm sale and
purchase prices, and thermal plant data includoad grices. In addition, prices of resources,
and prices and volumes of wholesale firm sale amdhase contracts are annualized. The model
also uses data relating to the Pacific Northweagibrel non-firm load and resource balance, as
well as four non-firm wholesale sales markets:Rhaeific Northwest, California, the Desert

Southwest, and Nevada. The model determines, awiteg outputs, the monthly quantity of
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coal to be used at the Company’s thermal generptargs, and the monthly quantity of
wholesale non-firm sales and purchases for the 1€88/ear under conditions reflecting normal
water and weather conditions. The Wyodak, Naughaad Bridger plants all have contracts
which provide a reduction in cost per ton whenaiartonnage levels are attained. These
discounts are not quantified in PD/Mac studieshgocost of fuel is adjusted to reflect discounts
on the normalized tons of coal.

Following the net power cost study adjustmentsudised below, the adjustments with
respect to the prices of specific wholesale sabesracts proposed by the Division and
Committee, and the adjustment concerning coal piteskproposed by the Division, are
addressed.

The Company initially filed adjustments to normealand annualize net power costs, and to
guantify the coal tonnage discount. The Commitdeatified various adjustments, some of
which were subsequently adopted by the CompanytanDivision, and some of which were
withdrawn by the Committee. The Large Customeru@ralso filed net power cost studies using
PD/Mac. The positions of the parties are summdrizehe tables below.

These tables, for comparison purposes, includeabtf97 net power costs and the stipulated
1997 net power costs accepted in Docket No. 9781357 he first table presents the positions of
the parties with respect to system net power coEti® second table presents net power costs
allocated to Utah. The allocation factors usedafbparties are those previously accepted by the
Commission in this Order. Also included in them®ttable is the determination of Utah’s

average net power cost.

3Actual 1997 Net Power Cost values are from the 198mi-Annual Report, Tab 5, page 5.1.1. Stipulated
1997 Net Power Cost values are the actual 199&s4ilus the sum of the 1997 adjustments (PC-5.15.PC-
9.2, and PC-9.19) contained in the 1997 Joint NigakExhibit on Revenue Requirement in Docket N6-035-01.
Megawatt hours are Utah normalized values, exctudon-firm special contracts, obtained from Compaitgess
William R. Griffith’s rebuttal exhibit WRG-R1 in Deket No. 97-035-01.

Actual 1998 Net Power Cost values are from the 19&8i-Annual Report, Tab 5, page 5.1.1, reproduced
in Company witness Jeffrey K. Larsen’s exhibit JKlpage 5.1.1 in this case. Adjusted 1998 Net P @Gost
values of the parties are the actual 1998 valugstpe sum of the 1998 adjustments contained A998 Joint
Numerical Exhibit on Revenue Requirement. Megahatirs are Utah normalized values, excluding non-fi
special contracts, obtained from Company witnedialvi R. Griffith’s rebuttal exhibit WRG-2R in thisase.
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Table 1: System Net Power Cost Sudy Results ($Mdh)

1997 1997 1998 1998 1998 1998 1998

Actual Stip'd Actual Co. DPU CCs LCG
Fuel Expense 481.9 477.3 521.8 490.1 491.9 489.1 469.p
Purchased Power Expense 1,239.4 9384 1,100|0 87640 8.3,00 1,004.8 1,033.5
Wheeling Expense 70.5 72.4 74.2 73.5 74.8 74.8 73.5
Power Cost 1,791.9 1,488.1 1,696.1 1,439.6 1,575.7 1%69| 1,576.1
less Sales for Resale Revenye (1,421.9) (1,113]8) 5113p (1,003.4) (1,147.5) (1,148.9) (1,248.8
Net Power Cost $369.9 $374.3 $444.8 $436.1 $427.7 $420.4 3278

In 1997, actual system net power costs totaled $3®@lion. In 1998, actual system net
power costs totaled $444.8 million, an increaseeaafrly $75 million, or approximately 20
percent, relative to 1997. While power costs, thee costs of fuel, power purchases, and
wheeling, decreased by almost $96 million in 19818tive to 1997, sales for resale revenue fell
by almost $171 million. It is this relatively laglecrease in sales for resale revenue that
accounts for the increase in actual net power ¢ost898 relative to 1997.

Three adjustments proposed by the Committee haame &ecepted by the Company and
Division. First, the dispatch of the Hermistonmileeflects PD/Mac model logic instead of being
forced to operate according to environmental cangs. Second, a 30 megawatt derate on the
Cholla #4 unit is used for spinning reserve purposkhird, upgrades of turbine capacity at
Company thermal generating units that occurrechdutP98 are incorporated. These
adjustments are consistent with the StipulatioN@tf Power Cost Issues in Docket No. 97-
035-01. These three adjustments, together withitial adjustments, result in the Company’s
proposal to decrease system net power costs frerh@88 actual amount of $444.8 million to
$436.1 million, a decrease of $8.7 million.

Two further adjustments proposed by the Committaetbeen accepted by the Division.
Actual market prices for non-firm (secondary) ahdrsterm firm sales and purchases are used

rather than those the Company terms as normalizeelsp As a result, the Division proposes to
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decrease system net power costs to $427.7 milidecrease from the 1998 actual amount of
$17.1 million.

The Committee also proposes an adjustment to theddkyfuel contract price to bring it in
line with market levels. As a result, the Comeetproposes to decrease system net power costs
to $420.4 million, a decrease from the actual 1&9®unt of $24.4 million. Neither the
Company nor the Division accepts this adjustment.

The Large Customer Group proposes three adjustrteeatgual system net power costs.
First, the LCG uses actual prices and volumesHortgerm firm sales rather than the
Company’s normalized prices and the model’s deteaition of normalized volumes of short-
term firm sales. In effect, short-term firm salegsenues are maintained at actual 1998 levels.
Second, the LCG allows spot prices to vary withheafcthe fifty water years used to establish
normal hydro conditions whereas the Company usesdme spot prices for every water year.
Third, the LCG removes the value by which shonrtéirm purchase costs exceeded short-term
firm sales revenues during the months of July, Atugimd September in 1998, ensuring
profitability of short-term firm transactions thiglout the year. As a result of these adjustments,
the LCG proposes to decrease system net powertod®B827.3 million, a decrease from the
actual 1998 amount of $117.5 million.

Using the System Generation (SG) allocation fadetermined previously in this order,
which for Utah is 34.1587 percent, and the Systeer@y (SE) allocation factor, which for Utah
is 34.6347 percent, the positions of the partigh vaspect to the share of net power costs

allocated to Utah are presented in the table below.
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Table 2: Utah-Allocated Share of System Net PowéZosts ($Million)

1997 1997 1998 1998 1998 1998 1998

Actual Stip’d Actual Co. DPU CCs LCG
Fuel Expense 160.9 159.4 180.7 169.7 170.4 169.6 1625
Purchased Power Expense 408.8 309.1 376.7] 299.p 345(1 .8 343 354.4
Wheeling Expense 23.2 23.8 254 25.1 25.6 25.6 25.1
Power Cost 593.0 492.3 582.8 494.7 541.1 539.1 542.(
less Sales for Resale Reveniie (468.3 (366.3) (427.8) 342.8) (392.1) (392.6) (426.6)
Net Power Cost $124.7 $126.1 $155.0 $151.9 $149.0 $146.5 115¢
Adjustment to '98 Actual ($3.059) ($5.972) ($8.503) ($39.534)
Megawatt Hours (million) 13.801 14.235 14.235 14.235 2B5.
Average Cost ($NPC/Mwh) $9.1339 $10.6711 $10.4645 BEB2 $8.1088
Percent Change, '98 vs '97 16.8% 14.6% 12.6% -11.2%

In 1997, actual net power costs allocated to Utatev124.7 million. In 1998, actual net
power costs allocated to Utah were $155 millionirenease of nearly $30 million, or
approximately 24 percent. Again, this increas#uis principally to the decrease in sales for
resale (wholesale) revenue. Relative to the 1988hnet power costs included in the results of
operations for the 1998 test period, and subsetyaidcated to Utah, the decreases proposed
by the parties are: Company, $3.059 million; theifon, $5.972 million; the Committee,
$8.503 million; and the LCG, $39.534 million.

Since the number of megawatt hours generally ise@éy slightly more than 3 percent from
1997 to 1998, a useful comparison of the partiesitpns is the change in average cost.
Relative to the average net power costs includediirent Utah rates as a consequence of
Docket No. 97-035-01, the percent increases prapbgé¢he parties are: the Company, 16.8
percent; the Division, 14.6 percent; the Commitige6 percent; with the LCG proposing a
decrease of 11.2 percent.

This is the first case since the merger of Pa€lbaver & Light and Utah Power & Light that

net power costs issues have been contested. kebDNo. 90-035-06, revenue requirement



DOCKET NO. 99-035-10
-35-

issues, including net power costs, were stipulataddocket No. 97-035-10, the Commission
accepted the Stipulation on Net Power Costs Issues.
a. Prices for Non-Firm Sales and Purchases

In the past, non-firm sale and purchase prices Wased on actual data, then adjusted by the
Company’s power marketing group. In this casebmpany for the first time uses a Market
Clearing Price (MCP) model which develops an anpuak based on an economic dispatch of
Western System Coordinating Council (WSCC) resautrgler normal conditions, i.e,
excluding excesses and deficiencies that take jphait® market as a result of, among others,
unplanned outages, water conditions, temperaturerags, and transmission outages. Next, the
Company uses its forward price curve to shape tice pver the months of the test period. The
forward price curve is a forecast of future monthices created by the Company’s marketing
department based on a series of quotes of electegy prices the Company obtains from a
group of independent brokers. Finally, the Compasgumes a half mill margin of sale over
purchase prices, for both non-firm and short-teérm fransactions. The margin was derived
from conversations with the Company’s traders eitnolesale marketing department. These
monthly prices, for both non-firm and short-termmfiwholesale sales and purchases, are then
input into PD/Mac, which then determines, amongptiutputs, the volumes of non-firm sales
and purchases. The MCP model was developed bdyoméor Group exclusively for PacifiCorp
so the Company would have the capability of forengor evaluating market prices. It was also
used to develop stranded cost evaluations that presented to a Utah legislative task force.
This model has not been scrutinized by any regrydiody.

The Committee, supported by the Division, recomnsarging actual prices for non-firm
sales and purchases. The Committee objects td@t model for the following reasons: the
model is unproven, un-audited, and potentially Liaipée; market prices are quite volatile and
difficult to model, involving subjective and dispinle assumptions; the logic of the MCP model,
which generates prices based on average hydrotoorsliis inconsistent with the logic of
PD/Mac, in which 50 different years of hydro comatis are simulated, with the result that

market prices in the PD/Mac runs are not influenmgdhanges in hydro conditions; the
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Company did not show that 1998 was an abnormalfgeanarket prices, thus a departure from
the use of actual prices is not justified; the Campoffered no compelling evidence
demonstrating that the prices generated by the MG&el were reasonable for ratemaking
purposes; actual information is readily availatheis reliance upon information developed by a
model is unnecessary; and, consistent with Comangsieference for historical test years, actual
information is known and measurable whereas mogleésults are speculative and uncertain.
The Committee proposal reduces system Net Powds ®gsipproximately $1.79 million

relative to the Company’s proposal.

The Company opposes the Committee’s proposal becauniing actual prices and
normalized volumes reflects neither the actual Bugpd demand relationships that existed
during the test period nor those reflected in thieralization modeling; all net power cost items
are interrelated and have a corresponding impaotlwer inputs - the use of actual non-firm
prices, based on only a single observation, anchalized information for other components of
net power costs such as thermal and hydro generatid normal temperatures creates an
inappropriate mismatch because other inputs aredb@s normal information and not actual
information; and, it is only appropriate to useuattinformation when a net power cost balancing
account is used to set customer prices.

The purpose of normalization in the context of estdnical test year is to adjust actual
information for known and measurable events ocogrduring the test year, establishing a
normal and recurring level of costs and revenustermining regional market prices is
complex, risky, inherently subjective, and pronetwr. The WSCC “normalized” price, as is
the case in any model, is the product of assumgtidins in large part subjective. The
assumptions underlying the MCP model have not legamined on this record. Market
conditions in the western region are highly fluMith deregulation and electric industry
restructuring, and the entry of new entities, cotitipe is increasing. The whole process of
using a complex regional dispatch model to obtaiamnual price, shaping that annual price into
monthly values, assuming a margin to differentsaties from purchase prices, requires a large

number of subjective judgments. In such circunttarwe have little confidence in what
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constitutes known and measurable changes. Thigtsely why we have a preference for the
use of historical test years. Moreover, in teriisyalro conditions, 1998 was 98 percent of
normal. In our judgment, there is no reason nais® actual information.

Further, we agree with the Committee’s criticisratttihe use of market prices obtained from
the MCP model is at odds with the hydro normalidigjc of PD/Mac. While it may be true
that market prices are less sensitive to changegdro conditions, it does not justify ignoring
the influence of hydro conditions. Changes in byclnditions are the heart of the PD/Mac
modeling process.

We also reject the Company claims that if actufrmation is used, then an energy
balancing account (EBA) is necessary. An EBA israppropriate means of sharing risk when
half of all the Company’s sales are in the wholesaarket. An EBA simply puts all risk of the
Company’s performance in the wholesale market ion fetail ratepayers. Some form of
establishing the appropriate degree of risk todrad by firm retail ratepayers remains. We
therefore conclude the use of actual prices forfiramsales and purchases, rather than the
Company’s normalized prices, is appropriate.

The Company assumes that variations in the quasftitydro power on the Columbia River
have no impact on market prices. The Company imeigs this assumption in the PD/Mac
model by using one set of monthly normalized pricesll 50 years of hydro conditions. The
LCG proposes to let non-firm prices vary with eatlhe 50 years. The LCG accomplishes this
by turning on the PD/Mac code designed to permitgrqorices to vary with hydro conditions,
which the Company has turned off in its runnindg?@/Mac. The Company claims the LCG’s
revision to the subroutine that causes prices tp wéh hydro conditions has the effect of
forcing market prices to their lowest level durimgriod of poor water conditions, a contradictory
result. When corrected, the Company states neepowsts show a slight increase, rather than
the large decrease quantified by the LCG. The Gamplso objects to the LCG’s approach on
other grounds. The Company claims that when th& B@justs the MCP model to include 50
years of hydro information, only the changes inghergy component of the hydro system are

reflected, with the effects on hydro capacity oedtt The LCG also assumes prices in all regions
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of the WSCC are correlated with hydro conditiongh@ Northwest. Finally, as stated
previously, the Company contends market pricematr@s correlated with water levels as in the
past due to environmental constraints on the usieedfiydro system.

Since we have accepted the Committee proposaktactsal prices for non-firm sales and
purchases, the proposal of the LCG is unnecessary.

b. Prices and Volumes of Short-Term Firm Sales anBurchases

Both the monthly prices and volumes of short-tergngactions are treated as inputs in the
PD/Mac model. The Company uses the same priceshtwt-term firm wholesale sales and
purchases that it uses for non-firm wholesale @etisns, described above. Again, a half mill
margin is assumed on all short-term firm transasti@nsuring there are no losses associated
with these transactions. The Company uses, a@sifdr several years, a two-year weighted
average of volumes in order to smooth out or nazedhe volatile levels of short-term firm
transactions.

First, the Committee recommends using actual pfaeshort-term firm sales and purchases.
The same logic expressed with respect to pricespifirm sales and purchases, discussed
previously, pertains to short-term firm prices.abidition, the Company uses the prices
developed by the MCP model for both non-firm andrskerm firm sales and purchases, yet
these are different products, and since firm serkies more value than non-firm service, short-
term firm prices should be higher than non-firntcps.

Second, the Committee also recommends using aatliahes of short-term firm sales and
purchases. The Committee again asserts the Corspai)yistments are speculative, claiming
the Company’s development of normalized 1998 tretisa volumes based on an arbitrary
weighting of the 1997 and 1998 actual sales volucaesot be considered known and
measurable.

Finally, the Committee recommends removing lo$s®a short-term firm transactions that
occurred in the Utah division during 1998, statingt shareholders rather than ratepayers should
bear the risk of the Company’s trading losses @wtholesale market. In those months for which

purchase prices exceeded sales prices in the Wisiod for short-term firm service, the
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Committee reduces purchase prices to sale pritless. they claim is consistent with the
assumptions of a half mill margin of sale over pase prices made by the Company to prevent
any losses. The Committee’s proposal for thermeat of short-term firm transactions reduces
system net power costs by approximately $6.7 miltielative to the Company’s proposal.

The Division supports the Committee proposal. bfsactual prices for short-term firm sales
and purchases follows the same logic expressedresitect to prices of non-firm sales and
purchases, discussed previously. In additionDikiesion supports the Committee proposal to
use actual 1998 volumes of short-term firm traneast The Division states that in this case, the
Company reduces 1997 volumes by two-thirds befoeawo-year average volumes are
computed. This adjustment is undertaken in oraleemove an estimated amount of book-outs,
or purely financial transactions, that may haveuoax in 1997. The Division claims the
Company didn’t keep records and has no eviden@edagy the actual level of book-outs. The
Division terms the Company'’s reduction unsuppoded unacceptable, and points to the data
response the Division received indicating that vidence supports this reduction. The Division
believes actual 1998 volumes are reasonable gharl®98 was a normal hydro year,
concluding that actual data represent a normalibbame better than the two-year average as
computed by PacifiCorp. Finally, the Division pi@iout that the Company incurred a $39
million third quarter loss on its wholesale transats.

The Company’'s argument for the use of normaléces for short-term firm sales and
purchases is the same as that expressed with tésgeces of non-firm sales and purchases,
discussed previously. In addition, the Companiyrdaemoving losses is inappropriate because
a substantial portion of the purchases were maderie retail load and not to cover short-term
firm wholesale sales, looking at monthly resulitsfto recognize that a one-year sale may appear
to be losing money in any given month yet is padfie on an annual basis. In addition, the
Company buys energy on the eastside that servasidesales and vice versa. Finally, the
Company states that since they operate an integsgistem, the proper way to determine the
profitability of short-term firm transactions woulte to remove them entirely from the study and

rerun the model, which would increase net powetscos
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As we have previously discussed, we find it appetprto use actual monthly prices.
Furthermore, we agree with the Committee that Bervice has a greater value than does
non-firm service, a distinction not recognizedhe Company’s development of normalized
prices. The Company did not respond to the Diwisia@riticism of the Company’s construction
of normalized test period volumes. There is naewtiary basis for accepting the Company’s
test-period volume adjustments as known and melalgur&Ve conclude that it is appropriate to
use actual monthly volumes.

While we agree that it is not wholly appropriatevsiew wholesale transactions in isolation,
identifying the benefits of wholesale transacti@more complex than simply eliminating them
from net power cost studies. The Company testifiatl about 5 to 10 percent of the supply for
wholesale sales comes from the Company’s therrsalrees and 5 to 10 percent from non-firm
purchases. This leaves 80 to 90 percent of thelgigr wholesale sales to be provided from
firm wholesale purchases. Therefore, a comparn$avholesale sales and purchases does
provide useful, though incomplete, informationisitlear that the Company’s performance in
the wholesale market declined from 1997 to 199&jqudarly during the third quarter of 1998
when the average purchase price, $33.99 per megamat exceeded the average sales price,
$33.71 per megawatt hour. The Division testiftest 1998 was the worst year for the net
revenue credit since 1990. We agree with the Cateenthat ensuring monthly purchase prices
do not exceed sale prices is consistent with dairassumption made by the Company with
respect to its use of normalized prices, wherdfanid margin is assumed. We conclude the
Committee’s proposal to remove losses is apprapriat

The LCG proposes that actual short-term firm saleep and volumes be used in the PD/Mac
model rather than the Company’s normalized salieepand volumes. This adjustment
accounts for roughly 70 percent of the differencéhe positions of the LCG and the Company.
The Company claims this creates an extreme misniegivteen revenues and expenses
associated with wholesale transactions. The effiettte LCG proposal is to match actual 1998
revenues from short-term firm sales, which are mhigher than the Company’s normalized

amounts, with the Company’s normalized costs oftsteom firm purchases, the latter having
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been greatly reduced from actual levels. The Caypaakes additional criticisms as well.
Consistency would dictate that sales and purchHasé®ated on the similar basis. This we
believe we have done in accepting the Committeeipgsal.

The LCG states that regional power markets havengoae a single significant change due
to the introduction of the California Independegstem Operator and Power Exchange. This
has produced a major shift in prices in the sunmmanths, one not anticipated by the Company,
and appears to explain the Company’s losses iautmmer of 1998. During the nine
non-summer months of 1998, the margin betweenvblrge prices for short-term firm sales
and purchases was .76 mills. During the summertimsoof July, August, and September of
1998, the margin fell to a negative 1.26 mills.eTHCG recommends eliminating the Company’s
losses during the summer months.

Since we have accepted the Committee’s proposadshort-term firm sale prices where
they exceed short-term firm purchase prices, tropgsal is unnecessary.

The effect of accepting the Committee’s proposalbk vespect to non-firm and short-term
firm sales and purchases reduces Utah-allocateplowegr costs and the necessary change in
revenue requirement by $5,972,013.

c. Wyodak Coal Contract Prices

The Committee’s final net power cost study propaséb bring the Wyodak fuel contract
price in line with market levels. The Committeeer three justifications for its
recommendation. First, the 1991 Coal Audit RepgrEnergy Venture Analysis, Inc.
recommended that the Company pursue a buyout M/geelak coal supply contract to reduce
fuel prices. Second, the Company’s own fuel suppilysis confirms that the Wyodak fuel cost
has been substantially above market levels sin8& &8 a mine price basis, and has exceeded
market levels since 1992 if transportation and hagaosts are included in total fuel costs.
Third, the Wyodak fuel price continues to exceedkalevels in 1998.

With the commercial operation of the Wyodak plani978, a long-term contract was
entered into for the supply of coal. The Compaates this contract is similar to other contracts

signed during this time in the Powder River Badmaddition, coal is delivered by conveyor
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thereby avoiding transportation and stockpilingtsodf the Company were to receive coal from
other Powder River Basin mines by either railrack, then an unloading facility would be
required at the plant. From the inception of tbetact in 1978 through 1992, coal costs have
been below-market. The Company testifies thaptaet ranks as the fifth lowest cost thermal
power plant in the WSCC. Finally, the Companyesat is engaged in ongoing discussions with
Black Hills, the entity holding the contract. TBhesision does not support this adjustment.

There has been no showing that this contract wiesezhinto imprudently. Both the
Company and Committee agree that the current adrgraces exceed market levels. Yet the
Company claims it has tried to buy out this cortfrbat to date its efforts have proved
unsuccessful. We will continue to review Compafigres in this regard. Given that the total
costs of currently operating the Wyodak plant,udahg coal costs, are reasonable, we find no
adjustment is necessary at this time.

d. Confidentiality of Net Power Cost Studies

LCG recommends that the Commission eliminate centidlity protection from all
documents not specifically shown to have commex@hle and not currently in the public
record. When information is treated as confidémtithout substantial reason to do so existing,
the regulatory process becomes needlessly diffamdttime-consuming for all parties. We
therefore concur with this recommendation, and redjuire that PacifiCorp make as much of its
information open, available, and non-proprietary.

e. Format of the Production Dispatch Model

LCG recommends recasting the PD/Mac model usingddaft Excel to make the methods
and performance of the model easier to understamthis Docket, LCG provides an Excel
version of PD/Mac. This record not only shows tihatchange can be accomplished, but the
report of the Committee’s consultant, who partitaoiain the last rate case and provided a report
to the Division and the Committee, recommends #mes Moreover, it is clear to us that the
tool can be transported from a Maclntosh formatrtdBM-compatible format such as Excel.
The Committee and other intervenors do not haveyraacess to Macintosh equipment, and this

reduces their ability to continually evaluate tbgit of the model and its assumptions. The issue
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of net power costs was one of the least understotids Docket. This change will help to
address that problem. Therefore, we order thaicadgoft Excel version of PD/Mac be made
available to the Division, the Committee, and artgrivenor who requests it. This must be
accomplished well before the next general rate oasers.

In summary, our experience with PD/Mac in this Detdkas been unsatisfactory and
convinces us that the regulatory treatment of petgy costs must be re-evaluated before the
next general rate case for this Company. The desloows that the primary source of the
increase in revenue requirement in this Dockdtesrésult of the increase in net power costs.
Although the Company listed certain causes fromittieess stand for the increase, no party
evaluated them in written testimony. It also sheoet parties, with the exception of hired
consultants, lack the expertise to fully evaluaepower cost issues. The model itself is a major
contributing factor to such difficulties. This cptax subject warrants further discussion outside
the time-limited confines of a general rate progegdncluding this one. We desire the Division
and interested parties to undertake an evaluafiatternative approaches to the normalization of
net power costs.

2. SMUD Revenue Imputation

In 1987, the Company entered into a long-term (tbho2014) contract with the Sacramento
Municipal Utility District (SMUD) under the termd avhich SMUD acquires electricity from the
Company at a rate of $16.85 per MWH. This rate bedlesw-market in 1987, but the contract,
according to the Company, results from a compl&xsgansactions which, among other things,
yielded for the Company an up-front payment from@Mof $94 million. That amount,
however, was retained by the Company rather thagflitng ratepayers through reduced rates.
Imputing revenues to compensate for the below-niaduetract therefore has been common in
several states since 1987. A partial history peeahiby the record shows imputations in Oregon,
Idaho, and Utah. The Division now proposes a regemputation adjustment which is adopted
by the Company but opposed as inadequate by thenfiten.

For its imputation proposal, the Division diverdesm the basis it has employed in previous

years and accepts a $19 per MWH basis recentlyteddyy the Idaho Public Utilities
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Commission. The Division reasons that the basiptedoin a sister state is appropriate here as
well because, unlike recent imputations in Oregjois,not the product of a stipulation.
Stipulations, all agree, establish no precedemtrelth Utah, a revenue imputation was proposed
by the Division for the general rate case postpdnetthe Utah Legislature in 1997, but when
that case proceeded as Docket No. 97-035-01, tdpopal was not included. The basis for
imputations in Oregon and previously in Utah isatemporaneous contract, said to indicate a
market rate, the Company has with Southern Caldd&dison Company (SCE). That contract
rate until a recent renegotiation has been aba2ip®4 MWH. Renegotiation resulted in a lower
rate, about $37 per MWH. It no longer providesthia Division’s opinion, a relevant
contemporaneous comparison.

The Committee disagrees. Noting that no reasgiven by the Division to explain why the
mere fact of renegotiation should render the SQHraot rates useless as a basis for imputation,
the Committee nevertheless develops a differens basimputation. It suggests use of the price
used by this Commission to determine whether tiragef firm special retail contracts are
compensatory. This price is about $30 per MWH, liedCommittee advocates it both because
it has been approved by the Commission and is psopased on the Company’s incremental
costs.

As noted, the Company accepts the revenue impaotatimunt proposed by the Division. It
does so without significant comment.

A price contemporaneous with the date of the SMdbtract is proposed by the Division as
the basis for revenue imputation. As the confpaice was below-market when the contract was
entered, a contemporaneous basis for regulatorgaan is appropriate since the imputation
amounts to a judgment about the Company’s dectsi@mter the contract. As we have said
elsewhere, such a judgment should be made indigtitcumstances existing at the time. This
view continues to be appropriate and we will appig this Docket. Since the contract was
below-market when signed, the task before us imitba rate, contemporaneous with the
contract date, to use as the basis for revenuetatipn.

On this record, rates which fit this descriptior associated with the SCE contract and the
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Idaho amount recommended by the Division. Thappsed by the Committee is not acceptable
because it is an amount calculated at a later dsgenoted, the Division has used the SCE
contract in previous years for the imputation, dldéindons it now because the contract has been
renegotiated. Instead, the Division offers a emteepted by a sister state. This rate is
inappropriate because it is a non-firm rate. TRR® contract is a firm contract. This

difference caused the Division witness to expr@&sshbjection to use of an appropriate firm rate
instead, agreeing on cross-examination that a steg&23 per MWH was reasonable. Though
we believe the proper basis for the imputationfisna rate, we reject the suggested $23 because
it is not contemporaneous. The record shows thati 1998 average firm sales price from COB
and Palo Verde Electricity Price Indexes.

What remains on the record are the prices fronotiggnal and the renegotiated SCE
contracts. No reason appears on this record eéatrfjese prices as the basis for imputation other
than the mere fact of contract renegotiation, whighDivision believes removes it from
consideration. This is not reasonable. The oaigiontract rate of $42 per MWH remains a
contemporaneous one whether or not the contréateisaltered. The fact of renegotiation is an
entirely unrelated, later event. We could eadilyase this amount as the basis for a permissible
revenue imputation, just as it has been in the pBists record, however, makes clear that, due to
changes in the wholesale market, prices of whatesales have been declining. We surmise that
the reduction of the price in the SCE contraciexet these changes, which result, we believe, not
merely from temporary realignment of the forcesubply and demand but from institutional
alterations in part due to government requiremeiitee latter fact inclines us to accept the
renegotiated SCE contract rate of about $37 per MW/lthe basis for a proper imputation of
revenues for the under-market SMUD contract, angaeverder. This decision reduces revenue
requirement by $2,876,216.

3. Sales for Resale / Firm Wholesale Contracts Revea Imputation

The Division and the Committee recommend a revempatation for long-term wholesale
contracts (2-5 years) as an appropriate regula@gns to prevent harm to firm retail ratepayers.

Revenue imputation is required because the Comgateyed into contracts that sell power for
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less than the cost to serve them. The Divisiortentrates on four intermediate-term contracts
(2-4 years) and two long-term contracts (5 yeavk)le the Committee’s standard for judgment
requires revenue imputation for a greater numbeoaofracts. The difference between the
Division’s and Committee’s adjustments centershanappropriate price floor on which to base
the revenue imputation. The Committee providesaptions for establishing a price floor, both
of which are derived from retail contracts whick thommittee maintains are appropriate
measures of the opportunity costs of the wholesalles. The first option is determined by the
prices associated with four interruptible contraghéch average $24.19 per MWh. The second
floor is derived by averaging the rates approvedtfe economic incentive ‘special’ contracts for
four firm retail customers. These price floor nreenendations result in revenue requirement
adjustments of approximately $8 million and $20liomi, respectively.

The Division uses avoided costs which were applecabUtah at the time the contracts were
signed as the basis for calculating the revenueliatipn. Two different avoided costs are used
by the Division to recognize that during the tinezipd, the Company filed a new avoided cost
application in this jurisdiction. The Division 8§ to this as the “Filed in Utah standard.” To
these avoided costs, the Division adds transmidesses and a sales for resale credit when such
information is available.

The contracts in question have normalized pricasringe from approximately $15 per
MWh to $17.5 per MWh and were signed between J@3é hnd December 1997. The Division
maintains that its proposed “filed in Utah standasdair and appropriate because the Company
has complete control over when it files its avoidedts in its jurisdictions, but has less control
over Commission approval of these rates. Thedwsided cost proposed by the Division as a
measure for revenue imputation is that filed in KdNo. 95-2035-03 and approved on March
4,1997. The price floor is $19.64 and includesdder for transmission losses. It is based on a
RAMPP-3 Integrated Resource Plan that is updatéictode known and measurable changes to
loads and resources, and price assumptions thdthaéfect avoided costs. The second measure
of a price floor is $16.70, and includes an addebbth transmission losses and a sales for resale

credit. This figure is based on information filadDocket No. 97-2035-02 and is used to
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evaluate the appropriateness of contracts filekbBi7. The request for approval of these 1997
avoided costs was ultimately rejected by the Comaimisin an order issued in October 20,1999.
The Division’s adjustment would reduce Utah reveraguiirement by $1,516,107.

The Company argues that it is inappropriate tolsingt a few contracts for special treatment
and that the overall performance, with respectipact on retail customers, of the entire
wholesale portfolio instead should be evaluatede Tompany maintains that revenue credit
ratemaking treatment for wholesale sales has beeefigial to ratepayers over the years. If,
however, the Commission deems that revenue imput&irequired, then an appropriate price
floor, not those recommended by the Division or@oenmittee, should be used for imputing
revenues.

The Company claims the Committee’s use of retaitreaxt rates, whether for economic
incentive or interruptible contracts, is inapprapei The wholesale market is more competitive
than the retail market. This results in lower psiand margins because wholesale customers
have more options than do retail customers. Theigion of power to retail customers connotes
a longer-term commitment to provide power than alegale contract, and thus requires higher
margins.

The Company stresses that the Division’s filed-tafUstandard for imputation could
produce conflicting prudence tests between jurtgths which might result in fewer wholesale
contracts, to the detriment of firm retail customelt argues that a price floor based on avoided
costs approved in Docket No. 95-2035-03 would og&mation from 1993 and 1994, too old
for contracts signed in mid-1996. In its view,rager comparison would link contract prices to
the best information available to the Company atttime contracts were signed. This, the
Company avers, would be its 1996 avoided costs #tdahior approval to the Oregon
Commission and approved there in July 1996. Mapkiees prevalent at the time might also be
used. This would produce price floors of $14.4d $h3.74, respectively, and, the Company
argues, would show that all contracts cover costs.

The Company also criticizes the Division’s usehaf sales for resales credit in its

calculation, which the Company contends is a mesasuassess the value of the energy if it were
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not sold on the open market. The Company ass$extdhe actual sales price on a wholesale
contract is the opportunity cost, and it represémsbest deal that was available at the time the
deal was struck.

We recognize the difficulty of assessing the pruaenf the wholesale contracts, and are
aware that wholesale sales can benefit retail meste. Though the Company is not required to
seek Commission approval of such sales, we mustnaatter of statutory responsibility, make
sure that retail customers are not harmed by th&te reject the Company’s argument that we
should not judge specific contracts but only lobkha overall impact of wholesale sales on retail
customers. This is too lenient a criteria for dad and one that would send the wrong message
to the Company. We do not judge, for example ptioelence of generation plant in that way.

Thus, the issue before us is the determinationmé#nod to evaluate these contracts. We
agree with the Company that the Committee’s suggesf using retail contracts as a measure of
the wholesale price floor is inappropriate. Whalessales should not be judged solely on prices
secured in the retail market. We also reject tam@any’s proposal to use prices for firm sales
found in the spot market at the time these longrteontracts were signed. It is inappropriate to
judge long-term contracts by short-term prices. alfemains on this record for determining the
basis for revenue imputation is the most approp@abided cost estimate.

In spite of the Company’s argument that the mostecu information available when the
contracts were signed is the avoided cost filedapptoved in another jurisdiction, which has
some appeal, we will not substitute another bodgt&rminations for our own. The record
shows that contemporaneous avoided cost actualiyswgaificantly higher than that approved in
another jurisdiction, though we do not use it hbrdfresses our contention that we cannot rely
on another Commission’s avoided cost decision#h®present purpose. We rely on the
Division’s expertise in the field of avoided costermination, and on the basis of its testimony
reject the Company’s contention that the avoidexiscthe Division proposes are outdated.

We find that the Division’s proposal to use theided cost rate that has been filed in Utah is
reasonable for the purposes of revenue imputatiohis Docket. We further find that its

proposed adjustment for transmission losses isogpiate. It is not opposed by any party. With
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regard to the sales for resale adjustment, wetiedCompany’s argument against it
unpersuasive. We understand the sales for resadé as an adjustment to account for a
problem in modeling avoided costs. To calculai@@sd costs, two model runs are compared,
one with known loads and available resources anthanwhich includes an addition to the
resource mix of 10 average megawatts of zero-essiurces. The difference in total energy
costs of two runs, divided by the 10 average megaywdelds the avoided energy costs on a
dollars per MWh basis. The sales for resale cisdih attempt to calculate the opportunity cost
of the 10 average megawatts of the zero-cost resdaased on the margin the Company could
earn on power it generates and sells in the opekahaThe Company maintains that it could
only get the price that it had just negotiated #imub the credit would be zero. The Division
argues that this credit is required to calculageatoided costs for Qualifying Facilities and is
required here as well. The avoided cost is anpaddently determined measure of the
opportunity cost of the wholesale sale. We actlapt and therefore adopt the Division’s
recommended wholesale revenue imputation. Thissédent reduces revenue requirement by
$1,516,107.

4. Excess Coal Inventory

Coal inventories exceeded maximum target levelseaHayden, Hunter, Huntington, and
Dave Johnston plants during the test year. Invesgavere based on recorded book values rather
than normalized to coincide with reports and PD/Meguirements. The Division proposes an
adjustment to reduce the excess inventory andrnmale coal costs. The adjustment would
give PacifiCorp two years to meet the targets deonot to disturb the relationship between
mine production levels and coal costs (coal caatsrise when production levels fall).
Corrections to Division calculations were offergdRacifiCorp and accepted by the Division.
Nevertheless, the Company contends no adjustmentcshe made. The Committee does not
take a position.

If coal production at PacifiCorp mines were reduasgroposed, the Company asserts that
coal costs borne by ratepayers would rise by abdumillion, as recovery of fixed costs over a

smaller volume raises the cost per ton. Thisgetantial increase the Division’s proposed
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adjustment does not reflect. In recommendingnkientory reduction, the Division relies on a
recommendation of a 1991 study of Company coalatjwers performed by the consulting firm
Energy Ventures Analysis, Inc., the coal stockfalgets of which, the Company witness agrees,
had been adopted by the Company. Though the rebonds the Company has not been in
compliance with the targets for years, it interasetach target levels at an indefinite point in the
future when doing so does not raise the cost df coa

This record suggests that a coal stockpile is gedmot simply to meet fuel requirements at
a generation station but to do so in a manner pengeffective operation of the supplying coal
mine, thus minimizing production costs. This ratite is presented by the Company and not
disputed by the Division. The rationale appearse@ good one, as does the accompanying
Company intention to move toward the targets whangiso minimizes the costs of generating
electricity. On this basis, we reject the propoBadsion adjustment.
G. NORMALIZING ADJUSTMENTS

Normalizing adjustments are those which removeeffexts of abnormal or nonrecurring
conditions such as weather.

1. Uncollectible Expense

The Company proposes two adjustments to uncolleatikpense. The first, which is
uncontested, corrects an improper allocation ofdedst expense to jurisdictions by directly
assigning each jurisdiction’s bad debt expensee setond adjustment, which is contested,
reverses the provision for bad debt expense awdlesds a three-year (1996, 1997 and 1998)
average of bad debt write-off as a percent of jeeraceivables. The Division and the
Committee recommend similar adjustments, the Doviemploying a four-year 1993 through
1996 average, and the Committee a three-year 198dgh 1996 average. The Large Customer
Group supports the Division’s adjustment.

In Docket No. 97-035-01, the Commission decided igsue using the three-year average
1994 through 1996, rejecting the Company’s proptusaiclude test-year 1997, which was
found to be anomalous. The Company now proposia®a-year period beginning with 1996

and including the formerly rejected 1997. Residtsl998, asserts the Company, make what
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formerly seemed an anomaly look like a trend. Emk for an upward trend in uncollectible
expense is found, PacifiCorp testifies, in a grgnmumber of bankruptcy filings in Utah in
recent years.

We reject the Company position and adopt that®Gbmmittee. The evidence on the
record leaves little doubt that the rise in unailtde expense is due to internal Company
problems. Confidential internal reports reviewedtry Committee and an internal audit report
reviewed by the Division point to problems assadawith the implementation of a new
customer service system in two regional centerslamalosure of numerous local service offices

(“. . . management is working with ass organizational task force to address the many
customer collection process issues that have boéd to the significant increase in customer
account write off.”) Failure to produce corredidled the Company to suspend collection
efforts in late 1997 through early 1998. Accordiaghese reports, and to Division and
Committee witnesses, this led to increases in lectible expense. Write-offs as a percent of
receivables were 4.1 percent for 1994 through 188 to 8.5 percent in 1997, and to 10.2
percent in 1998. As a result of its on-going @ffpPacifiCorp expects uncollectibles to decline.
Because 1997 and 1998 are problematic and do piisent a normal, on-going ratio of write-
offs to receivables, we adopt the three-year pggrogosed by the Committee. It is the same
period used in the previous Docket. The Divisiayuld add 1993, but does not explain why a
four-year period might be superior.

After close of hearings, the Company discoveredraor which overstates the revenue
requirement decrease of this adjustment by $2.Homil The proposals of the Division and the
Committee begin with the Company’s adjustment aedlzerefore overstated by the same
amount. PacifiCorp filed an exhibit on April 24@D, presenting a correction with which the
parties agree. We adopt the correction. Thesisidas reduce revenue requirement by
$4,797,671.

2. 1998 Early Retirement and Associated Pension ggnse

During 1998, the Company offered an early retireinpeogram to its employees. The

Company proposed an adjustment to annualize tketedf the early retirement program for the
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selected test year and to amortize the cost gbithgram over five years. The Division accepted
the Company’s proposed adjustment. The Commit@@&al concur. The Committee asserted
that the Company’s calculations for the adjustnvegrie in error and did not correctly account for
the impact of the retirement program. During disagythe exchange of information between the
parties did cause the Company to revise its cdlonsiand to propose an additional adjustment,
in addition to the originally proposed adjustmdirite Division accepted the Company’s second,
additional adjustment as well. The Committee cargthin its objection that, even with the
revisions, the Company’s calculations still incathgadjust the test year for the 1998 retirement
program’s impact and improperly reflect the progsaimpact on pension expenses for the test
year. In this latter aspect, the Committee objettatie Company’s treatment of pension
expenses on an accrual basis instead of a paytageybasis.

Previously, the Company had been on a pay-as-yoeqmting basis for both financial and
regulatory reporting purposes. In 1997, the Commdranged its financial reporting to an accrual
basis for pension expenses. The Company’s resiuttgerations, which form the basis for the
test year, reflect pension expenses on an accas@ bather then a pay-as-you-go-basis. The
Company requests regulatory treatment of pensipereses on an accrual basis. The Company
maintains that accrual treatment results in a regluén the level of these expenses to be
included in this and future ratemaking proceedings.

Pension expenses under pay-as-you-go are recondibe ¢evel of pension costs calculated
to be necessary during the reporting period, coatptdre pension expenses accrued by
employees under an accrual reporting basis, inrdodeave sufficient funds available to make
present and future pension payments. Pension eepeasorded under a pay-as-you-go basis
may have greater inter-period volatility than thoseorded under an accrual basis. This occurs
because the investment performance (both actugbemeicted) of the pension fund, which is
used to provide funds for payment of pension exgengries as financial market conditions
change and as actuarial calculations for pensipemses change. Differences between the level
of pension expenses that would be recorded on-apgpu-go basis and that under an accrual

basis are reflected through a deferred pension.asse
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The Committee critiques the Company’s filing asuffisiently supporting the adoption of
accrual accounting for pension expenses, as opposedaining with the pay-as-you-go basis.
The Committee maintains that the Commission mustdeguately informed with a sufficiently
detailed analysis to make reasoned conclusionsibiald support a decision to make this
regulatory accounting change. The Committee arthegsthe burden is upon the Company to
show that the accounting change would result inesbenefit to ratepayers (a lower level of
costs in determining the Company’s revenue requergjrand that the Company has not met its
burden. The Committee presented its analysis unbmh the retention of the pay-as-you-go
basis could result in lower pension expenses. Tdragany responds to the Committee’s
analysis by noting alleged errors in Committee Wakions and the Committee’s reliance upon
information outside the test year. The Committedsfection to the 1998 early retirement
pension adjustment is based on its view that thefgamy has erred in attributing far too little of
the test year’s pension costs to the early retirémppeogram and attributed far too much to the
pension liability incurred from the service of ieed employees during the test year. The
Company responds to the Committee’s position witheéxpected complement; the Committee
errs by attributing far too much to the early tient program and far too little to the retained
employees’ expense.

The choice between pay-as-you-go or accrual acocmutreatment of pension costs for
regulatory purposes and concomitant treatment idipa costs has been a vexing matter. Our
ability to consider the matter in other dockets Ibasn hampered by the lack of a well developed
record upon which we could make an informed denidiochas been treated by parties based on
the expediency of the limited term impact a paficehoice may have on the determination of a
utility’s revenue requirement and, seemingly, withmuch thought on developing a record by
which an objective third party could examine thgulatory decision to adopt one method or
another and insure proper application of the decisiVe recognize that in examining the matter,
the analysis is sensitive to the underlying assigngtor projections given for the performance
of the pension fund and in determining the life@xtancy of covered employees. We also note

that the manner in which the proposed change wlaggyy treatment of pension costs was raised
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and treated by the parties had an impact uponubktgiand quantity of the evidence submitted
to us.

We conclude that the record provides sufficientlernce to determine that adoption of
accrual treatment of pension expenses for regyl@iamposes is reasonable. We will adopt the
accrual treatment, not so much upon a determinafidine revenue effect portrayed by the
Company as definitively more probable and reas@ngdan that of the Committee, but also upon
our general approval of accrual accounting pries@nd their application to pension expenses.
We also conclude that there is no need for furddgustment beyond the Company’s proposed
two adjustments. The Company’s adjustments prgaedount for the application of an accrual
basis for pension expenses in conjunction withl9@8 early retirement program. This decision
reduces revenue requirement by $49,601,814.

H. ACCOUNTING ADJUSTMENTS

This section considers adjustments to true-up ateacounts for actual test-year experience
and to reflect changes in accounting procedures.

1. Property Insurance

The Company allowed its property insurance restere depleted because of claims during
recent years. This self-insurance reserve is tssedver the deductible on property damage
losses. PacificCorp made an adjustment to incriéseeserve from $157,000 to $8,000,000
in 1998. The Committee is proposing to builduprémerve to a cap of $6 million over 5 years,
stating that the over accrual in 1998 is due tcematcruing to this reserve for more than 5
years. The Division agrees that the accruals 88Mere increased too rapidly, and spreads the
increase over two years, instead of one. We fiatlttie Division correctly interprets our
annualization policy. This adjustment reduces meeerequirement by $849,159.

2. Worker's Compensation

The Company made an adjustment during 1998 toaseréhe worker’'s compensation
expense accrual by $1 million to compensate foeuadcruals during previous years. It states
that the process of determining the appropriat@ianaccrual is, by necessity, a process of

estimation and these estimates are trued up aal @xtperience becomes available. The
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Committee disagrees with this adjustment and pregpdsat it be removed in its entirety
because it was caused by under accrual in priagsyekhe Division reduces the
Company adjustment by half to recover the costs twe years, which we accept. This
adjustment reduces revenue requirement by $150,552.

3. Pension Cost Write Off

When the Company changed its financial accountingdorporate accrual treatment of
pension expenses in 1997, the Company wrote offi¢fierred pension asset associated with the
pay-as-you-go treatment of these expenses. 11983 Report to Stockholders, the Company
represented that with the changes occurring irtredadility regulation, the Company believed
that regulatory recovery of the deferred pensi@etwas not probable. For regulatory purposes,
however, the Company (and Utah regulators) continaaise the pay-as-you-go method and
continued to recognize the deferred pension adgedid so in the Company’s last general rate
case proceeding, Docket No. 97-035-01. With th@@sed change to accrual treatment of
pension expenses in this proceeding, the Compauests recovery of the deferred pension
asset as part of the change in regulatory treatofgrgnsion expenses. The Company proposes
an adjustment to amortize the recovery of the dedgpension asset over five years. Like its
position on other pension expense issues, the iDiveccepts the Company’s proposed
adjustment.

The Committee objects to the Company’s proposedt@aton adjustment for the deferred
pension asset. The Committee argues that the Confy@amnot provided an acceptable
explanation for its regulatory recovery, given tthet Company’s shareholder report noted that it
would not seek recovery and wrote off the defepedsion asset in 1997 for financial purposes.
The Committee noted that the Company failed totiflethat recovery of the asset would
include a deferred compensation plan from the 198@searly retirement plans of 1987 and
1990. The Committee continues its argument thabtaener by which the Company’s
presentation has co-mingled the pension costowut sufficient explanation or detail of the
component parts and the attendant confounding guwagprocess the parties have had to follow

warrant rejection of the Company’s adjustment. Taee Customer Group opposes the
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Company’s position and supports the position agdraents of the Committee. The Large
Customer Group’s position is not supported by ré@@widence introduced by the Large
Customer Group, but relies upon that of the ConamitThe Large Customer Group argues that
the Company’s position is an effort to “claw baslvings from Scottish Power’s
acquisition/merger of Pacificorp, approved in Dddke 99-2035-04.

In making a transition from pay-as-you-go to acttreatment of pension costs, one would
normally expect some treatment of the deferrediparasset to be expressed. Its general
treatment would be to allow recovery, since it esents the deferral of the actual payment of
liabilities which arose in prior periods, but whislould not have to be paid until some future
period. We do not believe that the Company’s wofteof the pension asset for financial
purposes is sufficient to preclude recovery whepli@ory accounting treatment of pensions
changes as well. The distinction maintained betwegulatory accounting treatment and
financial accounting treatment incorporates theeustanding that what occurs in one does not
necessarily control what occurs in the other. Ist packets, when the Commission approved
pay-as-you-go treatment of pension costs, our ersieecifically identified that the regulatory
treatment of the deferred aspect of that treatmastto be resolved in a future rate casd/e
conclude that the record in this rate proceedingiges no reasonable basis to prevent recovery
of the deferred pension asset as part of the chiangecrual accounting. The amortization period
proposed by the Company is not accepted. Whenngeaith other expenses associated with
post-employment compensation and amortization ferckxd amounts due to accounting
changes, we have used a longer amortization pdrardthe five years proposed here; e.g. post-
retirement benefits other than pensions expensethdVe done so, in part, in consideration of
the period over which ex-employees will receive ¢cbhenpensation in relation to the amortization

period. We conclude that an appropriate amortingtieriod for the deferred pension asset

“ See orders in Dockets 87-035-16 and 90-035-08 Iatte raises an perplexing conundrum as it orders
the amortization of the deferred portion over & fjear period beginning with the inception of th@unhtary
Severance Program. The Committee alleges thateteerdd pension asset is composed, in part, ofrdésefrom
the 1990 program.
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involved here is ten years. The pension asset dsate over a period longer than five years. We
conclude that a ten-year amortization results iagpropriate result to be reflected in
determining a reasonable revenue requirement &ewldaint rate impact.

We are concerned with the aspect of the Commiteatence which raises some question
on the component parts that make up the pensi@n, assight of our prior orders. We direct the
Division and invite the Committee to conduct anitatithe deferred pension asset to determine
whether the level represented by the Company pisopeftects the accounting and deferral
treatment intended in our prior orders. If the awdBntifies that adjustment to the deferred
pension asset itself is warranted, as well as adprst to the amortization, modification may be
made in subsequent regulatory reports and theefigtet in the next rate proceeding.

The conclusion we make on this issue requires @ease in revenue requirement of
$3,258,432.

4. SERP Reserve

The Company accrues Supplemental Executive RetiteRian (SERP) expense each year in
accordance with the actuarial report. The excéis®accrual over cash payouts under the plan
is recorded as a liability. The SERP reserve litgtaccount was not identified as a ratebase
deduction in the Company’s unadjusted resultshedtompany has accordingly adjusted rate
base by $562,946. The Division and Committee hgtiee to this adjustment.

In addition, the Committee has proposed an adjustuisallowing all SERP expense for the
test year. It argues that this plan is a non-fjadlplan available to a select group of executives
is excessive, and the costs should not be passtdratepayers. The Company presented
evidence that SERP is a part of the total remuingrgtackage provided in order to attract and
retain qualified executives. Most companies oferilar programs in order to make up the
difference in the retirement gap for executives.

Although it has been argued that the SERP plartia eompensation to executives who did
not perform well during the test year, it is ourropn that a SERP plan is an essential part of
executive compensation in recruiting and retaimjoglified executives, and we therefore reject

the Committee’s adjustment and accept the Companyiss adjustment reduces revenue
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requirement by $548,338.

5. Executive Severance

The Division reverses the executive severance oFvderick Buckman, CEO and
President, who terminated employment with PacifigCmn September 25, 1998. The general
perception is that Mr. Buckman terminated his empplent at the behest of the Company
Board of Directors as a direct result of sizeablaricial losses in recent years to the non-
regulated side of the business and a focus on Igboinsuits. The Division believes that
shareholders should bear the responsibility forBlickman’s severance package, and reduces
expenses by $183,039 per year, which is Utah'satléml share amortized over five years. The
Committee takes no position on this adjustment. cdfeclude that the Division’s adjustment is
appropriate. This adjustment reduces revenuenagent by $314,597.

6. Relocation Expense

The Company made an adjustment for the accoungpgrtiment relocation expense
during the test year, and amortized the assoc@stover a five-year period. It asserts
that this move was the only unusual employee rélmegroject in 1998. The Committee,
however, states that even after this adjustmeatathount left in relocation expense is high and
not reflective of normal cost levels. It proposesadjustment that sets the relocation expense
account at the 1993-97 average, plus one-fiftinefdifference between the five-year average
and the 1998 balance after the Company’s adjustment

We conclude that the relocation costs remainingy défte Company adjustment are at a
level expected to be ongoing, and therefore réfecadditional adjustment proposed by the
Committee.

7. Rent Expense

The Committee requests disallowance of certain 1888l expenses and the imputation of
sublease revenue that will be earned in 2000 iardmpromote a better matching of the costs
and benefits of the Company’s employee reductioggam known as BSIP. Specifically, the
Committee and the Division recommend annualizingd$@51 in rental expense associated with

the Public Service Building in Portland becausel¢iase expired in December 1998. Employees
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were moved to the Lloyd Center Tower where, tha@gs alleges, the Company had excess
space which the Company had the opportunity toesgel. The Committee maintains that the
Company provided conflicting information in datapenses, raising doubts about possible rental
income from the Lloyd Center property.

The Committee’s second recommendation concernstingpsublease income from renting
the eighth floor of the One Utah Center (the ldzesgins early in 2000) which it alleges was
vacated as a result of BSIP employee reductiorezorling to the Committee, a test-year
imputation will promote a better matching of betsetf future employee reductions with the
opportunity costs of the vacancy. In rebuttal, @mempany states that PacifiCorp BSIP
employees occupied the eighth floor for the eritB88 test year, even though the eighth-floor
accounting department was relocated to Portlariterelis no evidence to the contrary on the
record.

We find that the rental expense associated witlPtitdic Service Building in Portland meets
the criteria for annualization of test-year datdedd in R746-407-3. The rental reduction
occurred during the test year, is expected to bgaamg, and is a volume change in the level of
Company operations which has minimal interdepentheistment/revenue/cost relationships.
We therefore accept the Division’s proposed adjesinto annualize the rent reduction for the
Public Service Building. The Committee’s propasaimpute revenue for the sublease of the
eighth floor space in One Utah Center mismatchpemses and revenues. PacifiCorp
employees occupied the space throughout the tast Y®evenue from a post-test-year lease is
not admissible and the rationale on the recordssfficient for a departure from the
Commission’s test-year rules. We do not accepCibimmittee’s proposed adjustment. These
decisions reduce revenue requirement by $71,022.

8. Noell Kempf Climate Action Project

Noell Kempf is an environmental risk mitigatioropgct aimed at gaining experience in and
the estimation of the cost of securing offsetsdteptial carbon dioxide taxes or emissions
restrictions. It is a partnership between utiiteand the Bolivian government to create a forest

preserve. The project will prevent the logging alehring of approximately 3.6 million acres of
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forest. The Company has committed $1.75 milliohads to this project and has booked
approximately 44 percent or $763,500 ( company-\édea test-year expense. The objective is
to offset carbon dioxide emissions from PacifiCtivgrmal generation plants. The Committee
notes that the Company’s newsletter, “Network,”aaes the emission credits are uncertain at
this time. The Committee argues that collectingpdrtent of the costs of a project whose
uncertain benefits stretch over thirty years isisnmatch of benefits and costs. The Committee
recommends that no cost recovery be allowed inrgttescase.

The Company testifies that the Noell Kempf Projeitit sequester CO2 and is being
explored as a means to offset CO2 emissions framitgifossil fuels. The cost of Noell Kempf
is expected to be $0.30 to $0.60 per ton. Thispzres to $10 to $40 per ton assumed as a tax
on CO2 in the Company'’s integrated resource plahe Company believes that this expense is
prudent. It points to the Commission’s Report @rder on Standards and Guidelines for
Integrated Resource Planning which found that cimgnenvironmental regulations can increase
the internal costs of the utility. This may octlurough changes in plant operation, the addition
of control technology, or purchase of emission permrhese costs will ultimately be borne by
either ratepayers or stockholders. The Commissiemfound that prudent business planning
must evaluate the consequences of risk and unagrfar business strategy since a requirement
to “internalize” external environmental costs possk. Should the Commission disallow the
Project expense, the Company recommends thaattdreg future gains from the trading of CO2
credits symmetrically, so the value of the creflaw/s solely to the shareholders who funded the
original research project.

We find that participation in the Noell Kempf cliteaAction Project is reasonable.
Environmental risk mitigation is important. We lhallow recovery of Utah’s share of the $1.75
million total project expenditure, but will spreaaver five years in order to better match
benefits and costs. Any further investment in @B&lits must explicitly be evaluated in the
integrated resource planning process, and ackngetedy us, before future rate recovery will be
allowed. The revenue requirement effect is a dsaef $89,333.

[. INFORMATION TECHNOLOGY ISSUES
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1. Y2K Expenses

In order to prevent interruptions in electric wyilservice in the changeover from the year
1999 to 2000, PacifiCorp spent approximately $10ilBon, company-wide, in the 1998 test
year. The Company proposes to allow the entireisuime revenue requirement in this case to
ensure quick recovery. The Division and the Corteaiboth recommend that we amortize
Utah’s portion of the $10.3 million over five yedesmitigate the effects of that one-time
expense on customer rates. The Company arguesntizatization “will result in tremendous
under-recovery of those costs.” We disagree. Aimation ensures recovery of prudently
incurred costs at a sustainable pace without cgyerks and jolts in customers’ rates. Those
amounts not immediately expensed are left in ragewn which PacifiCorp earns a fair return
until the entire sum is amortized. The Compangtefore, is assured of both a return and full
cost recovery.

Although Y2K costs are one-time expenses and doelexcluded from the test year, the
Company in fact incurred them in each of four sasoe years beginning in 1997. In addition,
given the importance of the effort to avoid shartd long-term power outages and the pressure
imposed on PacifiCorp from the Commission and athesolve the Y2K problem, it would be
unreasonable to exclude them. Including Utahscalled share of the entire $10.3 million in
this test year as the Company proposes, howeveldveause a spike in customer rates that
amortization avoids. We accept amortization aaranay for the Company to recover these
costs, but believe five years is too long a petinder the circumstances presented in this case.
Instead, we adopt a three-year amortization tecethe unique nature and importance of these
particular expenses to the public generally. Weeheever before and will never again face this
problem. This adjustment will be calculated onllsis of an average annual rate base. This
decision decreases revenue requirement by $1,%l17,88

2. Re-Engineering

In 1996, PacifiCorp implemented the Business Sysdidegration Project (BSIP) to review
the Company’s business processes and to implenenet efficient means of conducting its

business. This led to a new integration of sofensstems, and to reductions in inventories and
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staff. As part of this project, the Company acedinew comprehensive business software called
Systems Applications and Products (SAP) and indugsgoenses in 1997, 1998 and 1999 for
re-engineering business processes and employammgraiThe Company proposes to amortize
the re-engineering and training costs over fivagdaeginning in the test year. The Division
supports the Company’s proposal. In the Commite®w, re-engineering costs are those
incurred to analyze the current flow of financiatlaother internal Company information used to
manage the Company. Re-engineering is therefoneitzad step in determining how SAP is to
be used. These costs, asserts the Committee,tdambeneficial to ratepayers until SAP is fully
implemented. As this happened only in one germraiation, the Naughton plant, during the
test year, the Committee opposes the Company'staa@nt as out-of-period. The Large
Customer Group also opposes the adjustment astai-pariod SAP-related one, and argues
that these costs must be allocated between redudatenon-regulated activity. As the
Committee does, LCG proposes to begin the amadizaf re-engineering costs only when SAP
is fully implemented.

Typically, when the Commission analyzes a requeattortize an expenditure a showing of
roughly proportional benefits and costs over timé bBeginning in the test year is necessary for
approval. Expenditures proposed for amortizatipthie Company total about $16 million,
Company-wide, for the test year. This amountlainas, is offset by test-year benefits of $30.6
million, Company-wide, associated with re-enginegyias part of BSIP and the implementation
of SAP. These benefits, it asserts, arose both free of SAP at the Naughton plant and from a
new understanding of business processes leadsaytogs in employee levels and elimination
of certain actions that would have been requiratlitha older processes been expected to
continue.

Though the Committee does not dispute implememtatfSAP at the Naughton Plant, it
argues that the potential benefits of re-engingezannot be realized until SAP is fully
implemented throughout the Company. It also asskat no party has shown that SAP
produced any benefit in the form of improvementproductivity during the test year. This

Committee statement is correct insofar as the liter@fimed by the Company depend on
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assertions about actions not taken. We are mtgeested in measurable and sustainable gains
in productivity. No evidence of this sort existsthe record.

This leads to the position advocated by LCG, wiaisberts that the evidence of benefits in
the test year is shaky enough to warrant compledé af all SAP-related expenditures before
any are declared prudent and recovery is permitiéoreover, given the time in which the entire
project arose, the Company'’s then global objectaresemphasis on development of non-
regulated business opportunities requires an ditotaf these expenditures between regulated
and non-regulated activity. LCG proposes an atlonaf any SAP-related costs allowed
recovery in this case on the basis of relative leggd and non-regulated revenues.

It appears on this record that re-engineering eaidibhg expenditures precede and are
necessary to a change in internal business opesdtiat are intended to result in future
productivity gains. They are only part of totabjarct expenditures. Other expenditures include
those for hardware and software, which we takealpvb. We wish to encourage the Company
in these efforts and expect attention to operatiefiiwiency as part of effective management. If
successful, expenditures for re-engineering andimgwill produce future, recurring
productivity gains. For this reason, amortizatoay be an appropriate method of cost recovery.

Though the Committee disputes the assertion thaflie occur in the test year, its testimony
does underscore the relationship between up-foqréraiture and a future flow of project
benefits. As a concept, this relationship is rexoed by all parties. We adopt the
recommendation of LCG, which is independently rec@nded by the Committee, to require a
performance audit of the entire project. One aspkthis audit should inform us how an
allocation of these expenditures should be perfdrnWWe await receipt of the imminent semi-
annual report on operations for 1999 and the Stdtbwer merger transition plan before stating
more clearly the audit requirements. Suffice isay here, we expect such an audit to be limited,
focused, and directly on the points raised hergirisoproponents. We believe the record in this
Docket is sufficient to begin an amortization irsttest year because SAP was installed in one
generation station and we give some weight to tm@ny’s claim that benefits were realized.

Should the audit indicate otherwise, appropriajasachents can be made. We therefore accept
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the proposal of the Company and the Division to @diz®re-engineering and training
expenditures over five years. This adjustmenteeduevenue requirement by $464,539.

3. Computer Mainframe Write-Down

The Company replaced its mainframe computer duhegest year. The old mainframe, it
testifies, was taken out of service in January 188&use of insufficient capacity. The
Company proposes a three-year amortization of tite wff, beginning in 1998. Since the old
mainframe was removed from service in the test,ybarDivision proposes to amortize the write
off over five years, beginning in 1998. No suchitevoff should be allowed in the test year,
recommends the Committee, because it is relatdtetonplementation of SAP which provided
but insignificant benefits in the test year. LGf&8ammends that any SAP-related costs allowed
in this Docket should be allocated between regdlated non-regulated activities based on 1998
revenues, but all such expenditures should be stglojeéo thorough audit.

In 1997, the depreciable life of the old mainfrawees shortened from 10 to five years, and
the remaining net book value was written off. Td@mpany sought recovery of the write off in
Docket No. 97-035-01, but the Commission did ntmvalit on grounds that the old mainframe
remained in service throughout the 1997 test year.

The record permits us to conclude that the mairgraras replaced during the test year
because of insufficient capacity to perform neagsSampany functions. There is a dispute,
however, over what exactly led to the need to pig and how we resolve this bears directly
on whether amortization of the write off should ineig the test year.

The Company argues the replacement was due oplrirto acquisition of SAP, had other
causes, and therefore amortization of the writesbffuld begin in the test year. The Committee
argues replacement was directly related to SAPsara but insignificant SAP-related benefits
appear in the test year, amortization should nginbget. The record shows that SAP runs on a
client/server, not the mainframe, and that add#éi@apacity was needed to run other vital
software, including new customer service systertwaoe (CSS). Therefore, we conclude that
test-year amortization of the write off need naiqared on the basis of a match with the

presumed benefits associated with the implememtatficAP. Because replacement is indirectly
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due to SAP, however, and the primary benefits af will occur beyond the test year, we
conclude that an amortization period of five yeareposed by the Division, is more appropriate
than the three-year period proposed by the Com@andit is therefore adopted. This
adjustment increases revenue requirement by $7,607,

4. Computer Software Write-Down

In 1997, the Company wrote down its “legacy” softevaystems in anticipation of
replacement by SAP. In Docket No. 97-035-01, tbenBany’s proposal to amortize the write
down over a three-year period was denied becaeseldhsystems were in service throughout the
1997 test year. The Company renews this propogaki present Docket. The Division also
proposes amortization beginning in the test yeardmommends a five-year amortization period.
The Committee opposes recognition of the writarothe test year, as does LCG.

All parties agree, and we therefore conclude, ttasoftware was in use throughout the test
year. The Company acknowledges that, though flyraertain purposes, it will continue in use
well beyond the test year. Its rationale for ppg recognition of the write off in the test year
rests on the assertion that because the decisismaee to implement SAP, certain maintenance
and Y2K expenditures were avoided. In the Compmanigw, these benefits make recovery of
the write off appropriate now.

We do not agree. The old software was in use girout the test year. As the Committee
states, SAP was not fully implemented during tls¢ year so expected productivity
enhancements have not yet occurred. As statdekiMarch 4, 1999 Report and Order in Docket
No. 97-035-01, “inclusion of the write down, a ncaish expenditure, in the test year would
saddle ratepayers with additional costs of obselese even though the benefits new programs
make possible would not yet be present. This woukiatch costs and benefits, and
inappropriately inflate test-year costs.” Circuamstes have not changed, and these conclusions
still apply. We therefore accept the Committeesommendation to reverse the Company’s
proposed adjustment. This increases revenue sqeairt by $351,993.

5. Systems Applications and Products Software (SAP

In December 1998 the Company recorded its investme®AP software on the books of
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Electric Operations. This investment totaled $88,104. Since an average-of-year rate base is
used for ratemaking purposes, one half or $40,82900 the SAP software investment is
included in the Company’s unadjusted results ofafuens for the 1998 test year. The
Company’s investment in legacy systems of $1,28&®R] an equal expense amount, fully
amortizing the legacy systems, is also includeithén1998 test year.

The Company proposes an acceleration of the rega¥éts SAP software investment by
assuming, for ratemaking purposes, that the SARwacd replaced the legacy systems at the
beginning of the test year. The Company’s adjustriteludes adding the remaining half of the
SAP software investment to the test year and remgoie remaining investment in the legacy
systems from the test year. Its adjustment alslodies adding the expense associated with
amortizing the SAP software investment over itseeted useful life and removing the
amortization expense associated with the legadgsys The Division supports this proposal.

The Committee proposes to remove all costs assacveith the SAP software investment
from the test year. In its view, amortization ofts should not begin until benefits flow to
ratepayers that are at least equal to the costSdahgany has incurred to implement the
programs. In addition, the Committee recommendietaking an audit of the SAP programs,
including a determination of the used and usef@mméshe programs and the proper allocation of
costs between regulated and non-regulated opesation

The LCG supports the Committee’s proposal. Adddity, the LCG proposes that any SAP-
related costs allowed in this case should be akochetween regulated and non-regulated
activities on the basis of 1998 revenues, whicly th@&m results in a 59 percent allocation to
regulated services. Like the Committee, the LC&memends subjecting all SAP-related
expenditures to an audit. Finally, prudently imedrcosts properly allocable to regulated
services should be amortized over a period ofest lBve years, beginning in a test period no
earlier than 1999 when the SAP system and relasets®are shown to have become used and
useful for regulated services.

The Company argues that SAP was fully implementeéldeaNaughton generation plant,

allowing SAP-related benefits to be realized thdretotal, it claims total SAP-related benefits
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of $30.6 million were achieved in the test yeaopgosed to costs of $25.5 million. It further
argues that the BSIP project began to provide litsri@#fore the roll-out of SAP to all Company
locations was complete, and that cost reductions wealized in preparation for SAP which
would not have been sustainable without SAP. TivesIon agrees that SAP-related benefits
began in the test year, but the Committee does Time. Committee argues that SAP was not
fully implemented until late in 1999, so only insificant benefits might arise in the 1998 test
year, and the Naughton plant pilot program, ingiibin September 1998, cannot be the
justification for including an $80 million investmein test-year ratebase.

We will allow neither the accelerated recoveryho$ investment proposed by the Company
and supported by the Division, nor a deferral uamtdter test year as proposed by the Committee
and LCG. Accelerated recovery is based on a Coyngagument that benefits in the test year, in
the form of employee reductions and avoided caste@ated with the legacy software systems,
exceed the costs of SAP, re-engineering and theaa write off, for a total, company-wide, net
benefit of approximately $5 million. We do notyrein this argument. The claimed benefits are
estimates of what the Company might have experteabsent the decision to implement SAP.
What is important, however, is sustainable improgetin efficiency, measured over time as
productivity gains, resulting in lower costs pestmmer and increases in the quality of service.
These normally follow from the implementation oéthew system, not its anticipated
deployment. An example of a useful measure, pteddroth in the current Docket and the
just-completed ScottishPower merger approval Dodket 98-2035-04, is hon-production
operation and maintenance expense per customerevitience about this on the record is
disputed. It is not strong enough to warrant ared¢éd recovery. We look forward to
presentation of measures such as this in the immBeottishPower Transition Plan.

On the other hand, the evidence shows that the @oynig transforming its internal
processes through the implementation of SAP, aaidsthbme beneficial effect has been achieved
during the test year. The record shows that halilGompany’'s SAP investment is already in
ratebase; next year, the total amount will be th&ke do not believe a reasonable basis exists to

accept the recommendations of the Committee antdGléto remove the investment from the
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test year. We rely, as well, on the decision dtatsove to accept the Committee and LCG
recommendation to perform a comprehensive audit.

Because the proposals of the parties to eithetexate or defer cost recovery are rejected,
these decisions require no adjustment to revergueresment. Test-year revenue requirement
properly includes half the SAP investment.

J. POST-TEST-YEAR ADJUSTMENTS

1. Glenrock Mine Closure

During 1997, a decision was made to close the Dahaston coal mine, operated by the
Glenrock Coal Company, and the Company wrote @frtiine in its entirety to expense. To
reduce the risk of under recovery, a three-yeamrtamation of mine closure costs (for
unrecovered plant, reclamation, and severancejnmiag in 1998, is proposed by the Company.
Final reclamation work, the Company states, begdémeamine during the test year. The
Company claims its proposal will match a savinghigl costs with the additional costs caused
by early closure. The Division accepts a Compaatement that the change in the mine
operation plan resulted in some savings and that feclamation work began during the test
year. It proposes a five-year, rather than three;y@mortization of mine closure costs because
the longer period is the same as that approveddoZommission for other amortizations; it
mitigates the effect on rates; and it better magduest recovery with fuel cost reductions that
closing the mine makes possible. Thus, the Dimigielieves amortization should begin in
1998. The Committee opposes any amortization aérlosure costs in this test year because
the closure of the mine did not occur until Octob899, which is beyond the test year; argues
that any coal cost savings in the test year weatee to the early retirement program and not the
mine closure; and considers the proposed writ@foféclamation costs to be retroactive
ratemaking. The Large Customer Group agreeslieatdsts should be amortized over five
years, but should begin with a test year no edtti@n 1999, which in its view will more properly
match costs and benefits of mine closure.

The record shows that the mine was fully operatidnang the test year. Since a rail

contract was not signed during the test year aihthi@dlities to permit the substitution of an
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alternative source of coal did not exist then,rtfiee did not close until October 1999. For these
reasons, we will restore the mine to ratebaseses and useful during the test period, and will
not permit its amortization as unrecovered pldy.restoring the mine to ratebase, we are
deferring the write off and allowing a return todmrned on the remaining mine investment. We
intend no disallowance. Because the mine wasloséd during the test year, we will not
consider employee severance costs in this Docket.

The Company points to a decline in coal price f&8m™4 per ton to $8.02 during the test
year as evidence of fuel cost savings resultingfeochanged mining plan owing to the decision
to close the mine. These savings, the Companyeaygustify recovery of mine closure costs,
beginning in 1998. In response, the CommitteeresHeat any savings come from the change in
mine operations and not from replacing its coatlpation with a more economical alternative
source of fuel. The Committee believes the claisedngs are primarily due to the Company’s
early retirement program, and when removed fromersewvings a Utah jurisdictional savings of
but $100,000 remains. In the Committee’s views thiy amount cannot be justification for
including the full amortization of the write off the test year.

To permit the full amortization of the unrecoverathe investment in the test year without
the presence there of a significant amount of ggvis to create a potential for over earnings.
For this reason, in past dockets we have lookedramgh equivalence of costs and related
savings in the test year to warrant cost recov@igarly, the primary savings permitted by mine
closure, estimated by the Company to be $15 mibionually, do not arise until coal is obtained
from a Powder River Basin alternative source. Taies not occur in the test year. Absent the
primary savings, a write-off of the mine investmanthis test year is inappropriate.

Reclamation is a different matter. The Committeseds that the proposed write-off of
reclamation costs is retroactive ratemaking becthese costs were known and could have been
accrued by the Company as early as 1984, yet thgp@oy did not raise accrual rates. The
Company denies that reclamation costs were undeued in the past. The reclamation write-
off results from a change in accounting estimatktiamot, as the Committee claims, an

abandonment loss. In a further response to thenGttee, the Company states that final
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reclamation work began at the mine during theyeat.

We find the reclamation cost to be legitimate fravery in rates. It began during the test
year, and involved actual Company expenditures.willeherefore permit recovery, but rather
than the three-year amortization proposed by thagamy, will permit a five-year period
beginning this test year. Our conclusions resuén increase in revenue requirement of
$4,090,012.

2. Condit Dam Removal

Condit is a dam on the White Salmon River in Wagtan State used for many years by the
Company to generate hydro-electric power. Recgmtlgesponse to newly imposed federal
licensing requirements, the Company has deterngoatinued operations there are uneconomic.
It therefore has entered an agreement, signedate®®er 1999, and now awaiting approval by
the Federal Energy Regulatory Commission, to beginmoving the dam in October 2006. The
Company proposes to accrue dam removal costs beginmthe test year. This is opposed by
the Division, the Committee, and the Large Custo@raup.

The accrual should commence in this Docket in otldar customers who benefit from the
electricity produced at the dam contribute to @soval costs, according to the Company. The
Company asserts that failure to initiate the addruthis Docket will produce an increase in
depreciation rates in the future. Moreover, thenBany believes its proposal is consistent with
established depreciation policies that provideréaovery of plant-removal costs.

In the Committee’s view, this is an event occurringside the test year, and the final
agreement, when approved, may result in othergzabiéaring a portion of removal costs. The
Committee also relies on a December 1999 settlemdtrcifiCorp’s Utah depreciation case,
Docket No. 98-2035-04, which provides for recovefryncreased removal costs as part of
stipulated depreciation expense, with new deprieciaates taking effect in April 2000. Dates
associated with the removal agreement and the ciefioe settlement are beyond the test year.
The Division relies on the depreciation settlemghitch calls for increased depreciation expense
beginning in April 2000, and terms the Companyspasal a post-test-year adjustment, as well

as a “a violation of common sense.” The Large Qustr Group also opposes the Company
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proposal for reasons similar to those the Commitekthe Division provide.

The Company argues that its proposal is not amtéffoamplement the depreciation rates
from the recently approved stipulation in advanicéhe April 2000 implementation date but
instead is intended to make full use of the nireryspanning January 1998 to October 2006 to
recover removal costs from customers who benefihfthe dam’s hydroelectric power.

We view the proposal as an impermissible postyteat-adjustment for the following
reasons. First, the removal agreement was sigtexdtlae test year. Second, the agreement is
not yet approved. Third, the agreement may changeays including the distribution among
parties of dam removal costs. Fourth, the deptieacistipulation, to which the Company was a
party, provides for new rates beginning April 20@nally, although Condit dam depreciation
expense may increase in the future, there mayfeetohg depreciation rate changes such that
overall depreciation expense may not rise as dtresthis one event. We believe the
Committee’s adjustment correctly removes the fulbant of accumulated depreciation recorded
on its books by the Company in the test year fon damoval, and therefore accept it. This
decision decreases revenue requirement by $533,530.

K. UPDATING ADJUSTMENTS

1. Interest Synchronization

Interest synchronization imputes interest expeasétome tax purposes equal to the
product of the weighted cost of debt (average lamngy debt cost times its share in capital
structure) and adjusted rate base. An adjustmast be made to account for the difference
between imputed interest expense and the intexpshse associated with Utah’s share of
unadjusted test-year results of operations. Thestetl rate base used to calculate imputed
interest expense includes cash working capitat(gdised below). As calculated in the Joint
Numerical Exhibit on Revenue Requirement, the @gesynchronization adjustment increases
revenue requirement by $5,769,131. The methodlotitation is not in dispute.

2. Cash Working Capital

In prior cases for all utilities, the Commissiorstapproved the cash method to calculate the

cash working capital included in rate base. Trsheaethod focuses on the cash inflows and
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outflows during the test period needed to maintiity operations. As a component of rate
base, cash working capital thus reflects the Colyipareed for cash to conduct day-to-day
operations. It represents investor-supplied chifisCompany must have on hand during the
interval between incurrence of expenses to pros@teice and receipt of revenues from
ratepayers.

Lead/lag studies compare the difference in thentgnhead or the timing lag between cash
inflows and outflows. A net lag of 8.9 days isabtd from the Company’s December 1991
Lead/Lag study and is the difference between tladn itrisdiction net revenue lag of 44 days and
net expense lag of 35.1 days. On average, it tékekays to collect revenues from the date
service is provided and 35.1 days to pay expenses.

Cash working capital is calculated by totaling @pens and maintenance (O&M) expenses,
taxes other than income, federal income taxesstatd income taxes. This total is divided by
the number of days in the year to determine thesaeljl daily cost of service. The adjusted daily
cost of service is then multiplied by the 8.9 ragf tlays to derive the cash working capital
requirement.

An adjustment must be made to account for theréiffee between cash working capital
calculated on the basis of results of operationgséedd by the decisions reached in this Docket
and the amount that is based on the unadjustegidastesults of operations. Adjusted income
taxes used to calculate cash working capital irehie imputed interest expense discussed
above. As calculated in the Joint Numerical Extloi Revenue Requirement, the cash working
capital adjustment reduces revenue requiremen2®2%,408. The method of calculation is not
in dispute.

L. SUMMARY

The adjusted test-year revenue requirement is $88&,38. This requires a change in firm

retail revenues of $17,043,480. The allowed ratetorn on equity is 11 percent, and the rate of

return on rate base is 9.0241 percent.

[ll. PRICING OF TARIFFED RATE SCHEDULES
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Our practice is to employ an acceptable classaiservice study to guide the
apportionment or spread of adjusted jurisdictioraknue requirement to classes of service. The
design of rates in each class follows establishegimaking principles.

A. COST OF SERVICE

In this Docket, the Company submits a “functionadizclass cost-of-service study.
Functionalized takes on a special meaning heregatrat different than the functionalization
step common to all cost-of-service studies. Then@any now proposes five functions:
production, transmission, distribution, retail sees, and miscellaneous, which includes costs
associated with demand-side management, franciss,tregulatory expenses, and other. This
new approach is said to be the basis for “functiondundling” of services, first introduced by
the Company in Docket No. 97-035-01. There, weawgrable to adopt it due to lack of an
appropriate record. Nevertheless, certain chatmggsch a study were ordered in that Docket.
These are functionalizing and allocating administeaand general expenses other than
employee pensions and benefits on the basis of, planhlabor, and allocating sales for resales
revenues consistent with the allocation of purctigs®ver. These changes are incorporated in
the study filed herein. To them, the Company dddgesults of a new study of customer
weighting factors, which revised weighting to refleustomers in Utah rather than system-wide,
for meter reading (Account 902), and customer ixand collections (Account 903). Further,
no service-drop costs have been allocated to tigatiion class. In addition to other changes, an
update to demand allocation factors to reflectfiaeenent to the load research calibration
process used to tie hourly class loads to totah jitasdiction load is made. Weather
normalization of class coincident peak loads adsacorporated for the first time in the study.
Revised unbilled revenue calculations are made.

The parties identify several problems with the sittat cost-of-service study. First, the
number of winter evening peaks, and the sensitofitglass-level results to changes in the
number of such peaks, is in dispute. Second, tmarfiittee proposes to determine the time of
system peak based on the total of firm and whatdsalds rather than just firm retail loads as the

Company study does. It notes that study resulisbaasensitive to the time of the peaks used for
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cost allocation. We have rejected this propo3aiird, the load research data is claimed by the
Committee to be flawed.

The Committee asserts that residential coincideaklata are adjusted upward by a full 7
percent above the level actually measured by thepgaoy load research program in order to
compensate for shortcomings either in load resedatdn or elsewhere in the Company’s
measuring system. In addition to similar probleths,load research sample for the irrigation
class is said by the Committee to be out of dateb@sed on data gathered between 1991 and
1993. The Company recognizes this problem andihdsrtaken new sampling for the irrigation
class.

The Company adjusts sampled classes such as resicdahedule 1 to jurisdictional load,
given the demand-metered load of other classanétéfcensus” data), when the summation of
all the census and load research data does ndttegudtah jurisdiction load. The jurisdictional
and census loads are assumed by the Company toreetc Nevertheless, the Committee
asserts that the Company made changes both toscandyurisdictional loads, and as a result
made further changes to the load research samgitedigles’ loads to ensure that the sum of
schedule loads equals jurisdictional load. The gamy responds that indeed one, but only one,
adjustment was made to a demand-metered (censuk) lbalso asserts that the shift in
residential class load that the Committee idergtifieexplained by a change in the treatment of
special retail contract loads. Formerly, thesm finads were assigned to the jurisdiction in
which the customer was located; in the presentystgla result of an agreement reached among
the staffs of the several states at PITA, thes&raais are allocated systemwide. The result is
these loads do not appear in the measurementds lodoth jurisdiction and class cost-of-
service studies. The loads are no longer incluid¢ide determination of allocation factors.

The most significant problem with the results &f ttew cost-of-service study is the
influence of a change in the number of winter engmpeaks. In January 1997, when system
peak occurred in the morning, the Utah residentads accounted for 31 percent of Utah’s share
of system peak, but in January 1998, when the isyptEak occurred in the evening, the Utah

residential class accounted for 42 percent of Wtahare of system peak. The consequence of
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this change in the time of system peak is to gyeatirease the cost responsibility of the
residential class.

This shift in cost responsibility poses a fundamakptoblem for cost-of-service analysis.
Such analyses presuppose stable underlying casioreships because lack of stability would
cause unpredictable swings in jurisdiction andsctasst responsibility, a violation of ratemaking
principles. It has always been known, for examiblat a change in the time of peak, measured
at a single hour in a month, can cause large shiftest responsibility among classes. For that
reason, acceptable cost-of-service studies wdkalie costs not on the basis of a simple peak
allocator, prone to such volatility, but on an edtor that better recognizes a cost-causal basis fo
determining jurisdictional and class cost respdhtsib Since the Company’s 1998 study is
vulnerable to just such a shift, it responds byjaliog study results using the average of 1996
through 1998 peak load data to mitigate the efféetchange in the hour of system peak.

The Division supports a mitigation step. In thagut performs of the Company’s
cost-of-service model, using 1996, 1997 and 1998ahel data, the Division illustrates the need
for mitigation due to the substantial differenceliass allocation results when different demand
data are used. It recommends that the revenugehmmapportioned to classes using 1996 and
1997 study results only, because the number of ¥88&r evening peaks is anomalous and not
likely to be repeated. The large industrial custoparties accept the Company’s proposal to
mitigate the effect of the shift in time of peakwing to its dissatisfaction with the quality of
load data as well as the shift in cost respongtiiused by the claimed shift in the time of peak,
the Committee opposes using even a mitigated destrgice study to achieve a
disproportionate sharing of the change in reveegeirement. The Committee recommends
recovery of any change in revenue requirement cegaal percentage basis among all classes.

In spite of the load data difficulties identifiegt the Committee, we believe the use of the
cost-of-service studies, when mitigated as propbyatie Company and the Division, is
sufficient for use in this case as a general gtodee spread of revenues. We do recognize,
however, that problems identified by the Committesth in Docket No. 97-035-01 and the

present one, have been or are being addresseé Bothpany. The result of those raised in the
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previous Docket produced changes, for exampleseeMtustomer weighting factors, that are
now included in the cost-of-service study filedtbg Company in the present Docket.
B. SPREAD OF THE GENERAL REVENUE CHANGE

We consider here the mitigated cost-of-serviceltess a general guide to the spread of the
revenue change. We reject the Committee’s recordat@m to spread the change on an equal
percentage basis. We also reject the Divisioroppsal to spread the increase only to Schedules
1, 10, 23, 25, and the lighting schedules. The @y proposes a revenue spread that involves
the use of a cap on the amount spread to certaerw@warning schedules as a mitigation measure
because its proposed revenue change was so largen the change in revenue requirement we
determine herein, this mitigation step is unneagssa

The cost-of-service studies on this record arecaotpletely reliable. In the last case,
cost-of-service studies also showed a wide divergeh earnings results across classes, but we
spread the rate reductions on an equal percerts basause the studies were not reliable. There,
as here, the studies, if followed directly, wowddd to an abrupt shift in revenue requirement
responsibility among schedules. We do, howevéleatein the following spread decision a
consideration of cost-of-service study results.

The primary source of the change in revenue reougre ordered herein is due to the
increase in net power costs. In our view, thisifies all classes sharing in the revenue
requirement increase. As we state above, thetsesiuihe cost-of-service studies here are
sensitive to the time of system peak, which causds temper the conclusions we draw from
them, particularly with respect to excluding sortasses from any revenue change. The
problems with load data also lead us to tempercost-of-service study conclusions insofar as
study results would spread the revenue requirectarige solely to Schedules 1,10, 23, 25 and
the lighting schedules. Finally, the Company’'spaged spread did not exclude Schedules 6 and
9.

The spread we approve is provided in detail in Agjpell. It results in less than one percent
increase in revenues to Schedules 6 (large comatleacid 9 (industrial). It also results in a 4.2

percent increase to Schedules 1 (residential)ird@ation), 23 (small commercial), 25 (mobile
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homes and trailer parks), and 7, 11, and 12 (fteifig schedules, including traffic signal
systems and metered outdoor lighting).
C. DESIGN OF RATES

1. Lifeline Rate

As in our last rate case, Salt Lake Community Actsogram and Crossroads Urban Center
(SLCAP/CUC) propose a lifeline rate for low-incomesidential customers. This program
would give an $8 per month credit for eligible papants. That case contained an extended
discussion and analysis of the proposal, which vilenat repeat here but reference and again
rely on, in addition to evidence introduced in ttése, as basis for our decision here.

In the prior case, this Commission found that weehthe authority to implement a lifeline
rate; that a real need exists and is not otherbasgy met by other programs; that the program as
proposed in that case was successfully targetedvanttl not overly burden other customers;
that the benefits offset negative impacts; andptioposed program was administratively simple
and inexpensive to administer. Despite thesarfge] we declined to institute the lifeline rate in
that case because of several concerns and unansgerstions, which were explained fully in
that Order. We requested that a Low-Income Taskd-be established to investigate these
issues further. In brief, we asked for more infation on what we characterized as primarily
“practical concerns,” asking for a Lifeline Planiainwould include clear and specific proposals
and information on the following: (1) a proposeg ©n the total amount the program would
raise and spend annually; (2) how to calculateggsgrand on which users; (3) targeting eligible
customers; (4) experience of other states; (5)qeeg measurements and standards by which we
could judge the success of a program; and (6) atoyd studies which might be appropriate.

Members of the Task Force issued a “Report to tfaé Bublic Service Commission” on
December 17, 1999. The Task Force, acknowleddiaty‘the diversity of economic and
ideologic interests prevent the Task Force froromamending a low-income energy assistance
program,” could not reach agreement on all of dsees. However, SLCAP/CUC proposes that
we effect a lifeline rate in this case nevertheldssproposal here is substantially the same one

as proposed in the prior case with some additiomesponse to our Order, and some additional
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information from the Task Force Report. It argtiest, considering the evidence and findings in
the prior rate case, the Task Force Report, anti@aa evidence on the record in this case, it
has answered the Commission’s concerns and wedshwtitute the lifeline rate.

The following discussion examines the items ashalvwe requested more information.

We continue to rely on and incorporate the findiagd conclusions from the earlier Order and
add to them the analysis from this case.

Cap. SLCAP/CUC'’s proposal, set forth fully in the elxit$ to the direct testimony of the
three SLCAP/CUC witnesses, estimates that the anogvould cost approximately $1.8 million
per year plus administrative costs totaling apprately $50,000 per year. These costs would be
divided among the rate classes in proportion tesctavenue. For example, Schedule 1
(individual) customers would be capped at $0.13npenth, possibly rising to $0.19 per month
assuming a higher participation level. In contr&shedules 6, 9, and 31 customers, the largest
users, would pay $6.25 per month, to a maximum/éfer year. This approach, at least for
residential customers, would constitute a much lempercentage of the average monthly bill of
$40.04 (0.32%) than comparable lifeline programmddtephone assistance.

Targeting Eligible Customers. The proposal indicates that to qualify, a customest be
gualified for the Utah Home Energy Assistance (HERTogram (which we examined in our
prior order and found that by itself it is inadatpito meet the needs of eligible customers); or
earn no more than 125% of the federal poverty le¥éle Utah Department of Community and
Economic Development would administer the prograrmanjunction with its HEAT program.

Experience in Other States.The Task Force Report contains a discussiorsdinidings in
this area. It tells us that many other states havencome assistance programs and that they
vary in range, cost, and design. Whether they offal benefits was a hotly contested issue
among Task Force participants. Some possible hemdéntified are to society at large and thus,
it is argued by some, this decision properly betotogthe legislature and not the commission.
The Division asserts that there are no benefitotyparticipants from direct assistance programs.
It cautions the Commission against “effectuatingalgpolicy by means of altered electricity

rates.” During the hearing we learned that in nstates with similar programs, they were
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adopted by commissions in those states, and tleeledislatures generally codified them.

Proposed Standards of Measures of Succesghe task force report indicated some
confusion as to what the Commission intended w#lyuestions in this area. “If the
Commission’s intention were to provide assistaoca given number of customers, or a
percentage of low-income households, measuremeauitMikely be quite simple .. ..” The
Task Force identified some problems in trying taaswee effectiveness of any low-income
assistance program. It asserted that some ohtbemation needed is not currently tracked by
PacifiCorp and it would be cost prohibitive to do 9t recommended that we ask the Division to
develop a set of standards and measures.

Future Studies. The Task Force recommended that a major revieuldtbe undertaken no
later than three years after implementation of, thisany, program, to make sure the program is
effective and to suggest changes or an end tortdgggm. Beyond that, the Task Force members
had differing opinions.

We conclude that, considering the additional infation provided in this case, it is in the
public interest to have a Lifeline program in Utehproposed and we are ordering that it be
implemented. We find sufficient benefits to theemded beneficiaries, to the utility, and to
utility customers in general through reduced coghe utility of collections, terminations,
reconnections, and arrearages. As for argumeatgia program would benefit one class of
customers only, and thus should be paid by thew @rd note that it is not done in other
arguably similar areas and we decline to do so. h@ree specific example is that each class of
service does not pay precisely its “share” of co3isis is true, for example, of the large
customer groups, or special contract customersydicy to some views of allocations. Yet they
do not agree with any allegations that they aradsubsidized by residential customers.
Examples abound to demonstrate that one persoptopar “social welfare” program is another
person’s legitimate regulation of utilities in tfgublic interest”.

Nor has the Commission’s current rules on a litehate for telephones, enacted under our
general authority in Section 54-4-1 and 54-4-4hefWtah Code, ever been challenged. We find

that the program proposed here is a rather simgdygded program with relatively modest goals
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and is analogous to the lifeline program for tet@phservice. We expect that experience in
administering the telephone lifeline program witbpide guidance as the Company, the
Division, and others work to effect, and monitte Lifeline program we now institute.

Although the large customer group questioned whedth@tion of the amounts raised and spent
for the Lifeline program might diminish its efficgdt pointed to no evidence that that actually is
happening with respect to the Lifeline programhe telephone arena. If that in fact turns out to
be a problem, we expect to be advised of that@pitogram is monitored.

Accordingly, we order the Division, the Committaed SLC/CAP to work with the
Company to implement, within 90 days following #féective date of this Order, the Lifeline
program as proposed in the last case and as desthssein. We anticipate that the program be
capped at no more than $1.8 million per year; itr@ntinue to be monitored by the Division
and that it be thoroughly audited within three gear

2. Line Extension Tariff Change

The Company proposes a new tariff for line extemsubich would require new customers to
pay more to extend electric service to their hoaresbusinesses. The Division supports this
change; the Committee does not oppose it, but gexpa ratemaking adjustment for the tariff
change. This ratemaking adjustment is opposetidoZbmpany and the Division.

The Commission questions the public policy merit@ftain provisions in both the current
and proposed tariffs. We address the requesafif thanges, the tariff provisions, and the
proposed ratemaking adjustment.

The proposed tariff tightens current line extengoficy to both residential and
non-residential customers because, the Compamyglaurrent policy is both overly generous
to and subsidizes new customers. The current pag¥/ides residential customers with a
transformer, a meter and three hundred feet of \iléle non-residential customers currently
receive a credit of three years of estimated reeenThe Company argues that residential line
extensions cost on average $1400 for a home ibdivdsion and $1900 outside a subdivision.
For existing residential ratepayers, the averagesiment for line extension is $730 and

approximately $18,348 for non-residential. Thepmsed tariff provides residential customers a
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$700 extension allowance and non-residential custem@n allowance equal to their estimated
annual revenue. Costs greater than the allowaricberborne by customers. The Division
supports the tariff change because it eliminatésidies and is more in line with policies of
Utah’s municipal utilities and rural electric coogives. The Committee did not comment on
the merit of the tariff change.

Public witnesses testify that the proposed linemsibn is poor public policy, contradicts a
Commission policy of gradual rate changes, incre#ise cost of new homes, limits economic
growth, and should be rejected. The Utah Farm &@uetso argues against its adoption.

We rejected this same request in the last ratefoas&ck of a record on the social and public
policy effects of the change. The Commission foumtthe former Docket, and reaffirms here,
that electricity, for which there are no substituite many uses, is of critical importance in
today’s world. In the present Docket, the Compiaughes on these issues, and its comments
were merely echoed by the Division, which appayeagireed with them. In response to the
Division statement that the new policy would bdime with that of other utilities we do not
regulate, we note that PacifiCorp is an investoneavutility, not a municipal or rural-
cooperative one. Its customers have no voice imag@ment and can only express their
displeasure with policy change to the CommissiGustomers of municipals and cooperatives
can vote out the board of directors or changemapagement. The Company’s desire to reduce
subsidies is not per se a reason to accept thegeddariff; though we are sensitive to cross-
subsidy issues, all subsidies cannot be removed fades. Finally, we do rely on the ratemaking
principle of gradualism, and we know the importatasociety of the widespread availability of
electric service. Nevertheless, the Company ptesgmme evidence that line extensions are
being subsidized by the general body of ratepageds left unabated, will put upward pressure
on rates. In order to mitigate this pressure jibuécognition of our belief that the eliminatiof o
all subsidy is unwarranted for this service, wd pérmit a compromise revision of the line
extension tariff to include, not the Company’s preed $700, but an allowance of $1,100 per
residential customer. For non-residential custasmetine extension allowance equal to two

years of estimated annual revenue is appropriate.



DOCKET NO. 99-035-10
-82-

Though the record does not sufficiently air it, are concerned about the tariff’'s annual
recurring charge, the facilities charge. This ma@nthly charge that certain customers who
exceed the line extension allowance must pay ipgieity. The charge is intended for remote
residential and recreational property, as well@sresidential property. The Company proposes
to reduce this charge from 2.0 percent to 1.67guenger month based on the construction costs
of the extension if the line is built and finandadthe Company and from 1 percent to .67
percent if it is customer-financed. The chargatiended to collect all costs associated with the
Company taking ownership of the line, includingdsxoperation and maintenance,
administrative and general, capital replacemenuiyrand return of and on capital (when
Company financed). The facilities charge is alseduto calculate the minimum bill. Several
parties question the propriety of a charge thas gweas long as electric service is provided to
the property. Neither the Division nor the Comsetaddressed the issue. Testimony indicates
that the components of the facilities charge asetan the average rather than the incremental
cost of line extension.

We find that some of the costs, such as adminigtraind general expense and capital
replacement annuity, cannot be justified in a fised charge. General rates do not include the
latter charge. In the case of line extension, h@wneve find that some additional cost is placed
on the utility, or the general body of ratepayars] thus will allow a facilities charge, but not at
the rate the Company proposes. We find that 0.2&péper month for the customer-financed
line extensions is fair and reasonable. This rezag that a subsidy may exist but it will take
place over the life of the new plant and will hamimimal impact on general rates. A rate of 1.25
percent per month may be charged for company-fexitioe extension. This new charge will
also be used to calculate the minimum bill. Gittemeconomic growth of the state and the
utility system, the Commission finds that a perpétinarge is unwarranted. New extensions
become part of the system. Therefore, we findtthatharge may be collected only for a term of
15 years. This revision to the proposed tariftisg and reasonable and in the public interest.

The Committee states that a rate adjustment isrezhas a result of implementing the tariff

change. Greater customer contribution for lineesgton will occur under the new tariff, and a
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ratebase adjustment will reflect the fact. The @any counters that the Committee is confusing
the level of ratebase with the future growth oébaise. The Division, in a reversal of position
during hearings, now agrees with the Company’stjposi We conclude the 1998 test year will
not see a decline in ratebase as a result of inglény this tariff, so no ratebase adjustment is
required. We believe the Committee recommendationld violate test-year policy.

3. System Benefits Charge

The Utah Office of Energy and Resource PlanningRBEand the Land and Water Fund of
the Rockies (LAW Fund) propose in their writtertit@®ny the adoption an alternative funding
mechanism for public-purposes programs. Thesedieclenergy efficiency, renewable energy,
and low-income programs. They specifically recomdchthe System Benefit Charge (SBC),
which would collect funds as a separate line itena@ustomers bill, as their preferred funding
mechanism. These funds would be held in a sepacataint and would not be part of the regular
ratemaking process.

The OERP and the LAW Fund do not ask for additidnatling, but ask for a change in the
way the money is collected and accounted for. Hrgye that a separate recovery mechanism
for energy efficiency programs would provide adegats to PacifiCorp, service and technology
vendors, and the people of Utah. It would alsovalh more seamless transition if and when
competition is introduced in Utah. The currentdung mechanism for energy efficiency causes
problems for the small vendors who supply and lhgta bulk of energy efficiency technologies
because resource planning process leads to laiggsim the need for such resources. A SBC
will provide assurance of funding for these progsaand will help minimize costs and lead to
savings.

In rebuttal testimony, a number of the parties agkedge that the Commission has
approved and customers already pay for a numbeuladfc purposes programs in their current
rates. However, the Large Customer Group (LCGahUndustrial Energy Consumers (UIEC)
and the Division (DPU) expressed objections toGbenmission ordering a new funding
mechanism that has not been sufficiently studietearalyzed. There may be better ways to

address the issues at hand and an SBC may havendead consequences.



DOCKET NO. 99-035-10
-84-

During hearing, the OERP and LAW Fund parties ckahgir recommendation and agree
that studying the issue would lead to better puidiicy. They request that the Commission
direct the parties to form a stakeholder advisompmittee to study the issue and report their
findings and recommendations back to the Commissidter Commission review, the
recommendation could then be implemented in anogpiate proceeding. All parties agreed
that this is a prudent course of action.

The Commission orders the Company to convene amagesa stakeholder advisory group
that would systematically review and evaluate F@otifp’s current energy efficiency and
renewable programs. The stakeholder advisory gnaugd then make recommendations to the
Commission and the Company on changes to incrbaseffectiveness of these programs in
Utah. Issues the advisory group should addressdacbut not be limited to: program design,
appropriate cost-effectiveness tests, funding g\aternative funding mechanisms, evaluating
cost-shifting, market transformation issues andtgdgssues of program delivery among
customer classes. We further direct the Divisiopadicipate in this process and invite the
Committee’s and the Industrial customers’ partitgaas well. The advisory committee should
be open to all stakeholders and the general pulMe.appoint the Company and the OERP as
co-chairs of this committee and hold them respdagdr reporting the committee’s findings and
recommendations back to us by December 1, 2000.

4. Residential Customer Charge and Minimum Bill

Customer charges are designed to recover costahecrelated to the number of customers
and do not vary with usage. Without an explicgtomer charge, customer-related costs are
recovered through the energy charge which puts-tisghcustomers at a disadvantage. A
minimum bill amount, on the other hand, collectstomer costs through a usage charge. Itis
intended to ensure that even customers whose nyatbrgy use is very low pay something to
recover customer-related costs, when a specifiomer charge does not do so.

For residential customers, the Company proposegtease the customer charge from the
current charge of $.98 to $2.50 to better reflexctost-of-service results. The Company

recommends keeping the minimum bill at its curtenel of $3.54. According to the Company,
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its fully embedded cost study justifies an appratien$6.00 per month charge for all
customer-related costs. In a previous decisiorChramission deemed the costs of meters,
service drops, meter reading, and billing and ctitbe as eligible for recovery via a customer
charge. The Company calculates this at $2.60 ubm@ommission’s criteria. The Company’s
proposal is a move towards its desire to increasetstomer charge to fully embedded cost of
service. The Company proposes to eliminate théenmoim bill in a future rate case once the
customer charge exceeds the minimum bill.

The Division proposes to increase the customergehiar $2.00 per month as a significant
step towards recovery in the charge of the custamiated costs of $2.78 which it calculates. In
addition, the Division recommends a reduction @ inimum bill to $2.75. The Committee
calls for the elimination of the customer chargd proposes a minimum bill of $2.75 to cover
customer-related costs. The Committee urges tmen@ssion to weigh the benefits of energy
conservation in making its decision. Eliminatihg tustomer charge will result in slightly
higher energy charges which, in turn, will promot@servation, particularly among high-use
customers.

The Commission rejected a similar proposal to iaseethe customer charge in the last rate
case, Docket No. 97-035-01, citing the lack of eceptable cost-of-service study and the
inequities associated with raising rates for patéiccustomers when general rates were
decreasing. Even with the cost-of-service stuldy fin the present Docket, which incorporates
refinements and changes ordered previously, westicent to increase the customer charge.
This charge is one of the most misunderstood coepsrof the residential tariff. Customer
understanding and acceptance is a ratemaking olgextlong standing. Customers perceive
that they are being charged unjustly and reserfiatttdhat there is no way to avoid this charge,
barring discontinuing service. Plainly speakingstomers hate this charge.

In determining public policy, we must balance cutithg regulatory objectives. In this case,
administrative simplicity and customer understagaianflict with our ratemaking objective to
set tariff prices on a cost basis. Weighed agaiestost-based objective are the objectives of

conservation, equity, and customer understandilg.permit no change in customer charges.
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The combination of a small customer charge andrénmaim bill allows the Company to collect a
significant share of the customer-related costdenhinimizing the ratepayer misunderstanding
of these charges. In addition, a smaller custarharge promotes energy conservation and its
associated social benefits which are enjoyed byTalese considerations lead us to conclude that
this policy is in the public interest.

5. General Increase

The change in schedule revenues will be implemenyeichange in energy rates due in part
to the role of the change in net power costs. IFatas are shown in Appendix Ill. For
Schedules 6 and 9, the energy rate is increasédlpercent. Indications in the filed cost-of-
service studies are that the peak load resporigibfli6 and 9 are declining. Therefore, we find
no basis to increase the demand charges of théseldes. The remaining revenue requirement
increase is spread to Schedules 1, 10, 23, 2§¢tsagnal systems, and metered outdoor
nighttime lighting, by means of increasing energggrges. All rate elements in the security area
and street lighting schedules are increased bygefzent. No customer charge is changed.

These rate changes meet the Company’s proposedgoiojectives of revenue requirement
recovery, rate stability, and moving classes tovearst-of-service based rates. It also satisfies
the Division’s objectives of stability and gradsati. These are the objectives commonly
employed in this jurisdiction.

IV. ORDER

Wherefore, pursuant to our discussion, findings @ntlusions made herein, we order:

1. PacifiCorp to file appropriate tariff revisiomgreasing Utah jurisdictional revenues by
$17,043,480.

2. The tariff revisions to reflect the Commiss®wdeterminations regarding rate increases,
charges and other rate design aspects for semheglgles and other changes in rates, fees or
charges designated and discussed in this Repo@atet. The Division of Public Utilities shall
review the tariff revisions for compliance withgHReport and Order. The tariff revisions may
become effective as designated by the PacifiCarpnbt earlier than the date of this Order.

3. The Division of Public Utilities to audit theférred pension asset accounting, as directed
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herein, and thereafter file a report of its findingith the Commission.

4. The Division of Public Utilities and PacifiCotp prepare, with the participation of the
Committee of Consumer Services and the Salt Laker@anity Action Program and any other
interested party, a Lifeline rate and program,iasussed herein, to be implemented within 90
days after this report and order. We further ditkee Division of Public Utilities to monitor and
audit the program, submitting, at a minimum, anmapbrts over an initial three-year period.

5. PacifiCorp to inform the Commission and theifion of Public Utilities of the
anticipated date for completion of its studies @ning the weather normalization procedure
and shall file with the Commission a report, witlpporting material, containing
recommendations for maintenance of, or modificatitm the weather normalization procedure.
Interested parties may thereafter submit their centsto the filed report. We do not intend, by
this requested procedural sequence, to precludesttieipation, as determined appropriate by
PacifiCorp, of any interested party in the develeptrof the report and the inclusion of their
views and recommendations in the report.

6. The Division of Public Utilities to submit tbeé Commission a report, with supporting
material, containing recommendations for mainteaasfcor modifications to, the corporate
management fee methodology used to allocate capovarhead expenses; particularly with
consideration of the ScottishPower merger/acqarsitif PacifiCorp. Interested parties may
thereafter submit their comments to the filed répdVe do not intend, by this requested
procedural sequence, to preclude in the parti@paas determined appropriate by the Division
of Public Utilities, of any interested party in tdevelopment of the report and the inclusion of
their views and recommendations in the report.

7. PacifiCorp to convene an advisory group togevand evaluate current energy efficiency
and renewable programs as discussed in the Repmb@ader. The advisory group shall file a
report containing any recommendations with the Cassion.

8. To the extent the Commission has inadvertentiytted from the ordering provisions of
this Order any duty or obligation intended to b@ased, which duty or obligation is otherwise

clear from the language of this Report and Ordes,hereby incorporated herein by this
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reference and made a part hereof.

This Report and Order constitutes final agencyoaatin PacifiCorp’s September 20, 1999,
Application. Pursuant to U.C.A. 863-46b-13, anragged party may file, within 20 days after
the date of this Report and Order, a written regieggehearing/reconsideration by the
Commission. Pursuant to U.C.A. 854-7-15, failurél®such a request precludes judicial
review of the Report and Order. If the Commisdails to issue an order within 20 days after
the filing of such request, the request shall besmered denied. Judicial review of this Report
and Order may be sought pursuant to the Utah Adinétive Procedures Act (U.C.A. 8863-46b-
1 et seq.).

DATED at Salt Lake City, Utah, this 24th day of M&@p00.

/s/ Constance B. White, Commissioner

Attest:

[s/ Julie Orchard
Commission Secretary
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CONCURRING AND DISSENTING STATEMENT OF
COMMISSIONER STEPHEN F. MECHAM

| concur in all of the decisions in this order wikie exception of two: the Lifeline Rate and
the Line Extension Policy. | do not challenge @@mmission’s authority to establish the lifeline
rate because UCA 54-3-1 permits the Commissiommtsider the economic impact of utility
rates on every category of customers. In additm@986 the Commission adopted a lifeline rate
for qualifying telecommunications customers withany more explicit statutory language. The
difference is that the benefits for non-lifelinéeréelecommunications customers are more
identifiable than those suggested in this docken&m-lifeline electric customers. There are also
federal offsets that enhance the benefits foctetenunications customers on the lifeline rate
not available to electric customers who qualifylolnot personally oppose the lifeline proposal,
but without concrete, identifiable benefits to@lstomers, | believe the legislature should
specifically address this issue during its debatextric industry deregulation before the
proposal is implemented.

| also disagree with the Line Extension Policy kelsaed in this order. | am concerned that
the policy may lead to double counting of partshef system, like the transformer for example,
and therefore result in double recovery. It alsixas me that the policy shifts more costs to the
distribution system and the end use customer asdustry is preparing for restructuring. Many
of the customers who cover those costs will bddbketo benefit from a restructured electric
industry. We should be wary of that movement. tiyathough | prefer the new 15 year term for
the facilities charge compared to the perpetualgghpermitted today by tariff, that charge and

how it is treated needs much more thorough analysis

/s/ Stephen F. Mecham, Chairman
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CONCURRING AND DISSENTING STATEMENT OF
COMMISSIONER CLARK D. JONES

| concur in all of the decisions in this order witie exception of the Computer Software
Write-Down issue. | agree with the Company positegarding the remaining balance of the
“legacy” software, which should be written downli®98 using a five-year amortization period,
as recommended by the Division. In Docket No. 93-01, the Company proposal to amortize
the write-down over a three-year period was dehazhuse the legacy software was in service
throughout the 1997 test year and the new softaaied Systems Applications and Products
(SAP) was not yet in service.

During the new test year (1998), the new softw&#R) was functional and useful. While
the old software also remained in use, it was @isetecord inquiry purposes, and should not be
the basis for not beginning the amortization of SAenefits from the new system have begun
to occur in the test year. The computer main-fragstem was retired. Benefits associated with
the re-engineering began to occur during theyiest. The Commission needs to be consistent
in accounting for these events and with its ord&7-035-01. The adjustment approved by the

majority is not consistent and is wrong in my opmi

/s/ Clark D. Jones, Commissioner
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APPENDIX |: UNDISPUTED REVENUE REQUIREMENT ISSUES

A. INTERJURISDICTIONAL ALLOCATION ISSUES

1. USBR/Klamath Discount

Under contract with PacifiCorp, the U. S. Burealretlamation (USBR) and the Klamath
Basin Water Users’ Protective Association (UKRB)aige a reduced price compared to fully
tariffed customers for water rights. The differema revenues derived from otherwise applicable
tariff rates versus the contract rates is treased eost of the Company’s entire hydro system,
rather than a state-specific cost, and is allocetedl jurisdictions. This adjustment was
accepted as an undisputed issue in Docket No. %7603 The adjustment increases revenue
requirement by $1,828,521.

2. Pilot Revenue

During 1998, the Company received revenues fossalenergy into the pilot programs of
both Puget Power in Washington and Portland Gem#eatric in Oregon. This adjustment
reassigns those revenues from Washington and Otegorystem-wide allocation consistent
with the revenue credit treatment of off-systenaifetales. The adjustment decreases revenue
requirement by $3,859,434.

3. FAS 106 Deferred Charges

The Oregon and the Wyoming Commissions authorizéerchl of the Financial Accounting
Standard (FAS) 106 costs that exceed pay-as-yduagh) until 1996 rate cases were concluded.
The deferred costs are now being amortized to at@0 and allocated to all jurisdictions
based on a system overhead (SO) factor. These slostld be directly assigned to Oregon and
Wyoming. This adjustment, accepted as an undidpadgistment in Docket No. 97-035-01,
reverses the amount being allocated system wideliaectly assigns these costs to the
appropriate jurisdiction. This adjustment decrsasgenue requirement by $557,099.

4. Uncollectible Accounts

This adjustment has two components, one of whiciméisputed. The disputed component

normalizes the accrual for bad debt expense. Tdesputed component corrects uncollectible
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allocation. During 1998, most of the Company’s bdatit expense was recorded using a general
office accounting location. Use of this locatiaused the jurisdictional allocation reporting
system to allocate these costs based on the nuwwhbestomers (a CN factor) rather than directly
assigning them to the appropriate jurisdiction.isTadjustment corrects that allocation error,
reversing the customer-based allocation and dyrestigning each jurisdiction’s bad debt
expense. The adjustment decreases revenue reguiresn$520,023.

5. Materials Allocation

The cost of some store rooms associated with séemhiydro generating plants were being
directly assigned to the state in which they weoaled instead of being allocated system-wide.
This adjustment reverses the situs assignmenesktMaterials & Supplies costs and instead
allocates them to all jurisdictions based on appabg allocation factors. The adjustment
increases revenue requirement by $614,885.

6. Other Revenues Allocation Correction

During the course of an audit, the Company idexif$2,413,233 of revenues which were
allocated on a system overhead (SO ) factor, buildrhave been directly assigned to Oregon.
This amount consists of two items; the first is gane Hassle Free Water Heater, $1,680,448; the
second item is Oregon Deferred Revenues, $732,7B6.direct assignment to Oregon of these
revenues properly matches the assignment to Orglgamogram costs. The adjustment increases
revenue requirement by $837,490.
B. REGULATORY POLICY ADJUSTMENTS

1. SO2 Emission Allowances

This adjustment adjusts sales of excess SO2 emiaimwances to reflect a four-year
amortization as approved in the stipulation dateldréary 26, 1999 (October 8, 1998) by the
Commission in Docket No. 97-035-01. The significgains realized by the Company from the
sale of emission allowances in recent years, $20068ion in 1997 and $11.528 million in
1998, are normalized down to a level more reflect¥/future ongoing operations. The
adjustment removes the actual gain from allowasoébin 1998 from the test period and

replaces it with a four-year amortization of théuat gains from 1998, and continues the four-
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year amortization of the actual gains from 199%lbog about $8.045 million company-wide.
The adjustment also includes rate base treatmeaheadssociated deferred income taxes and
unamortized sales revenue. In addition, this adjest has been modified by removing an
accounts receivable balance related to prior peyabels. The adjustment increases revenue
requirement by $698,776.

2. Institutional Advertising

This adjustment removes the costs of instituti@usdertising from electric operations results
consistent with prior Commission orders. A simaajustment was uncontested in Docket No.
97-035-01. The adjustment fully removes the costsiitutional advertising from the test year
and decreases revenue requirement by $12,682.

3. Customer Service Deposit Interest

The Company pays customers interest on their disgosr Utah’s Electric Service
Regulation No. 9. The Company was ordered by tra@ission in Docket No. 97-035-01 to
change the interest rate paid to customers to IB%ompliance with Commission policy for all
utilities, the customer service deposits are dextlfrtom rate base as customer-supplied capital
and operating expenses are increased to recodnazeterest the Company pays to customers on
their deposits. A similar adjustment was uncoetk#&t Docket No. 97-035-01. This adjustment
decreases revenue requirement by $183,892.

4. Customer Service System

In the stipulation approved by the Commission ircke No. 97-035-01, one-third of the
software investment, maintenance contract, andre@ment expenses were removed from the
1997 test year. This adjustment removes one-tfitde Company’s investment in its Customer
Service System (CSS) software from the 1998 tasbghe The removal of one-third of the CSS
development investment was based on the premiséhth&SS system would be used by both
regulated and non-regulated areas of the Compamyhé costs associated with the maintenance
contract remain in dispute. This adjustment desggaevenue requirement by $2,368,046.

5. Outside Services

This adjustment removes non-utility and prior perexpenses booked to Account 923,
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Outside Services, which should be charged belowHtlee A similar adjustment was one of
several which were stipulated in Docket No. 97-035-This adjustment decreases revenue
requirement by $567,569.

6. Strategic Consulting

This adjustment removes the costs of consultamtseidain strategic and financial projects.
It decreases revenue requirement by $369,532.

7. Miscellaneous General Expenses - Sponsorships

Certain sponsorships were included in expense lamdd be charged below-the-line. This
adjustment removes these expenses, decreasingieskaguirement by $57,737.
C. AFFILIATE RELATIONS AND INVESTMENTS IN OTHER PR OPERTIES

1. Non-Regulated Pension Expense

PacifiCorp bills its non-regulated subsidiarieslienefits provided to their employees.
Certain pension expenses and post-retirement beibdfable to subsidiaries were inadvertently
left in Administrative and General expense in 1998is adjustment removes those expenses
from the test period. It decreases revenue remeint by $210,044.

2. Corporate Aircraft Allocation

This adjustment reallocates the aircraft residoatsbased on nautical miles. Residual costs
are the direct operating costs not recovered fromroercial equivalent fares as well as other
operating costs, such as return, taxes, and opgratipenses which cannot be assigned to
specific aircraft. A similar adjustment was undiga in Docket No. 97-035-01. The
adjustment decreases revenue requirement by $186,40

3. Expense Changes Due to the Sale of Corporateréxaft

During the test year N206PC was sold and N208PCrey@aced, resulting in a reduction to
PacifiCorp Trans’ fleet. The Division proposesadfustment to remove the depreciation and
interest recorded during the test year for N206R€ aaljusts depreciation expense to reflect the
replacement of N208PC with N208XL. This adjustm@gtreases revenue requirement by
$250,566.

4. Gain on the Sale of Corporate Aircraft
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The gain on the sale of N206PC was included inffZmip Trans’ billing for December
1998. Because users of corporate aircraft aredodhe month in arrears, this gain was not
reflected on the books of Electric Operations urdihuary 1999. The Division proposes an
adjustment to recognize the gain in 1998, the yeathich the sale occurred. This adjustment
decreases revenue requirement $91,800.

5. Corporate Shareholder Expenses

PacifiCorp charges all expenses of the CorporateeBlolder Services Department to electric
operations. This adjustment uses a three-fadimeatlon formula to remove from the test year
those shareholder services expenses that aredrédal®acifiCorp subsidiaries. A similar
adjustment was undisputed in Docket No. 97-035-De adjustment decreases revenue
requirement by $143,950.

6. PERCO Environmental Settlement

In 1996 PacifiCorp received an insurance settlero$83 million for environmental clean-
up projects. These funds were transferred to aidialoy called PacifiCorp Environmental
Remediation Company (PERCO). In 1998, PERCO redean additional $5 million of
insurance proceeds. This adjustment is necessaeji¢ct the insurance proceeds in the test
period as a reduction in rate base. The rate draseint will be reduced or amortized over time
as PERCO expends dollars on clean-up costs. Tes gatepayers full credit for use of the
environmental insurance proceeds. A similar adjestt was stipulated in Docket No. 97-035-
01. The adjustment decreases revenue requiremeiit, 5§0,651.

7. DSR, Inc. and Third-Party Financing of Demand-&le Management

In February 1995, PacifiCorp transferred its weatagion loans to its wholly owned
subsidiary, DSR, Inc., following which Citibank phiased 72.27% of these loans from the
subsidiary. In 1995, 1996, and 1997 an adjustmedlg@cted the interest expense paid to Citibank
on the transferred loans and adjusted rate baseltmle weatherization loan balances that
remained on DSR, Inc.’s books. The adjustmentumaksputed in Docket No. 97-035-01. By
1998 it had become apparent that new DSM investmastnot?] meeting the Company’s

volume expectations, and the expected advantagee program were not being realized.
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Therefore, in November 1998, DSR, Inc., purchadieti@loans back from Citibank, and in
December 1998, they were transferred to the CompaAnyadjustment is necessary to reflect the
loan amounts as though they had been on the Consgamyks since January 1, 1998. The
adjustment increases revenue requirement by $188,97

8. Garfield Coal Negotiation

This adjustment removes the deferred cost assdardth Garfield coal negotiations from
rate base. A similar undisputed adjustment wasenra®ocket No. 97-035-01. The adjustment
decreases revenue requirement by $49,955.

9. Trapper Mine

The Company’s investment in the Trapper Mine iaoted for in Account 123.1,
Investment in Subsidiary Company, and is not ie ketse. The normalized coal costs for
Trapper Mine include the coal costs and operatimjraaintenance costs, but do not include a
return on investment. This adjustment adds the @amyis net investment in Trapper Mine to
rate base. A similar undisputed adjustment wasenta®ocket No. 97-035-01. The adjustment
increases revenue requirement by $272,711.

10. Bridger Coal Company

An investment in Bridger Coal Company has beenrdsmbon the books of Pacific Minerals,
Inc., a PacifiCorp subsidiary, rather than on thels of Electric Operations. The normalized
costs for Bridger Coal Company are included theajmns and maintenance costs of mining,
but do not include a return on rate base. Thigsadjent adds the investment in the Bridger Coal
Company to rate base. A similar undisputed adjastrwas made in Docket No. 97-035-01.
The adjustment increases revenue requirement B%$544, but inclusion of Bridger's
Accounts Receivable balance in rate base remasnbjact of dispute.
D. NET POWER COSTS

All issues are considered in the body of the Regodt Order.
E. NORMALIZING ADJUSTMENTS

1. Weather Normalization

Weather normalization adjusts weather-sensitivddda correspond to weather and
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temperature patterns defined as normal on the b&8i8-year historical studies by the National
Oceanic and Atmospheric Administration. Only resitlal and commercial sales are considered
weather sensitive. Industrial sales are more Be@$0 specific economic factors. A similar
adjustment was accepted as undisputed in Docked™035-01. This adjustment decreases
revenue requirement by $117,717.

The Division has concerns about the validity of ¢therent weather normalization procedure,
but recommends that the present weather normalizatiocess for energy sales be adopted for
this case without implying approval of the appro&mifuture cases. The Division recommends
current Company studies on an improved method dhmeiconcluded and reported to the
Division and Commission before the next case.

2. Corporate Management Fee

The Company uses a three-factor formula to allocatporate overhead expense to
subsidiaries and to Electric Operations. In Decemvhen the final billing for corporate
overheads was made, 1997 three-factor formulawiasaused. This adjustment updates the
allocation to electric operations based on Decerib88 three-factor formula information. A
similar adjustment was approved in Docket No. 93-03. This adjustment increases revenue
requirement by $264,649.

The Committee argues that the three-factor formautao simplistic to rely on for allocating
corporate costs, particularly given the Scottish@oMerger and the additional layer of shared
executive costs across a broader business enteifpeistails. While the Committee accepts the
Company’s adjustment in this case, it recommentisldd study of corporate cost allocation
issues prior to the next PacifiCorp rate case.

3. Market Position and Futures

This adjustment removes the impact of losses frarket position trading and futures
contracts from the test period. Since the Compesygreatly curtailed its involvement in these
types of transactions, the 1998 losses are natatide of on-going expense. The Large
Customer Group supports this adjustment, but doebelieve that it has been shown to

effectively insulate customers from the Company&ket position trading and futures contracts.
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The adjustment decreases revenue requirement #9%300.

F. ANNUALIZING ADJUSTMENTS

1. Service Price Changes

Existing contracts and tariff changes are annudlinseeflect a full year of revenues based on
the rates currently in effect. A similar adjustrhannualizing revenues was approved in Docket
No. 97-035-01. This adjustment is the differenesMeen the revenues calculated by applying
the new rates in the contracts and tariffs to 11838 period energy usage from the actual
revenues in the 1998 test period. It includestinee reduction, effective March 1, 1999, ordered
in Docket No. 97-035-01, which reduced 1997 testryevenues by $85.36 million. An
adjustment, similar in principle, was acceptedradigputed in Docket No. 97-035-01. The
adjustment increases revenue requirement by $8F41.3

2. Tariff 300 Changes

In Docket No. 97-035-01, the Commission approveahges to Tariff 300 customer charges.
These changes are for interest on customer setepesits, interest charged on late payments,
returned check charges, and other miscellaneougksdees. The change in interest on customer
service deposits is reflected above, in the adjestrantitied Customer Service Deposit Interest.
The interest rate the Company is authorized togehan past due accounts was reduced from
1.5% to 1% per month. The returned check chargeimaeased from $4 to $15. Except for
customer service deposit interest, this adjustraentializes the Tariff 300 changes ordered in
Docket No. 97-035-01. The adjustment increasesma® requirement by $1,356,813.

3. 1988 Wage Increase

PacifiCorp has several labor groups, each withetbfiit contract renewal dates. The

Company negotiated wage increases with each oé tesips throughout the year. This

operation and maintenance accounts. A similarstighent was stipulated in Docket No.
97-035-01. The adjustment increases revenue mgaint by $462,689.
4. FICA Adjustment for the 1988 Wage Increase
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This adjustment reflects the FICA tax increase @ased with the larger payroll base that
results from the annualized 1998 wage increas@ gEmeral wage increase is based on direct
labor only and does not include overheads. A sinatjustment was stipulated in Docket No.
97-035-01. The adjustment increases revenue mqaint by $30,438.

5. Depreciation Expense

For part of 1998, the Company recorded depreciaiqense using rates from a 1996
depreciation study filed with the Commission fopegval and subsequently withdrawn. The
current authorized depreciation rates were apptied®98 beginning/end of year average plant
balances to calculate the on-going level of deptemi expense. The annualized depreciation
expense was compared to the actual expense bamkeddunt 403 for the same period. The
adjustment to booked depreciation expense is nagetsreflect on-going depreciation expense
based on current depreciation rates and the deptegplant balances reflected in the test period.
A similar adjustment was made in the Depreciatibpufation approved by the Commission on
June 18, 1998, in Docket No. 97-035-01. This d@djest decreases revenue requirement by
$772,477.

6. Accumulated Depreciation

The previous adjustment annualizes depreciatioersgbased on current depreciation rates
and test-period average plant balances. Any chanragie to depreciation expense has a direct
impact on the accumulated depreciation reservenbalaThis adjustment is necessary to reflect
the impact of the adjustment to depreciation exp@msthe accumulated depreciation reserve. It
adjustment increases revenue requirement by $34,855

7. Accumulated Depreciation Correction

In December 1997, PacifiCorp booked an entry tastdjepreciation expense to reflect the
proposed rates for its 1996 depreciation studyis €htry increased the current year expense by
$15,953,898. In addition, the Hermiston generagilamt was being depreciated using a
twenty-year life rather than the typical thirtydryear life for this type of facility, which hadeh
impact of increasing depreciation expense by $3Z8% The impact of the 1996 depreciation

study was removed from the 1997 test period andisieeof a 35-year life for Hermiston was
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included under the terms of the Depreciation Séfpah approved by the Commission on June
18, 1998, in Docket No. 97-035-01. On the Com{sahgoks, however, the depreciation
reserve is still over-stated by the amount of aold@l depreciation expense recorded in 1997.
This adjustment reduces the amount of accumulapdediation included in 1998 test-period
ratebase to a balance that is consistent with@9& Stipulation. The adjustment increases
revenue requirement by $592,857.
G. ACCOUNTING ADJUSTMENTS

1. Miscellaneous Revenue

This adjustment normalizes test-period revenuegimpving non-recurring or out-of-period
adjustments. By far the largest component ofddjsistment is the removal of the effect of the
rate refund ordered in Docket No. 97-035-01, apionaxely $37 million of which was recorded
in 1998. This adjustment accurately reflects noummeng revenue changes which occurred
during the test year. An adjustment, similar imgiple, was accepted as undisputed in Docket
No. 97-035-01. This adjustment decreases revesgquirement by $39,055,020.

2. Unbilled Revenue

An error understating state loads in the test yeaurrn understates unbilled revenues. This
adjustment restates test-year retail revenuesrteatdhe calculation of unbilled revenues
included in the original 1998 results. This adjusht decreases revenue requirement by
$6,109,000.

3. APS Combustion Turbine

In December 1996, the Company recorded a $20 mifeyment to Arizona Public Service
Company pursuant to a combustion turbine constm@greement arising from the August 1991
purchase of the Cholla 4 generating station. Tyenent is recorded as a deferred debit and is
amortized over the 26-year life of the plant begigrAugust 1991. This adjustment is
consistent with the undisputed treatment accepgatidoCommission in Docket No. 97-035-01,
which reflected a June 1997 agreement betweendhg@ny and the Division. This adjustment
removes Utah'’s allocated share of the average talaithe deferred debit, or $4.93 million,

from rate base. The adjustment decreases revegueament by $720,478.
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4. QF Contract Buyouts

During 1998, PacifiCorp negotiated an early exitwo Qualifying Facilities (QF) contracts.
The effective dates of the contract buyouts wehg 2207 and June 1998. These buyouts are
being amortized over the remaining lives of thed@Rtracts. The contract buyouts were
recorded on the Company’s books during 1998, inofyideveral months of catch-up
amortization. This adjustment removes out-of-gamortization expense and annualizes the
amortization expense. Ratebase is adjustedlaxtéfie buyouts as if they occurred January 1,
1998. A similar adjustment was accepted as untksippn Docket No. 97-035-01 for contracts
bought-out in 1997. The adjustment increases eveequirement by $78,542.

5. Plant Held For Future Use

Plant held for future use related to steam plars watten-off in 1998. This adjustment
removes the average balance from the test petiasl consistent with a treatment of plant held
for future use in the Stipulation of Certain Revemequirement Issues in Docket No. 97-035-
01. The adjustment decreases revenue requiremé@thy19.

6. Prior Year Incentive Accrual

In 1998, an additional amount of expense for 19@émtive awards was accrued to properly
reflect the amount accrued to the amount paid ®uts adjustment removes this prior period
accrual. It decreases revenue requirement by $887,

7. FAS 112 Post-Employment Benefits

PacifiCorp accrued a liability for post-employméehefits at the end of 1998. In part due to
early retirement, the actuarial liability was Iéisan anticipated. This adjustment removes from
the test period the excess of the accrued lialalityhe end of the year over the actuarial liapilit
The adjustment also removes the 1998 portion ofittter funded December 1996 balance in
accordance with the Commission order in DocketNG035-01 that approved the Company’s
request to change from pay-as-you-go to accruiuatting but denied its request to amortize
over three years the under funded December 19881&@l The adjustment also reverses the rate
base reduction for FAS 112 reserve amounts notlpaldtah customers. The adjustment

decreases revenue requirement by $1,503,976.
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8. Pension and Benefit Reserve Correction

In October 1998, a new account was set up for Berasid Benefits Reserve - Termination
Pay. The account was not identified as a rate tzahection in the Company’s reported
unadjusted results. The Company proposes an atgasto include this account as a rate base
reduction. In addition, the Company corrects aanerror in its original adjustment and
properly reflects the rate base balance. WhileCtimittee accepts the Company’s original
adjustment, it takes no position on the correctibievertheless, we treat this issue as undisputed.

This adjustment decreases revenue requirement38;,442.
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APPENDIX II. SPREAD OF REVENUE CHANGE

Revenue Incnlease

Schedule Current Revenug Percent Change

1, Residential $263,012,287 4.24% $11,153,594
2, Residential Time-of-Day $5,411L 3.56%%6 $1P3
25, Mobile Home and House Trailer Park $548,479 4.24% $23,257
10, Irrigation, Non-Time-of-Day $4,230,40b 4.29% $1819

10, Irrigation, Time-of-Day $442,606 3.78% $16,7[11
23, General Service, Distribution, Small $53,361,438 4.24% $2,262,644

7, Security Area Lighting $2,418,40P 4.25P6 $102,450
11, Company-Owned Street Lighting $3,682,061 4.20% 6515

12, Customer-Owned Street Lighting $1,797,499 4.24% 6,203

12, Traffic Signal Systems $569,919 4.24% $24,171
12, Metered Outdoor Nighttime Lighting $416,347 4.24% $17,637

6, General Service, Distribution $258,657,0[75 0.88% ,142,351
6A, Energy Time-of-Day $7,927,08[L 0.90% $71,135
6B, Demand Time-of-Day $338,556 0.85po $2,865
9, General Service, Transmission $80,508,123 0.97% 0,338
9A, Energy Time-of-Day $575,168 1.07% $6,1[79
9B, Energy Time-of-Day $1,790,321L 0.86p0 $15,366
31, Back-Up, Maint. & Supplem. @6/9 $275,4Y5 1.26% 483,

Total

$17,043,348




DOCKET NO. 99-035-10

-104-

APPENDIX [lIl. PRICING OF ENERGY RATE ELEMENTS

Schedule Current Energy Ratg New Energy Rate
1, Residential $0.058753 $0.061278

2, Residential T-of-D, On-Peak $0.104606 $0.109093
2, Residential T-of-D, Off-Peak $0.031275 $0.032616
25, Mobile Home and House Trailer Park $0.039378 40602

10, Irrigation, Non-T-of-D, $30,000 kWh $0.037673 $0.0397716
10, Irrigation, Non-T-of-D, Additional kWh $0.02774P $0.029298
10, Irrigation, T-of-D, On-Peak $0.075116 $0.079310
10, Irrigation, T-of-D, Off-Peak $0.02141B $0.0226p8
10, Irrigation, Post-Season $0.0258p5 $0.027p67
23, Gen Svc, Distri., Small;*11,500 kWh $0.06987 $0.073106
23, Gen Svc, Distri., Small, Additional kWH $0.0381} $0.040988
23, Gen Svc, Distri., Small, Flat Rate kWh $0.074057 $0.077485
12, Traffic Signal Systems $0.046255 $0.048461
12, Metered Outdoor Nighttime Lighting $0.046294 $®B35

6, General Service, Distribution $0.025900 $0.026289
6A, Energy T-of-D, On-Peak $0.061097 $0.062013
6A, Energy T-of-D, Off-Peak $0.01839p $0.018668
6B, Energy T-of-D $0.025900 $0.026289

9, General Service, Transmission $0.019863 $0.020161
9A, Energy T-of-D, On-Peak $0.044119 $0.0447481
9A, Energy T-of-D, Off-Peak $0.018956 $0.019240
9B, Energy T-of-D $0.019863 $0.020161L

Schedule 7, Security Area Lighting: All rates irased by 4.216 percent.
Schedule 11, Company-Owned Street Lighting: Aksahcreased by 4.23 percent.
Schedule 12, Customer-Owned Street Lighting: Aksancreased by 4.22 percent.
Rates for these schedules are rounded to the seeaitdal place.



