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Would you please state your name and business aeds?

Rebecca L. Wilson, 160 East 300 South, Heber MIIs\Building, Salt Lake City, Utah
84145-0807

By whom are you employed?

The Division of Public Utilities, Utah Departmeot Commerce.

What is your position with the Division of Public Utilities and what are your current
responsibilities?

I am a Technical Consultant responsible for pdong in-house expertise regarding regulatory
economics and for presenting the views of the Donidvefore the Commission on matters
related to utility costs and rate design.

What is your educational and professional backgrond?

| received a Bachelors degree in Political Sogefnom the University of Utah in 1979 and a
Masters degree in Economics from the Universitit#h in 1986. My primary fields of
study in graduate school were quantitative metlandsapplied microeconomics. | have over
20 years of experience as an analyst of energteckissues, and over ten years of experience
as an analyst and expert witness on public uidgyes. My resume is provided as Exhibit
No. DPU 8.1 .

Have you filed testimony with the Utah Public Serice Commission before?

Yes. | have filed direct and rebuttal testimamd appeared as a witness in previous cases
before the Utah Public Service Commission. A sumyrogthis and other utility-related work
experience is also provided in Exhibit No. DPU 8.1

What is the purpose of your testimony in this preeeding?

| present the Division’s recommendations regagdiet power costs, retail and wholesale
revenue requirement responsibility, and retail Ed@ontracts.

In summary, what will you address in this testimay?

| identify nine adjustments to net power costs the Division recommends the Commission
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adoptin this case. Intotal, these adjustmestdtran an annual total company net power cost
of $537 million which amounts to an increase of &hfillion in net power cost from the
previous rate case amount (about $383 millionp@ehse of $65 million in net power cost
from the test period actual net power cost ($6d2an) and a decrease of $276 million from
PacifiCorp’s requested net power costs ($813 mmi)licOn a Utah basis, these adjustments
result in an approximate increase of $57 millioerhe net power cost approved in the last
PacifiCorp general rate case, a $102 million redaatompared with PacifiCorp’s filed net
power cost request (about $300 million), and a®#Hion reduction compared with actual
net power cost ($222 million). DPU Exhibit No. &3a list of these adjustments showing
incremental and cumulative adjustment to total bah net power cost. The Division
recognizes that this is a substantial increasetmpower cost over what is currently in rates
and a substantial reduction in test period actepower costs. | will present the Division’s
view that this amount is reasonable and consistétht rate making policy and with fair

allocation of cost responsibility between ratepaysrd shareholders.

Five of the Division’s net power cost adjustmenitslve described and supported by Division
witness Falkenberg, two will be described and suepldoy Division witness Hayet, one will
be described and presented by Division witnessupurt propose and provide the analytical

support for one of the Division’s nine proposed p@iver cost adjustments.
The adjustment | propose adds revenue to fourtenterm firm wholesale contracts so that
average revenue from each contract is equal tdi€am’s requested embedded cost. This

adjustment reduces PacifiCorp’s requested inciiedstal company net power costs by $67

Page 2 of 20
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million. On a Utah basis, using Division recommeadllocation factors, this amounts to $25

million.

In support of the Division’s net power cost adjustits, | will present and provide support for
the Division’s recommendation that normalized poeasts and revenue credit treatment of
system allocated wholesale sales be continuedss making policy. This recommendation
is conditioned on acceptance of criteria to allecgttaring of risk for this policy between
customers and shareholders. We recommend reafifmmaf the criteria ordered by the
Commission in Docket No. 90-035-06. We recomméed@ommission consider adoption
of the language refinement endorsed by the Whad&3ahtracts Task Force report of April,

1993 for one of the criteria.

| next discuss revenue required for retail speznatracts and provide analytical support for

the Division’s recommendation that special congde dealt with outside of this rate case.

Finally, I recommend removing sales for resale meres from the Brigham City all
requirements contract from Utah revenues and aeédrétvenues to the Utah FERC
jurisdiction.

Please describe the scope of your investigatioh the reasonableness of PacifiCorp’s
requested net power costs.

| reviewed the prefiled direct testimony of P&trp witnesses, talked with PacifiCorp
personnel, reviewed PacifiCorp responses to intevdata requests, reviewed testimony,

transcripts and Commission orders regarding th@timlo of normalized power costs and

Page 3 of 20
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adoption of the revenue credit and reviewed PaoifdG minutes and capacity expansion
plans as provided in their Resource and MarketriddgnProgram (RAMPP). | also worked
with consultant's Hayet and Falkenberg hired by Bigision and the Committee of
Consumer Services to examine PacifiCorp’s net p@ost model and assumptions.

What exactly is “net power cost™?

Literally, net power cost is the sum of all poveessts net of revenues from sales. However,
the term net power cost in rate case proceedingscbme to mean the sum of system
allocated costs in several specific FERC accowgs the system allocated revenues in
another specific FERC account. All of these act®are adjusted from actual results in a test
period for the purpose of removing non-recurring abnormal conditions or annualizing
known and measurable price or quantity changesmiitie test year. To this end, PacifiCorp
proposed and has used for about the last ten yeaospputer program to normalize the costs
and revenues in the FERC accounts for the purpassiting rates. These accounts are: fuel
costs 501, 503, 547; wheeling expenses 565; syatenated wholesale purchases 555; and
system allocated wholesale sales 447. All otlmavgy related accounts, i.e., hydro expenses,
wheeling revenues, situs allocated wholesale reagrare set in rates as they actually occur
in a test period or they are adjusted some othgrwa not through PD Mac or its new
successor in this rate case, the Excel spreadsioskl.

Please describe the Division’s investigation ofaifiCorp’s net power costs.

The Division’s most recent investigation of netyer costs began with the conclusion of the
last PacifiCorp general rate case, Docket No. ®-IR In that case, the Commission
ordered an investigation of alternatives to the & Model, PacifiCorp’s power cost

normalizing tool. Further, the Commission ordeaeidrum on retail - wholesale revenue

Page 4 of 20
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requirement responsibility. Both of these issutecacalculation of net power costs for rate
setting purposes. The Division began its invetibgaof net power cost by reviewing the
reasons for setting rates based on modeled “norpwiier costs coupled with a revenue
credit from system allocated wholesale saless pblicy replaced previous reliance on actual
demand-related power costs determined in a geragegbroceeding, situs allocation of long-
term firm wholesale transactions and a balancimgaat in between rate cases for energy
related variable cost and non-firm wholesale reearange. Itis my understanding that only
non-firm, short term (less than one year) wholesed@sactions were included in the
balancing account. Demand-related power purchzsts were not included in the balancing

account

One meeting of each of the work groups ordereti&iommission in Docket No. 99-035-10
was held. It was the conclusion of all partieg #iace PacifiCorp would file an alternative
to its PD-Mac model in this rate case, the workugron examining alternatives to PD Mac
would disband and parties would address the isauks context of the new rate case. It was
further agreed that PacifiCorp would hold a techhtonference on the replacement PD-Mac
model once it was completed. A memo by the paeiong parties was filed with the
Commission stating this conclusion on December2PD0. The technical conference on
PacifiCorp’s replacement model was never held. Dikesion hired consultant’s Hayet and
Falkenberg to review PacifiCorp’s alternative moe@eld the assumptions PacifiCorp used

in this rate proceeding. Their testimony in thisqeeding presents the Division’s position

! Docket No. 90-035-06, cross examination of PadiffCwitness Greg Duvall, page 301,

lines 5-7.
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on use of the model for setting rates and recomeeentbdeling changes for the future.

The forum on retail - wholesale revenue requireraésd met once and prepared a combined
data request. Another meeting of regulators whktbeoutline criteria or guidelines against
which decisions regarding retail and wholesale meeerequirement could be assessed.
Following this meeting, PacifiCorp filed its genlerate case. Upon filing this general rate
case proceeding, PacifiCorp requested that therfardata request be resubmitted in the
context of the formal rate case proceeding. Thaghas not met again. Itis the Division’s
understanding that parties will present their mooftview on the issues raised in the forum
in this general rate case proceeding. It was @pgrmation for the foum meeting that the
Division uncovered the history behind adoptionhef tevenue credit and learned that it was
adopted subject to criteria designed to addregemmgs risk mitigation. It is my intent to
present the Division’s recommendations in thisitesty.

When did the Commission terminate use of an eneygoalancing account for variable
energy costs and revenues and a separate jurisdiati for firm wholesale sales and adopt
use of “normal” power cost offset by credit from sgtem allocated wholesale revenue?

In Docket 90-035-06, PacifiCorp requested terriareof the balancing account and proposed
the use of normal power costs and a revenue cra@dieé Commission resolved the issues
raised in this case over a period of time. FastDecember 7, 1990, the Commission adopted
by order the revenue credit policy. Use of norpwker costs and elimination of the energy
balancing account (EBA) was adopted by Commissialeropost- December 1992 after
suspending the EBA in 1991 and conducting a teaigal comparing the two rate making

procedures and following technical conferencesher®D Mac normalizing tool.

Page 6 of 20
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Q. Why did PacifiCorp request elimination of the bahncing account and adoption of a
revenue credit for firm wholesale sales and use abrmalized power costs?

A. The reasons stated in 1990 by PacifiCorp for ilating the balancing account and adopting
normal power cost and revenue credit was that graved management incentives for
minimizing power costs and promoted stable rateloatter matched PacifiCorp’s desire to

manage its performance in an increasingly competittholesale market. In his prefiled
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direct testimony, PacifiCorp witness Gregory Dusdited,

On elimination of the balancing account, Mr. Duxaiited in his prefiled direct testimony, page 15,

lines 13-20:

The use of a reasonable estimate of net power staigizes the prices paid
by the Company’s retail customers and places s and responsibility of
managing energy costs, over which the customernbasontrol, on the

Company.?

Retail customers would no longer be subject taigieof changes in future
energy costs. By basing energy costs on fixedegaltetail customers are
guaranteed a certain level of performance fromQbenpany whether the
Company performs well or not. The burden and risk @early on the
Company to manage its costs and revenues. Elimmafthe EBA creates
the greatest incentive to the Company to plan qedate efficiently.

On the merits of normalized power costs, he statgsage 20, lines 2-17.

The results of the production cost model are nnided to match actual
costs on a year by year basis but are intendetade results which are fair
and reasonable and simulate the operation of tseersyunder normal

conditions. The fundamental difference betweengisormalized and actual
net power costs is the placement of risks and svassociated with over
running and under running net power costs. Usotged information places
the risks and rewards on retail customers, whilegusormalized information

2 Docket No. 90-035-06, prefiled direct testimonyGregory Duvall, page 5, line 26

through to page 6, line5.
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places the risks and rewards on the Company andhdseholders. In
deciding the fate of the EBA, the Commission shatddefully consider
which group it believes should properly bear tlsé.ri

How did the Division respond to PacifiCorp’s requested changes?

Notwithstanding the Company’s commitment to aticepthe risk associated with fluctuating
power costs and its belief that it was a reasonattbmanageable risk for shareholders to
undertake, Division witness, Ken Powell cited ammcover regulatory oversight and risks
to retail customers from adopting a revenue cifedifirm wholesale sales. He noted that
customers would bear the risk of missed forecasts @oted the concern of giving
management discretion over decisions which coutdnately cause rate increases to
customers. If management decisions proved faaltgpayers could be asked to bear that cost
in a general rate proceeding. His concern ledtbhimecommend using both a revenue credit
and a FERC jurisdiction and the adoption of cra¢éoimanage customer risk. PacifiCorp and
the Committee of Consumer Services agreed witlbitasion’s proposed criteria (Duvall,
Rebuttal, page 18, Bartels, Rebuttal, page 2) laadCommission adopted the criteria in its
December 7, 1990 order.

What was the criteria that the Commission adoptedl mitigate customer risk associated
with adoption of the revenue credit policy?

In its Phase | order (December 7, 1990, pages7)6the Commission stated,

In rebuttal, the company accepted the Division'slified proposal, which

is succinctly described in pages 11-13 of Divisieitness Powell’s

supplemental testimony... Having considered thimesy and exhibits on

this matter, the Commission finds the Division'sposal described in the
testimony above to be just, reasonable and inubéginterest and approve
such proposal.

Page 8 of 20
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Page 12 of Mr. Powell’'s testimony reads as follows:

1.

Phase Il of Docket 90-035-06, Mr. Powell proposethbdify standard 4D (Powell, Nov. 1,

All existing firm Utah FERC wholesale and wheglbvusiness taking service
prior to the merger be excluded from the Utah giason and included in a

FERC jurisdiction for reports and filings in UtahNew firm sales and

wheeling at tariffed, fully-embedded rates wouldoabe included in the
FERC jurisdiction.

Nonfirm sales for resale and wheeling, and l@nmtcontracts not covering
fully embedded costs where service is begun oriter the merger ( Sierra
and Pugetincluded), would be treated as reveraaktsy after approval of the
contracts by the Utah Public Service Commission.

In the event that costs are imposed on UP&L bYHIERC Order No. 318 that
are not fully recovered from those imposing thetgothen those contracts
would also be included in the proposed FERC jucisatn.

Any long term contract proposed to be treatedrasenue credit be filed with
the Utah Public Service Commission for subsequamtaval of that revenue
credit status. That filing would have to inclutie hecessary information to
verify that:

A. The sales couldn’t have been made at rates basddll
embedded costs.

B. The contract covers marginal cost.

C. The contract make a contribution to fixed costs.

D After a short time, the contract either termisat® covers
full embedded costs.

Was this criteria ever modified?

To my knowledge, the Commission has not formadbdified this criteria. However, during

1991 COS Testimony, p 19). His modified 4D was,

4. D. The contract either terminates, or coveliseimbedded costs by the
time any new production investment is requiredrtivjgle service to system
loads.

Page 9 of 20
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To my knowledge, the Commission did not rule o ghioposed change but did adopt a
stipulation by parties to examine wholesale comntstgandards in a separate task force. The
Commission adopted this stipulation in its Jan@riQ92 order. On about April 13, 1993,
the Wholesale Contracts Task Force Report was dtdanio the Utah Public Service
Commission. The report adopted Mr. Powell’s cratevith one modification to 4D. The
recommended language was,

4. D. Pricing shall be structured such that overlife of the contract retail
revenue requirement will be protected from increassulting from resource
acquisitions needed to serve the wholesale contract

Does the Division find this criteria to be reasoable today?

Yes. We also think the language refinement efidry the Wholesale Contracts Task Force
report adds clarification to the intent and expgaite of parties in supporting the revenue
credit policy.

To your knowledge, was any long term firm wholeda contract formally submitted to

the Utah Public Service Commission for approval aa revenue credit contract?

Not that | can determine. However, there is exitke that review of three contracts took place;
PacifiCorp prepared a projected cost benefit amatys the Sierra Pacific I, Puget Sound
Power Il and Nevada Power contracts, Mr. Powelliagghis criteria and he recommended
inclusion of the contracts as revenue credits. &i@w, it is unknown that the contracts were
formally submitted to the Commission for inclusias revenue credits, nor have | found a
Commission ruling on Mr. Powell’'s recommendatiortioecontracts. Other than the review
and recommended inclusion of these three contrbktgw of no other formal request by
PacifiCorp for Commission approval of contractsrerenue credit treatment.

Is there any discussion in the record of how thstandards would be applied over time,

Page 10 of 20
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i.e., would the review be a one time review or wodlit be an ongoing review?

Yes. Inthe transcripts of the proceeding thstie was discussed. Both Division withess Mr.
Powell and PacifiCorp witness Mr. Duvall anticipn up-front review and then ongoing
regulatory review of the contracts’ performanceraume to see that the plan was indeed
panning out. Both witnesses anticipated possildeation of losses that could occur from
the revenue credit policy. (Powell, direct, pag@ Ades 6-24: Duvall, redirect, page 310,
lines 15-25).

Nearly ten years has passed since the revenuediteand normalized power costs were
adopted as rate setting policies by this CommissionGiven that the primary standard
has not been followed, that is, submission of eadontract for approval, what is your
recommendation regarding inclusion of contracts forevenue credit in this case?

I think we have to recognize the intent of trenstards adopted by the Commission in 90-035-
06. Clearly PacifiCorp and regulators either fargoneglected to apply the criteria in the
past. Effectively, the Division has applied anoing type of review standard. This ongoing
review resulted in a recommended adjustment to-teng revenues in the last general rate
case which the Commission adopted for that DocKetitainly, if I'd been aware of the 90-
035-06 criteria in the last general rate case, uld/mot have recommended a new standard
for reviewing the adequacy of long-term firm revesuincluded in net power cost
determination. However, now that | am aware of@menmission’s intent in adopting the
revenue credit, | think it should be applied gofogvard. | believe it is superior to the
recommendation | made in the last case in thatagms have greater oversight capability and
it has the added virtue of having been agreed tiliparties before the revenue credit policy

was put in place. Therefore, | propose an adjustiteelong-term firm wholesale revenues

Page 11 of 20
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that | think is consistent with the standards sétio 90-035-06 and with the subsequent
consensus language noted in the Wholesale Confast Force Report. Further, |
recommend that the Commission reaffirm its 90-085p0licy with either the original
language or the consensus language crafted in tiedégale Contract Task Force Report.
Does this mean that the Division supports contired use of “normal” variable power
costs net of normal wholesale revenues?

Yes. The cost minimizing incentives identifiegPacifiCorp witnesses in 1990 continue to
be important today. Rate stability continues tantygortant and management must have the
ability to make decisions swiftly in today’'s markePacifiCorp reaffirmed its benefits
recently. In Docket No. 99-035-10, PacifiCorp vei$s, Mr. Widmer stated on page 2 of his
direct testimony:

The use of normalized net power costs stabilizespilices paid by the
Company’s retail customers and places the risks rasgonsibility of
managing energy costs, over which the customernbasontrol, on the
Company.

Mr. Widmer further stated on page 10 of his ditestimony,

The fundamental difference between using normalaetiactual net power
costs is the placement of risks and rewards agsdorath over running and
under running net power costs. Using actual in&drom places the risks and
rewards on customers, while using normalized infdrom places the risks
and rewards on the company and its shareholders.

In its May 24, 2000 order in that case, the Comimisstated:

An EBA is an inappropriate means of sharing riskewtalf of all the
Company’s sales are in the wholesale market. AA EiBply puts all risk
of the Company’'s performance in the wholesale niadte firm retail
ratepayers. Some form of establishing the appaitgodegree of risk to be
borne by firm retail ratepayers remains.

Page 12 of 20
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Q. Whatisthe Division’s recommendation regarding Bocation of the risk of cost increases

associated with adoption of the revenue credit pay?

The Division’s analysis and recommendation iselolagn identifying the cost sharing that
should occur as dictated by the risk accepted bifiRarp. Management elected to use short
term power purchases to meet a substantial pasfidmwholesale load obligations in the test
period. Further, management calculated that itdvoat have an obligation to meet some of
its regulated retail load and therefore reducdd@ds from least-cost planning requirements.
These decisions left PacifiCorp in a vulnerableitps when it was resource short in the
summer and the cost of power purchases were signtfy higher than the cost of its own
generating resources. Whether wholesale pricegaibpcause western resource supply and
demand conditions tightened earlier than PacifiCag anticipated, or because PacifiCorp
had underestimated that prices could be affectaddrket power abuse or a combination of
these events, the effect is the same. The dedisibe resource short cost PacifiCorp the
substantial increase - some $200 million dollagh&r than normal - in actual net power cost
noted in this test period. Shareholders have bearnng the cost of these decisions since last
summer. It is in the case before us that it mesdécided what level of the cost for
PacifiCorp’s strategy of meeting load obligation# lae borne by customers going forward.
You said that management elected to meet long tarwholesale load obligations with
short term purchases. What evidence do you have support this statement?

The evidence is the decision PacifiCorp madehtinge the modeling logic in PacifiCorp’s
RAMPP-5. Priorto RAMPP-5, PacifiCorp’s planningpess added system capacity subject
to the constraint of meeting both long-term whdkesand retail loads at least cost. In

RAMPP-5, PacifiCorp effectively removed long ternhalesale load obligations from
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capacity expansion consideration. PacifiCorp sunredrthis change in the introduction,

pages 2-3, of its long-term planning document, R&AMPP-5 December 1997 report, as

24
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26
27
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31

32
33
34
35

follows:

...wholesale sales and purchases of more thaneamase part of the load and
resource mix. Because of this, temporary imbalancewholesale sales
versus purchases can have a dramatic impact oniptanFor example, two
years ago the company signed a long-term peakimgrami for winter
capacity with Southern California Edison. This matter peaking needs but
did not address summer peaking needs. As a réselltompany’s peaking
needqretail pluswholesale) switched from winter to summer. If instead the
company had signed a long-term peaking contracsdormer capacity, the
company'’s peaking neef®tail pluswholesale) would have remained in the
winter.

Therefore, the company is making an adjustmeriterRAMPP-5 base case.
This adjustment will remove the impact of thesegemry imbalances on
planning, and it will more closely reflect the coamy’s strategy of relying
increasingly on the wholesale market to acquireeseurces needed to meet
the commitments made in long-term wholesale salmsiracts. The
adjustment increases the amount of short-term whotale purchases
made in each of the first five years of the plannig horizon to achieve a
balance between wholesale sales and wholesale pwasés by the fifth
year. This adjustment has the effect of removing the ichjph wholesale
transactions on IRP modeling.

PacifiCorp believes it has the ability to handigt¥olume of purchases on its
system, and believes there will be sufficient alality of market resources
during this time period. The company is currentbnaging about 5,600 MW
in purchases. To achieve the wholesale balancmgdwequire at most an
additional 1,800 MW. That would be only about 3rgent of what the

company is currently purchasing. The company’samassion, scheduling

personnel, and control area personnel are suffitdethat additional volume

of activity.

The region is showing approximately a 1.9 percenual load growth over
the next ten years, according to the Western Sy&eardinating Council
(WSCC). The region’s reserve margin will not get@wv as 15 percent until
around 2004-2006. The perception in the regidhasthere is still a fairly
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large reserve margin available in the marketplacesupport purchases
throughout the WSCC. This does not include plagpradditions. The
company believes the timing of those additions bdldriven by when the
market is ready for the added resource. Therawareerous developers who
are only waiting for market prices to show somedation that they can
support additional resources. (italics added fariftccation, bold type for
emphasis).

In RAMPP-5 meeting minutes, Mr. Powell of the Diwgis noted that WSCC projections of
load growth were substantially lower than actuadigrowth and questioned whether the
supply would really be there. PacifiCorp’s respowss, “If that happens, then market prices
will start to sustain the developers’ ability taldinew plants sooner. There will be a bunch
out there trying to build their plants. That valovide a wealth of power in the market place
to support purchases.” (RAMPP-5 meeting minuteétayust 15, 1997, page 2). Mr. Powell
replied, “But what that says is that you'd bettet sign long-term sales contracts based on
current prices.” PacifiCorp responded, “Nobodyilyes.” In fact, five of PacifiCorp’s
underperforming long-term firm contracts in thiseavere signed after this meetidn a
data request, | asked PacifiCorp to provide thealysis of western system supply and
demand. They answered that they had done norigh#heonly analyze their own load and

resource balance. Exhibit No. DPU 8.5 provideseopf these data responses.

It is clear from the RAMPP-5 summary that Pacific@nticipated its own substantial
summer shortages but that it expected them to ropdeary because the wholesale load

obligations would decline restoring a balance tdltaesources to retail load. However, it did

3 Exhibit No. DPU 8.2 shows the list of the whallessales contracts included in the test

period. It identifies those contracts priced aslthan embedded cost and identifies the
beginning and terminating dates of the contract.

Page 15 of 20



[ —

0o N oo o b~ w DN

11
12

13
14
15
16
17
18
19
20
21
22

Rebecca L. Wilson Docket No. 01-035-01 Exhibit N@PU 8.0

not analyze the market to see how likely it wouddlmat some 1800 MW of additional spare
capacity would be available in the summer at peadénihe entire western system peaks. Nor
did it analyze the risk of this strategy. Indet#tte Utah Commission cited as one of its
reasons for not acknowledging the RAMPP-5 repociffzorp’s insufficient risk analysis.
You said that management calculated that its loabligations in the future would
decline. What evidence do you have to support thigatement?

Another key assumption PacifiCorp changed in RAMWB’that affected planning was that it
reduced its obligation to meet load by 10% oves frears. It stated on page 2 of that report,

The Company does not believe it is reasonableatofoir and build resources
for load which it expects to lose within the nexefyears. Therefore, the
company is adjusting its load forecast used imtloelel inputs for the new
RAMPP-5 base case to reflect this expectation.

The combined impact of expected load loss and tiesale balancing assumptions

was to delay the need to add new resource. IndrRaagifiCorp’s prior report on load

and resource balance indicated the need for adsasplant in 2002. The RAMPP-5

report with its two new assumptions identified malitional baseload resources for

retail load until some time after 201 2.

What conclusions do you draw from the historicaintent of adopting normalized net
power costs, a revenue credit for system allocataslholesale sales, and PacifiCorp’s
strategy to meet load obligations?

I conclude that PacifiCorp accepted a risk fatrategy that has backfired. PacifiCorp’s

decisions resulted in net power costs for theggesbd that exceed any actual net power cost

* PacifiCorp RAMPP-4 Update, 1997 IRP Report, Decenil®96, page 43.
® PacifiCorp RAMPP-5, December 1997, pages 137-138.
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it has incurred over the last 12 years by abou0$gilion. It exceeds their own high price
projection in the Centralia case by about $10Gonill Exhibit No. DPU 8.6 is a bar chart that
summarizes by year PacifiCorp’s actual net powstior the FERC accounts which are the
subject of normalizatioh. Given the intent in adopting the revenue créuht contracts
would either expire in a short time or cover tlegmbedded cost, or as noted in the Wholesale
Contracts Task Force report, not cause revenuereagent increases, | think that fairness
requires that shareholders bear some of the cdabeahcrease in net power cost identified
in this proceeding.

What do you recommend that the Commission do inrder to allocate the increased net
power cost between customers and shareholders?

| recommend that the Commission normalize povestsas shown in the Division’s nine
adjustments. As noted earlier, Mr. Falkenberd address five of these adjustments, Mr.
Hayet will address two, and Mr. Burrup will addrese. | propose the other adjustment.
Would you please describe your proposed adjustméto net power cost?

Yes. | recommend that the Commission apply titerta adopted in 90-035-06 governing
the performance of long term wholesale contractsiaapute revenues to the contracts that
are at least halfway through their contract terchane pricedbelow embedded generation and
transmission cost. This is consistent with th€d98-06 criteria as adopted by Commission
order in that case as well as the language endbssdte Wholesale Contracts Task Force
Report that states “Pricing shall be structurechghat over the life of the contract retail

revenue requirement will be protected from increa®sulting from resource acquisitions

® | have also included for comparison purposes theunt of net power cost included in

rates ordered by the Commission in Docket No. 99-03 and the amount recommended by the
Division in this proceeding.
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needed to serve the wholesale contract.”

| have identified these contracts in Exhibit N&?UD8.2. For embedded cost, | relied on the
cost of service study filed by PacifiCorp in thidket. The average embedded cost at
PacifiCorp’s target rate of return at input (inadgdosses) is $37.60 per MWh. Since the
average cost per MWh represented in the net poestmeodel for wholesale sales is at the
sales level (excludes losses) | adjusted the waldeontract prices down by 4.48% which
is PacifiCorp’s estimate of transmission level &sss | then identified the contracts with
average price below $37.60 per MWh and computednges assuming a $37.60 per MWh
average price.l then looked at the life of the contract and @hated several contracts that
were not yet halfway through their contract periblelieve this is consistent with the criteria
adopted in 90-035-06 that “after a short time” ¢batract covers its embedded cost. 1 also
eliminated contracts that were exchanges or otlserwonnected to a purchase power
agreement. Fourteen contracts remained. Theadgifte in revenue between PacifiCorp’s
Type Il normalized revenues and the adjusted reeea$67 million. Thus, this adjustment
reduces PacifiCorp’s requested increase in totalpamy net power costs by $67 million.
On a Utah basis, using Division recommended alloodactors, this amounts to $25 million.
Why did you impute revenues at embedded cost raén than marginal cost?

Although the 90-035-06 criteria also require eaghtract to cover its marginal cost and make
a contribution to fixed cost, | have chosen to gpipé embedded cost criterion because it is
a fair sharing by customers of the increase inadctat power cost. | believe the marginal
cost of supply for the test period was higher ti@embedded cost. The reason for choosing

the lower cost imputation is a matter of judgentbat is not independent of the overall
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revenue requirement proposed by the Division intth@Division’s case attempts to balance
the interests of customers and the financial hedlthe company. Choosing the embedded
cost imputation is also reflective of the fact ttfsre is no formal guidance regarding the
amount of sharing in an environment where margiast is higher than embedded cost. The
embedded cost standard implies a 50-50 sharirigeafdst of serving wholesale obligations.
It is akin to putting underperforming contractsarseparate jurisdiction. Since most of
PacifiCorp’s net power cost increase is due totseam power purchases, using the marginal
cost imputation could effectively allocate mostlué cost increase to shareholders.

Does the Division recommend a similar imputatioffor retail special contracts which are
priced below embedded or marginal cost?

Not at this time. Early in this proceeding théviBion reviewed Utah’s special contract
revenues in order to determine whether revenues agegquate going forward. Our review
showed that all but three of these contracts wpi by the time a Commission order in this
case would be issued. One contract will expile@cember. The Division determined that
the benefits of adjusting these contracts goingdod was not worth the time and resources
required to adequately analyze and defend the @magunds. Two contracts continue through
to December 2002. The Division believes it can enakcommendations regarding
adjustments to these contracts outside of thisrgérage case. Finally, the Division intends
to recommend tariff pricing for large customer#sncost of service testimony. In this way,
the Division considers its resources better speptricing going forward for large customers
rather than adjusting revenues in this case.

You also recommend moving the Brigham City loadand revenues from Utah situs

allocation to the FERC jurisdiction. Why?
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A.

There is no compelling reason that the wholesasdomer Brigham City should be included
in Utah retail loads. Brigham City is an all regunents customer and all of the other Utah
all requirements customers are situs allocatdtet/tah FERC jurisdiction. For consistency,

| recommend that this contract be treated likeothers. Exhibit No. DPU 8.4 is the top sheet
that explains this adjustment. It changes Utalitgation factors and reduces situs revenues
to Utah by $2.4 million.

In summary, what does the Division recommend fomnet power costs in this proceeding?
The Division recommends continued use of nornealizet power costs with revenue credit.
This policy places the risk of fluctuating poweston the Company which has control over
managing this risk. The Division also recommemadfirming the criteria adopted in 90-035-
06 to manage customer risk associated with thetemtopf this policy. Finally, the Division
recommends the Commission adopt all of the Divisi@uajustments to net power cost in
order to reflect reasonable estimates of normalpogter cost in the test period, with
consideration given to allocation of the cost iasein net power cost between shareholders
and customers.

Does this conclude your testimony?

This concludes my prefiled direct testimony omarue requirement. | will also provide
testimony on the Division’s position on Spread Rate Design which | will file on June 15,

2001.
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