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DISPOSITI{~N: NET POWER COSTS APPROVED SUBJECT
TO ADJUSTMENTS

I. BACKGROUND

On February 29, 2012, PacifiCorp, dba Pacific Power {Pacific Po~,~~er) filed revised tariff

sheets fbr Schedule 201 (Advice No. 12-002), as well as testunony acid exhibits regarding

the company's 2013 Tza~~sition Adjustment Mechaz~isxn (TAM). The purpose of the

TAM is to update Pacific Power's asznual net power costs (NPC} and to set transition

credits for the company's Oregon direct access custoxz~ers. Pacific Power seeks an

effective date of January 1, 2013, for the revised Schedule 200 tariff sheets. We docketed

the filing as UM 245 for investigation.

Pacific Power estimates its NPC based on projected data from the company's Generation

and Regu]ation Initiative Decision (GRID) model, an hourly production cost model that

the company has used in all its Oregon rate filings since 2002.2 To initially forecast a

NI'C for the 2013 TAM filing, Elie company updated the following GRID inputs: system

Toad, wholesale sales, purchase power expenses, r?vheeling expenses, maarket prices for

natural gas and electricity, fuel expenses, and the characteristics and availability of

generation facilities.3 Tl~e company further updates its NPC forecast at various points

throughout and after a TAM investigation.4

In zts initial filing, Pacific Power forecasted normalized system-wide NPC of
approximately $1.504 billion for the 12-month test period ending December 31, 2013.

This equates to approximately $370.2 million an an Oregon basis—$3.5 zxzillion higher

1 Pacific Power made its 2013 Tr1M filing concurrently with a request for a general rate ravision. That rate

request, docketed as UE 2~6, is not addressed in this order.

z In Re Pac f c Pobver and Light: Request, for General Rate Increase, Docket No. UE 170, Order

No. OS-1 OSQ, pp. 19-21.
3 PAC/100, DuvalU12;115-8.

~ 'I`he scope and procedures of the TAM are governed by the Commission's TAM Guidelines, adopted in

Order Q9-214 (Appendi~c A at 9-19), as modified b3~ Order No. 49-432 {Appendix A) and Order Na. 10-363

{Appendix A}.
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than the NPC this Commission autha~zed in docket UE 227, Pacific Po~vex's 2012 TAM.
I~~ addition, Pacific Power forecasted that it would under-collect $6.41iullion due to a
decrease in Orebon loads in the 2Q13 test period. Tl~erefare, it sought an a~~erall increase
in rates of approximately $9.9 million, or approximately 4.8 percexzt.

Foilau~ing the intervention by the Citizens' Utility Board of Oregon (CUB), the Industrial
Custome~~s of Northv~Test Utilities (ICNU), and Nable Americas Energy Solutions LLC
(Noble Solutio~~s), and the filing of testimony by all three parties as well as the
Comrr~ission Staff, Pacific Power filed a Judy 11, 2012 Update to zts NPC. In its ~zpc~ate,
Pacific Power accepted two acljustn~ents proposed by other parties: {1) Staff's
$~.2 million Oregon NPC reduction related to dispatch n~.odeling at the Chehalis
generating facility; and (2) ICNU's $0.9 million Oregon NPC adjustment to remove the
casts of integrating generation from the Rolling Hzlls wind farm. Those adjustrr~ents;
combined with aC11er GRID Lipdates, reduced Pacific Power's Oregon-allocated NPC by
approxirriately $6.5 million to $363.7 million. This resulted in a revised TAti~ pY•oposed
rate increase of 53.4 million, or approxiz~ately 0.3 percent.

On July 12, 2012, certain parties to the eoncunent Pacific Power rate case proceeding,
docket UE 246, filed a partial stipulation resolving cost of service azid rate spread issues
in that docket. Four of those parties Pacific Power, CUB, INCU, and Staff are parties
to the instant proceeding. In the UE 246 partial stipulation, the parties agreed that Pacific
Power would use generation allocation facfiors contained in that stipulation to deteY7nine
tl~e rate spread zn this case.

A hearing in this docket was held on August lb, 2012. Staff and parties filed opening
briefs on August 6, 2012, prehearing briefs on September 1 ~, 2012, and closing briefs on
September 21, 2012.

II. DISCUSSION

A. Scope of this Proceecling

.1. Patties' Positiotas

ICNU and CUB allege that the TAM has functioned as a single issue rate case that
harnns ~iever benefits—ratepayers, while being inconsequential for direct access
customers. Acknowledging that the Commission will have an opportunity in Pacific
Power's general rate case to eliminate the TAM, ICNU and CUB ask the Commission to
take so~rx~e initial "steps toward dismantling the TAM by ordering aTAM-related xate
decrease and directinb Pacific Power to abandon the use of its flawed GRID model in all
future rate proceedings."5 A1ter~~atively, argues ICNLT, Pacific Pot~~ver should be directed
to use a power supply model created by a thii d party ~rendor rather than the proprietary
GRID.

5 ICNTJ-CUB'S Joint Closing Brief, p. 2.
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2. Resolution

This is not the appropriate fflrum to address tl~e future of the TAM. V4'e adopted

parameters for the co~iduct of TAM proceedings zn Order No. 09-274, as refined by the

stipulation adopted by Order I~7o. 07-446 (docket UE 191). In Order

No. Q9-274, we indicated that the puzpose of a TAM is to "update [Pacific Power's]

forecast net power costs to account for changes in market conditions," and set the

transition adjustment for direct access customers. As part of this updating process, we

expect parties to review the forecast NPC and propose adjustments. Larger concerns ti;Tith
the nature and process of a TAM are outside the scope of an individual TAM proceeding.

Pzoposed Adjustments to Paci~ZC Power's 2013 TAM

The parties, including Staff, recommend certain adjustments to Pacific Power's proposed

NPC calculation that the campariy opposes. The adjustments ~Tould collectively reduce
Pacific Power's proposed NPC by approximatel~yr $7.2 million on an Oregon basis,

decreasing rates by approximately $3.8 million. Pacific Power characterizes all of the
proposed adjustments as "technical in nature," challenging aspects of the company's
GRID model, but not the core elements of the 1iPG or the company's management of the

NPC. Five proposed adjustments remain contested, as discussed below.

1. Remove Market Caps

cz. Pa~-ties'PositiotZs

Pacific Power

Pacific Power states that GRID assumes unlimited market depth for short-term fiixn
(STF) transactions, and does not take into account load requirenc~ents, alI actual
transmission constraints, market illiquidity, or static assumptions about market prices
precluding sales at the forecast price.? To prevent GRID from overestimating sales

revenue due to these modeling limits, Pacific Power uses market caps to limit sales based

on a range of past market transactions. Pacific Power uidicates that market caps have
been used to model the Oregon NPC since GRID was first in~ioduced in dflcket UE 134,

in 2002.8 Pacific Power observes that neither Staff nor ICNU points to historical
problems with market caps or explains perceived current problems in the context of their
historical use.

Pacific Power explains #hat before the 201? TAM, the company capped sales, based on
average spot prices, during graveyard hours at four ~llajor wholesale markets (Mid C,
COB, Four Cozx~ers, and PV), while capping the Mona market in alI hours.9 Pacific

Power indicates that ICNU challenged this methoctalogy ixi the 2012 TAM; arguing that

~ Pr~C/100, DuvalUl I,11 17-22; PAC/300, DuvalUl 1,11 11-12.

7Id. at 1$, it Id-13.
$ PAC;300, DuvalUl 1, it 1 i-12.
~ PAC/I00, DuvalUl9, line iQ.
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the caps should be based on all STF transactions during all hours.'° Pacific Power asserts
tkzat rt adopted ICNU's proposals, revising its cap xz~zethodology to apply caps, based on a
four-year average of total short-term wholesale sales, to all hours. Fox six markets {the
Mid C, COB, Four Corners, PV hubs, as well as the Mona and Mead hubs), the compan~T
specified market depth in alI hours, segregated by heavy load hours (HLH) and light load
hours {LLH), and based the cap on a four-year historical average of S'TF, balanci~lg, and
spot sales. ~ Pacific Power indicates that for the 2012 T ~~ fiting, the new market caps
metl~odaiogy reduced. the NPC by $10 million. i'

Both Staff and ICNU raised concerns about the refined market caps methodology
introduced in Pacific Power's 2012 TAM p~•oceeding. Bath objected to the change in
methodology in a praceedin~ that did not pxovide sufficient opportunity to investigate the
methodology. Ira Order No. 11-435 (docket UE 227), the Commission approved tlae
company's market cap xnethodalogy on a non-precedential basis, but directed Staff to
organize one or more workshops to further discuss the methodology with interested
parties. The Commission also indicated that if no agreement ~~as reached regarding
revisions to the n~.ethoclalogy, that Pacific Power S~c~u1d be expected "to provide clear and
robust e~~idence justifying its modeling of market caps in the company's next TAM
proceeding."f 3 In such an event, the Cainm.ission also indicated that Staff would be
erected to undertake its own technical analysis of the maxket cap methodology.
Following a party r~orkshop on January 11, 2012, the parties weed it likely would not
be possible to reach an agreez~ent, and instead, that anal}Tres and recommendations
should be proffered in Pacific Power's 2013 TAM proceeding. I~7 the 2013 TAM,
Pacific Power re-introduced its refined market caps methodology that reduces the Nl'C
by $4 million compared to the priox approacil.t4

Pacific Power characterizes the Commission's directive ul the 2012 TAM as a request
that tl~e company demonst~•ate in the 2013 TAM that the use ~f market caps was
"reasonably representative of the company's actual operations."1' Pacific Power asserts
that the tes~imany and exhibits presented iii this case do just that. Pacific Power also
observes that the Commission has rejected prior proposals to alter the company's
modeling methodology when the results of the methodology were not demonstrated to be
uz~reasonable.~b

I~l this proceeding, Pacific Power revised GRID to cap modeled potential market sales
every hour (for each trading hub; each month, di~ferentiateci by on- and off-peak) based
on the company's actual average historical sales during the precedi~~g four-yeax period.

k°Pacific Poorer Prehearing Brief, p. 13 (Aug 6, 2012)
"PAC 100, Du~~all/19; Il 18-21.
12 PAC/300, Duva1U12,115-&.
«Order No. 11-435 at 23.
14 PAC/300, Duz~alU12,1121-23.
~5 Order No. X 1-435 at 23.
16 Pacific PouTer's Prehearing Brief. pp. 9-10; citing Order 1Vo. 07-446 at '?6. (Rejecting an ICNU proposal
to change the company's approach to modeling the capacity of a plant, the Commission stated: " ~~e defer
to the company's judgment where it has been ru3uiing the model using [this approach] for several years and
ICN[J has not shown that the results ~~ere unreasonable.")

4
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Once the caps are trigbered, even if GRID shows that Pacific Pawer has resources

available to earxz a margin at rr►arket prices, GRID will not assume that these resources
inay be dispatched. Pacific Power asserts that market caps are an important input to

GRID because they reflect constraints in the actual wholesale power market, restricting

GRID's default assumption of unlimited market depth for STF sales. Pacific Power

indicates the methodology is appropriate as the Commission has reco~rzized for other

NPC elements that past performance based upon a four-year rollzng average is az~

appropriate predictor of future performance. Pacific Power also observes that market

caps moderate, but do not eliminate, GRID's "tu~disputed" overestimation of actual

physical sales.i~

Pacific Power asserts that removing market caps from GRID would result in a 23 percent

incxease in the number of short-term sales modeled.~g Pacific Power disputes ICNU's

contention that sales vvill not significan#ly increase, arguing that ICNU compares "apples

and oranges" by comparing a historical average inclusive of bookouts agai~ist a GRID

model result exclusive of a bookout.19 Coupled ti~ith the fact that GRID alxeady

overestimates actual sales, Pacific Power argues that this increase wi11 further distort the

company's modeling and unreasonably reduce the forecast NPC. Basing market caps on

hourly sales levels instead o~monthly heavy load and Tight load averages, as Staff and

ICNL~ suggest, ~nrould also result in GRID sigxiificantly overestimating total actual

wholesale sales v~lume.20 Pacific Power also argues that market caps are needed because

without the caps, "GRID shifts sales from liquid hubs, with their generally lower market

prices, to illiquid hubs; with their generally higher market prices."`1

ii. Staff

Staff believes that Pacific Power's revised marl~et cap rnethodolagy that sets, as a cap, the

same average histozical sales level in every hour in GRID, is "inconsistent with both

actual historical and uncapped GRID sales figures, both of which show great variation

across hours."'`` Staff asserts that this approach cuts off potential sales with positive

mart ns, resulting in a $35.5 million overstatement of expected NPC on a total company

basis, and approximately $3.9 z~aillion on an Oregon-allocated basis 23 Staff asks the
Con~nission to direct Pacific Power to either subtract these amounts, or to re-run GRID

without market caps.`4

Staff rebuts Pacific Power's claim that the removal of maz-ket caps would not
dramatically increase the nuinbex of sales. Staff estimates that there would be an increase

in sales of approximately 2,500 GVi~i in context of the company's system-wide load of

"Id. at 10-1 I, citing Pr1Ci 100, Duvall/20, Table 5; PAC/300, DuvalUl8, Figures 1 and 2; 19,
11 1-4.
1S PACi300, DuvalUl6.
19 Id. at 15 ("Bookouts are fuzancial transactions that are offsetting at the same market hub:'}

2D ICNi 100, Deen/8.
Z~ Pacific Power's Opening Brief at 19.
22 Staff's Prehearuig Brief, p. 1.
~3 Staff/100; Schuel5,115-6.
za Id. at 116-8.

5
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approximately 60,000 M'~~h. Staff also accuses the company of exaggerating zts claims
by grapl~.ing data based oil actual data fora 12-ix~anth period ending Tune 2011, rather
than the 48-month period ending June 201 I used to derive the market caps.`5 Staff
asserts that the graphs "incorrectly show GRID capped sales being greater than actuals,
which ~x%oul.d be impossible if the relevant 48-n~anth actual data were used."26

Should the Comn~isszon determine that argumenCs b}~ Staff and Pacific Power both have
merits, and that market caps should be revised but not eliminated, Staff recommends an
alternative market caps methodology that would change how the caps are calculated 27
Staff analyzed two alternative approaches, ~altimatel}r recommending an approach based
upon a concept firs# suggested by ICNU at the 7anuary 11, 2{}12 party workshop.' The
alternative approach would base the market cap for a particular on- or off-peak month at
a particular trading hub on the highest of the four most recently available relevant sales
averages, rather than. on the average of the four averages. Staff indicates that its
alternative approach "would effectively ̀ split the difference' between the Coinpauy's
appxoach and Staffls recommended na cap approach."2g Applying Staff's alternative
approach would reduce the system I~~PC forecast by $7.7 million, resulting in a 2013 NPC
forecas3~agproxizx~ately half way between the results advocated by Staff and Pacific
Power.

iii. ICNU

ICNU calls market caps an artificial limit devised Uy Pacific Pawer that causes inaccurate
estimates of the company's act~ial sales activities.~z ICNU explains that utilities,
including Pacific Pati~~er, offset total NPC by engaging in short-term sales at each
interconnected market hub, but unlike other utilities, Pacific Power caps these pote~~tial
sales in its power cost z~n~del. ICNU recon~xnends the market caps be removed because
there are many hours in which actual sales exceed the historic sales averages used as
caps, resulting iz~ axe inflated estimate of forecast I~TPC in this case. ICNU complains that
Pacific Power "1ilnits only the amount of profitable market sales that it caa.1 zx~ake, but
does not impose any limitations or caps on the amount of its costly market purchases that
can be made in GRID."32 ICNU also asserts that other mechanisms within GRID prevent
the model from assuming that Pacific Power will snake .Lllilimited shortµte~-m sales.

ICNU disputes the notion that removing the market caps 'ill dramatically increase short-
terna sales, asserting that the new levels will still be below historic averages.

ICNU argues float Pacific Power's assertion that removuig market caps u~ GRID will
distort actual market transactions is not supported by evidence, painting out that the

's PAC!340, p. 18, figures 1 and 2; P~.Ci104, p. 21, table 6; Staffls Prehearing Brief, p. 2.
'"5 Staff's Posthearing Brief, p. 7.
Z' Sta£fiI00, Schue/16-18.
'$ Id. at 16.
`9 Id. at 13.
30 StafE~lOQ, Schue(16-17.
31 ICNU>s Prehearing Brief, p. 3.
3z ICNU-CUB's Joint Posthearii~g grief, p. 9.
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company first raised the arguulent in briefir~g.33 ICNli agrees that removing the market

caps will increase modeled sales at the smaller hubs, but claims that Pacific Power does

not shoe that the modeled sales levels at the individual hubs (including the szxzaller hubs),

without market caps, rill be outside of a reasonable range.

ICNU claims that Pacific Pawer's arg~iment that market caps are necessary to address

market illiquidity distorts TCNU's testimony and briefing in this and other cases, and is

not based on evzdenee presented by the company in this case. ICNU also points out that

Pacific Power's assertion that other utilities use dynamic pricing to accotu~t for liquidity

supports moving away from GRID entirely. ICNti states, "[a]t a minimum, not making

the model worse, with one-sided restrictions that harm customers and reduce the accuracy

of its forecast of markei sales, ~rould be axi 
improvement.'~34

b. Resolution

The parties raise tu~o fundamental questions: (1}Does Pacific Power's GRID model

need market caps to produce realistic estimates of sales; and, if so (2) What is the nature

of the market caps that should be adopted?

Pacific Power's request to further revise nialket caps shows that the company has

continuing problems with GRAD accurately forecasting sales and the dispatch of

generation. Pacific Power argues that, urithout the caps, GRID makes incorrect

assumptions about market depth for STF trazisactions, and fails to take into account

critical inputs such as load requirements, transmission constraznts, and market illiquidity.

Even with market caps, Pacific Power argues that GRID overestimates market sales. We

note, however, that eti en though Staff az~d ICNU recommend that market caps be

removed, neither assert that GRID ~~vill function pezfectly uTithout them.

Because GRID is a forecasting model that is only as good as its constructs and inputs, ~e

real question presented is not whether market caps should be used as a patch to address

certain li~nitati~ns of the GRID model, but whether the GRID model itself should be

fixed. As we have already indicated, that question is not one that we can fu11y address in

this proceeding. Pacific Power should understand, lia~~ever, that as the company and

others continue to raise questions about the accuracy and reasonableness of GRID

forecasts, we will expect Pacific Power to refine its m.adeli~~g to produce the best possible

estimates of all components of net power costs.

As Pacific Power observes, market caps ha~~e always been part of GRID and neither Staff

nor ICNU persuasively argue that GRID, as it is currently exists, no longer needs market

caps. Based upon the evidence presented in this proceedi~ig; we conclude that some fozxn

of market caps continue to be needed in GRID as it is now constructed. For this reason;

we reject the reconuzlendations of Staff and IGNU to eliminate market caps.

Staff and IC1~U effectively argue, l~ouTever, that an alternative markei cap methodology

is superior to Pacific Power's revised market cap methodology. Vde adopt the alternative

33 ICNU-CUB'S Joint Clasin; Brief, p. 9.
3a Id. at 1 l .

7
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approach. suggested by Staff at~,d direct Pacific Power to re~~ise GRID to base market caps
on the highest o~ the four most xecently mailable relevant averages fox each trading l~2rb,
each month, and differentiated by on- and off-peak hours.

2. Arbitrage and Tracling Revenue Credit

a. Pasties' Positio~~s

T~ Pacific Po~~er's 2008 TAIVI, the Commission directed the company t~ adjust the NPC
calculation to impute an incremental xevenue credit info ifis NPC to reflect a profit margixz
on certain STF transactzans that were not being modeled in GRID.~S The decision was
based oza tcvo findings: (l~ GRID systematically u~iderstates wholesale sales ~~olumes as
compared to historical actual volurz~es; and (2) there was no evidence that the company's
arbitrage transaetioz~.s were accounted for in GRID.

For the 2013 TAM, Pacific Power proposes to eliminate the arbitrage and trading and
revenue credit on the basis t11at the coxzditions justifying an arbitrage adjustment no
longer exist. Since the 2Q08 TAM, the company indicates it has added both STP
transnriission and non-fig transmission to GRID's topology. Pacific Pourer asserts that
GRID Rio Ionger underestimates wholesale sales voluanes, and in fact averestunates these
sales volumes. The company observes that the transactions covered by this adjustment
have been steadily declining, along with the associated revenue credit, suggesting that
this revenue credit will soon become de rreinr"rnus. Pacific Power argues float co~itinuing
~o include the arbitrage axzd tradi~lg revenue credit would result in the over-forecasting of
sales activity, largely based on transactions dating back to 2Q07, and the laweriug of
system NPC by approxirnately $2.5 million.36

ICNU and CUB oppose this proposal. ICNU argues that the company's rationale for
removing the adjusf~nent is undermined by evide~zce showing; that GRID is not aver-
farecasting sales activity relative to the company's historical levels.37 ICNU further
argues ghat the trading and arbitrage adjustment does not double count revenues
assaczated with such tra~zsactions, but insteadzznputes re~cTenues that GRID does not
count. Pacific Power's power cost model only accounts for a small portion ofliaurly
system balancing sales, ICNti argues, and the trading and arbitrage adjust~rnent ensures
that the company's modeling more realistically accounts for all the company's sales.
Pacific Power responds that ICIvTU's opposition is based on an ezxoneous calculation of
actual sales valumes.3~ The company points out that when ICNU argues that GRID does
not model arbitrage sales, ICNU fails to account far system balancing sales and purchases
modeled in GRID, transactions that serve as proxies far STFs.39

"Order No. 07-446 at 10-11.
3h PAC/300, DuvalU22,11 16-17.
37 TCNt7/I00, Deen/4-5.
381'acific Power's Prehearing Brief, p. f 4, citing ICN[J/100, Deen/5.39 ra. a~ ~a.
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CUB acl~lowledges that GRID now c~nently "greatly overestimates" wholesale sales

volumes compared to actual sales volumes—as opposed to underestimaring them in the

2008 TAM.`° CUB argues, however, that tlae arbitrage and trading revenue credit "is a

safeguard that would protect customers in the event that the company is able to #ake

advantage of az~bitrage opportunities in a way that is not otherwise included in t ie TAM

estimate of net power costs."`11 Pacific Power retorts that GRID's overestimation of sales

already provides a safeguard for customers.4'

Staff takes the view that the arbitrage and grading revenue cz~edit together with market

caps are adjustments to GRID that introduce too much volatility to the modeling of

NPC.`~3 Staff supports Pacific Power's proposal to discontinue the arbitrage and revenue

credit if tie market cap structure is also discontinued.

b. Resolution

In Pacific_Power's 2008 TAM, ~,~e identified t~vo specific inodelzng flaws with GRID and

directed -Pacific Power to make the appropriate adjushnents to compensate for these

flaws. The company complied in subsequent TAM proceedings by instituting the

arbitrage and trading revenue credit. Now, Pacific Power asserts that the company has

fiindanzentally addressed the basis for the modeling flaws, rezadering the revenue credit

unnecessary and counter-productive to accurately estimating the company's NPC.

Our goal is to appropriately value Pacific Power's resources and we support adjustments

to the valuation model only when #here is eti~zdence of a flaw in the model. When tha

model flaw itself is addressed, the adjustment should be reduced or eliminated. We are

persuaded that Pacific Powex has revised GRID's topology to address the identified flat~vs

and approve elimination of an adjustment that we directed the company to institute to

compensate for the flaws.

3. Inclusion of Third-Party Wi3nd Integration Costs

a. Patties' Positions

Pacific Power's proposed NPC includes appraxirnately $3.87/MWI~ in NPC costs for

integrating wind generation in the ca~nnpany's balancing authorit5r areas,l~roken down

between inter-hour costs of wind integration ft~r system balancing, and infra-hour costs

for increasing operating reserves in certain hours. Pacific Power asserts that all of the

third-arty integration costs are incuzred due to the company's status as a balancing area

ao ~~1100, 7enls-Feighnerf'2.
`'~ Id.
4z Pacific Power's Preheating Brief, p. 20.
`43 Staff/100, Schue/Z 9 ("Iu the 2012 ITC calculations, market caps increased NPC by $5.5 million and the

arbitrage and trading a~iustment decreased NPC by $3.4 million, for a net effect of $2.~ million increase in

NPC. In the Company's initial 2013 filing, maz-ket caps increase NPC by $15S million, and there is no

arbitrage and trading adjustment, resulting simply in a $15.5 million increase in NPC. This is too much

volatility from controversial adjustments."}.

E
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authority, which provides generalized benefits to all customers. ̀~4 ICNU, joined by CUB,
challenges the inclusion of costs associated with the integration of third-party generator
transmission customers, recommending a $0.8 millzon downward adjustment for the
Oregon-allocated NPC.4~

ICNU analyzed the wind-i~ltegration costs to detezxx~zne whether they are associated with
generation that provides benefit to Oregon customers, or whether the costs are caused by
the company's wholesale transmission customez~s.`~6 ICI~iU argues acost-causation theory
that Oregon ratepayers should pay o~a~y for the integration of generation facilities that
directly provide benefits to Oregon customers, and not for the integration of tlai~rd-party
generation float are transmission customers of Pacific Power. 4r Accordingly, ICNU
argues that the company should remove integration casts associated with wind generation
facilities owned by third-parties.43 Pacific Power challenges dais cost-causation theory,
arguing that IGNU does not challenge "the cairesponding revenues in. Docket UE 246 foz
third-party staxage and integration" that "fu11y offset third-party wind in#e~ration costs,
producing a net benefit for customers."`~g

ICNU asserts that Pacific Fawer should obtain compensation from tl~e wind generators
that impose integration costs an the company.5° They observe that the Washington
Utilities ar►d Transportation Commission (WUTC) agrees, stating: "These costs should
be borne by the third-parties who create these costs, not by ~~ashington ratepayers who
do not receive tl~e power generated at these faculties."51 IVloreaver, #hey indicate that the
Idaho Public Utilities Conr~mission (FPUC) rejected the company's request to impose both
the variable and fixed casts of integrating third-party wind generators.s`

Pacific Power responds that ICNU and CUB fail to acknowledge the existence of
favorable precedent frozxa the Utah Commission alloi~ing third-party wind integratit~~l
charges iz~ rates.s3

~~ PAC/300. DuvalU29.
4s IC?~'CT-CUP's Joint Fosthearing Bzief pp. 25-26, citing PAC130b, DuvalU31 (The adjustment was
revised from S 1.6 million to $0.4 million to remove adjustment far costs for third-party wind integration for
which Pacific Power receives revenue credits.}.
`~6 ICNU/lOQ, Deen/15-16.
47 ICNU-CUB's Joint Pasthearing Brief, p. 22, citing Docket No. UE 245, PAC1300, Duva11(9-I0. {ICNU
asserts that Pacific Power agrees with this cost-causation position, having pretiriously removed all
inteb atian costs associated ~~~ith the company's Rolling Hills facility on khe basis that Oregon ratepayers
should not pay for integration costs for generation facilities not in Oregon rate base.)
`~g IC1vIJ/100. Deen115-16.
~9 Pacific Po«=er's Openuig Bzief, p. 23, citing PAC/300, Duvall/31.
so Id.
sl WUTC Docket UE-100 X49; Order No. Oh ¶126.
ICNU-CU$'s Joint Posthearing Brief, p. 25, citing Re Rocky il~ountRin Power 2010 General Rate Case,

IPUC Case 1`~0. PAC-E-10-07, Order Nn. 32196 at 30 {Feb 28, 2011); Docket N~. UE-100749, Order No. 6
at ¶ 125.
s3 Pacific Power's Prel~earing Brief, p. 22, citing FERC Docket No. 09-035-23, Report and Order on
Revenue Requirement, Cost of Service, and Spread of Rates at 27 (Feb 18, 2[110).

10
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Paczfic Power also indic~.tes that since the WUTC and IPUC decisions, the company ~~as

filed an a~en access transmzssron tariff {OATT) that seeks recovery of certain third-party

wind integration costs in a pending rate case before FERC (docket no. ERI 1-3643-000}.

The company also indicates that a partial stipulation was filed in the company's 2012

GRC that zequi~es Pacific Fower to file an application for defexred accounting for tale

Oregon-allocated share of the incremental revenues associated with the pending rate case,

beginning January 1, 2013, and continuing until the revenues are included in rates.

Under the partial stipulation, customers will be credited for incremental revezaues from

ancillary services charges approved by FERC, including the fixed costs associated with

third-party wind integration. Pacific Power asserts that the terms of its filed OATT

related to recovery of wind uitegration costs are as broad as allowed under FERC Order

Na. 76454, absent the operational system enhancements ~1~at the company has not yet

made.ss Pacific Power argues that the Supremacy Clause and t11e filed rate doctrine

would prevent approval of ICNU's proposed adjust~n~nt to a FERC-approved 
rate.ss

TCNU and CUB criticize Pacific Power's OATT filing as bezng too limited, arguing tl~e

compazry wrongly elected to seek recovery of only the fixed costs of third-party wind

integration, and not the variable costs.57 The tvvo parties disagree with Pacific Power's

characterization of FERC's position that the variable costs of v~~ind integration maybe

recovered in a utility's OATT only if the utility makes certain operational changes, such

as fifteen minute scheduling. CUB and ICNU state that FERC concluded the opposite,

finding that transmzssion provides could include variable costs of wind integration in

OATTs without first making certain mandated operational changes.

FERC actually concluded the opposzte, finding that it wi11

allow transmission providers to include variable costs of wind

integration in ~ATTs. Integration of Variable Ener~i~

Resources, 139 FERG'~ 61,246, Order I`TO.764 at 315-335 (7un

22, 2012). FERC did not condition recovery upon transmission

providers making certain operational changes, but instead

simply mandated teat all transmission providers make

operational changes, including providing the option of 15-

minute, infra-hour scheduling. 139 FERC ~ 61,246 at 91-92.$s

ICNU and CUB observe that Pacific Power has already indicated that it intends to

comply with FERC's requirement to adopt 15 minute scheduling.5g The two parties also

point out that Bonneville Power Administration (BPA} and at least o~~e other transmission

provider have been a1loti~ved by FERC to recover these costs.6° They argue that Pacific

$4 Docket No. RM10-11-004 (Juu 22, 201'}.
ss PAC,~300, DuvalU31-32.
sG pacific Patver's Prehearing Brief, p. 23.

57 See ICNU/I06, Deenll5-16.

S~ ICNU-CUB Joint Posthearing Brief, p. 24, citing Integration of Variable Ener~v Resources, 139 FERC ¶

61,246; Order No. 764 at 91-92, 315-335. (:fun 22, 2012}.

59 Id at 24, citing UE 245, ICN[J/206; ICNU; 205.

6° Id at 2~, citing Westaz, 130 FERC ¶ 61,215 at 35 {Mar 18, 2010); BPA Adrninistx-ator's Record of

Decision, 2012 Wholesale Power and Transmission Rate Adjustment Proceeding at 189 (Jul 2011).
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ORDER NO. fI `~ ~' "~~ ~}

Power should have at least asked FERC whether the variable costs of wind integration.
could be recovered zn tl~e GATT.

b. Resolution

We take off cial notice of Pacific Power's ~'ERC OATT filing, xecognizing that Pacific
Potiuer filed the GATT after the decisions cited by ICNU were published by the
Washington and Idaho Commissions. We also take official notice of the partial
stipulatioza fi1e~ in docket UE 246. In so doing, use acknowledge that should we a~prov~
the stipulation in that docket, Oregon customers v~~ill be cz-edited for any incremental
revenues for fixed costs associated urith third-party wind integration that FERC approves
by authorizing the pertinent ancillary charges in the company's OATT. Absent
compelling Iegal argument to the contrary, we defer to Pacific Power's interpretation of
FERC Order N o. 764, that the company may not pursue recovery of the variable costs of
third-party wind integration absent the operatio~Zal system enl~ancezn.ents that the
company has not yet made.61 We decline to adjust the NPC to remove third-party ~~ind
integration costs, but ure encourage Pacific Power to make the necessary operational
system enhancements and to subsequently puarsue recovery at FERC of the variable costs
of wind inte~ation.

4, Hydro Modeling Adjus~nent

a. Parties' Positions

Pacific Po~Ter's NPC study, ul this TAM proceeding, ;nodels plaa~ned and forced outages
at the company's hydro facilities usvig historical data from a 48-month period ending
June 201 l .fie Staff and ICNU object to Pacific Po~vaer's modeling of hydro outages for
differing reasons.

Staff challenged Pacific Power's modeling of both forced and plaruled outages. Staff
originally took the position that certain "outlier" outage events---identified as extended,
isolated plant outages—should be removed from data used by GRID to model fo~•ced
hydro outages. Staff expressed concern that Pacific Power's modeling of forced outages
was ovexly influenced by a small number of outlier outages, and argued that these
outages should be excluded cansiste~~t with the methodology recently adopted by the
Ca rriission to model forced outages for thermal plants.63 Staff subsequently withdrew a
proposed disallowance based on this argument follov~rin~ clarificatiol~ that "the main
drivers behznd Staff's recominex~ded hydro forced outage rate adjustment, although
included in the work papers; are not, in fact, incoiparated into GRID."6`~

61 pAC/300, Duva1U31-32.
6` Pacific Power explains that, although the company agreed in Docke# No. U141 1335 to not model lrydro
forced outages in the 20J 0 TANI (docket I3E 207); iY resented the right to model hydro forced outages in
fixture TAM proceedings.
6~ See Order No. 10-414,
ba Staff's Prehearing Brief p. 3.
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