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Bench Request No. 3
Pacific Power – Please describe the Company’s re-pricing alternative for qualifying facility (QF) contracts in Oregon and California in detail, including the inflation factor, and describe how the results of the re-pricing alternative would change if the Oregon and California QF contracts with terms greater than five years were re-priced every five-years using avoided cost rates in effect and filed with the Washington Utilities and Transportation Commission (WUTC) at the time of re-pricing. 
Response to Bench Request No. 3

Background.  The Company described the calculation of its qualifying facility (QF) re-pricing alternative in the direct testimony of Mr. Gregory N. Duvall, Exhibit No. GND-1CT at 13-14, and included a detailed calculation of the alternative in the work papers accompanying the Mr. Duvall’s direct and rebuttal testimonies.  For ease of reference, copies of the relevant work paper files are provided as Confidential Attachment Bench Request 3-1 and Confidential Attachment Bench Request 3-2. 
The QF re-pricing alternative assumes that each California and Oregon QF power purchase agreement (PPA) is re-priced at the Washington avoided cost rates in effect at the time the PPA was executed.  This method recognizes the Company’s obligation under the Public Utility Regulatory Policy Act (PURPA) to pay a fixed avoided cost price determined at the time the QF PPAs are executed.  It also effectively captures the relevant increases in forward prices that were anticipated at the time the QF PPAs were executed and their influence on avoided costs.  

The analysis underlying the Company’s QF re-pricing alternative is the same analysis relied upon by Washington Utilities and Transportation Commission (Commission or WUTC) Staff in Docket UE-130043.  In Order 05 at ¶ 113, the Commission cited Staff’s analysis showing that the “Oregon and California QF contracts result in net power costs that are significantly higher than would be the case if they were priced at Washington avoided cost rates.” Staff’s analysis was based on the Company’s response to WUTC Staff Data Request 293, which showed a net power cost (NPC) reduction of $11.9 million on a west control area basis if the Oregon and Washington QF PPAs were re-priced at Washington avoided cost rates.  With one exception (related to the escalation of avoided costs prices, discussed below), the Company’s re-pricing calculation in this case is identical to the re-pricing calculation used in Docket UE-130043.  
Detailed Explanation of Methodology.  The first step in re-pricing the California and Oregon QF PPAs is to determine the Washington avoided cost rates in effect at the time of execution of each of the California and Oregon QF PPAs included in the pro forma period.  Pacific Power’s Washington avoided costs were first incorporated in a tariff schedule starting in 2004.  There are 41 California and Oregon QF PPAs executed after 2004 in this case; these PPAs were all re-priced by reference to the Washington avoided cost tariff in effect at the time of the California or Oregon QF PPA’s execution.  The post-2004 QF PPAs comprise more than 85 percent of the total power supplied by California and Oregon QF PPAs in the pro forma period.  
There are 11 California and Oregon QF PPAs executed before 2004 in this case.  As explained below, these were re-priced using prices from historical Washington QF PPAs or the Company’s 1996 avoided cost compliance filing, as applicable. Each of these sources contained avoided cost prices covering 20 years or longer.


· There are nine QF PPAs entered in 1982 and 1983.  These were re-priced using the Walla Walla QF PPA, dated July 11, 1984.


· One QF PPA from 1993 was re-priced using the final year of the Yakima Tieton QF PPA, dated June 12, 1985.


· One QF PPA from 1998 was re-priced using the Company’s 1996 Washington avoided cost compliance filing.

The effective dates of each of the Washington avoided cost rates are shown in column Q of tab “WCA QF Rates” in each attachment. 

The second step in re-pricing the California and Oregon QF PPAs is to determine whether the applicable avoided cost schedule covers the full term of the California or Oregon QF PPA.  Some Washington historical avoided cost schedules reflect deliveries through the pro forma period in this case (e.g., the avoided costs schedules from 1996, 2004, 2005, and 2012-2014), but other schedules do not include prices that extend this far.  In each attachment, Column Q contains the final year of avoided cost rates for a given schedule in parentheses after the effective date for those rates. 

To re-price the California and Oregon QF PPAs under schedules that do not extend into the pro forma period, the Company escalated the price in the final year included on each schedule to the pro forma period.  As stated above, escalating the vintage avoided cost rates into the pro forma period effectively captures the increases in forward prices that were anticipated at the time the QF PPAs were executed. 
For historical periods, the escalation is based on actual Gross Domestic Product (GDP) and Consumer Price Index (CPI) rates published by the United States (U.S.) Bureau of Labor Statistics.  For future periods, the escalation is based on a blend of the IHS Global Insight GDP and CPI indices.  For example, the Washington avoided cost schedule that went into effect on February 13, 2009, included avoided cost rates for the period from 2009 to 2013.  The assumed 2015 avoided cost rate under this schedule is the 2013 rate multiplied by the 2013 and 2014 inflation rates.  These calculations are shown in columns Q through S of tab “WCA QF Rates” of each attachment.

As noted above, the re-pricing analysis in Docket UE-130043 did not include escalation of the avoided cost price from the final year available to the pro forma period.  The impact of price escalation in the Company’s re-pricing methodology in this case is approximately $1.8 million on a west control area basis.  Confidential Attachment Bench Request 3-3 demonstrates re-pricing of the California and Oregon QF PPAs based on Washington avoided costs, but without any price escalation (i.e., using the final available avoided cost price for all remaining years in the QF PPA without adjustment).  
In the third and final step in the QF PPA re-pricing, the Company calculates the new California and Oregon QF PPA costs using Washington avoided cost prices.  Each California and Oregon QF PPA is assigned to one of the specific Washington avoided cost rates described above based on its execution date.  The PPA, execution date, and assigned Washington avoided cost rate are shown in columns G, H, and I, respectively, of tab “WCA QF Rates” of each attachment.  The PPA volumes are multiplied by the assigned avoided cost rates, with the resulting total cost in the pro forma period shown in column J.
The Company’s re-pricing methodology addressed only QF PPA prices and did not adjust for any other QF PPA terms, including the length of the QF PPA.  Washington Administrative Code (WAC) 480-107-075(3) allows a utility to execute a Washington QF PPA for any term up to 20 years.  An assumption that the prices in Pacific Power’s California and Oregon QF PPAs should be re-opened every five years, based on the length of the standard QF PPA in Washington, is inconsistent with Washington’s administrative rule specifically allowing longer QF PPA terms. It is also inconsistent with PURPA, which prohibits a utility from re-opening QF PPA prices during a PPA’s term.
     

The standard QF PPA in Washington has been limited to a five-year term since May 2004.  If the re-pricing alternative is adjusted to re-open California and Oregon QF PPA prices every five years, this would not apply to QF PPAs executed before May 2004.  
Applying a five-year re-opener to California and Oregon QF PPAs executed after May 2004 would result in a disallowance of almost one-half of Pacific Power’s California and Oregon QF PPA costs in this case.  Compared to the re-pricing alternative presented in the Company’s filing, assuming five-year terms for California and Oregon QF PPAs executed since 2004 reduces west control area net power costs by approximately $7.9 million. For a work paper demonstrating this calculation, please refer to Confidential Attachment Bench Request 3-4.

The following table updates Table 1 in Mr. Duvall’s rebuttal testimony, Exhibit No. GND-4T at 13, to show the impact of the items discussed above on the Company’s proposed re-pricing methodology in this case: 

	
	
	Revenue Requirement
	Change from Rebuttal
	
	

	
	Rebuttal Position
	$31,938,957 
	 
	Ref. NCS-11, Page 1.1

	
	Re-Pricing at WA QF Avoided Costs
	$29,763,224 
	$(2,175,733)
	Ref. NCS-12, Page 2
	

	
	Re-Pricing at WA QF Avoided Costs—No Inflation
	$29,315,036 
	$(2,623,922)
	(a) Update for Bench Req 3

	
	Re-Pricing at WA QF Avoided Costs—5-year term limit (after May 2004) 
	$27,832,512 
	$(4,106,445)
	(b) Update for Bench Req. 3

	
	Load Decrement 
	$28,009,625 
	$(3,929,332)
	Ref. NCS-12, Page 3
	

	
	Situs-Assigned—Excl. OR/CA QFs
	$22,181,879 
	$(9,757,079)
	Ref. NCS-12, Page 4
	


Confidential information is provided subject to the protective order in this proceeding.   
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Greg Duvall
SPONSOR:  Greg Duvall
� See e.g. Freehold Cogen. Assoc., L.P. v. Bd. of Reg. Commissioners of New Jersey, 44 F.3d 1178, 1192 (3d Cir. 1995).





