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1 OLYMPI A, WASHI NGTON; MAY 2, 2016

2 9:33 A M

3 - 000-

4

S) JUDGE FRI EDLANDER: W'l go on the record.
6 My nane is Marguerite Friedlander. |[|'m an
7 admnistrative law judge with the Washington Utilities
8 and Transportati on Conm ssi on.

9 We're here for an evidentiary hearing in

10 Docket UE-152253, the two-year rate plan increase
11 requested by Pacific Power & Light Conpany.

12 |"mgoing to start out by taking

13 appear ances, address the adm ssion of exhibits, and then
14 deal with any procedural issues before | go get the

15 comm ssi oners.

16 So let's begin with appearances, starting

17 with Ms. MDowel | .

18 M5. MCDOWELL: Thank you, Judge Fri edl ander,
19 and good norning. This is Katherine MDowel| appearing
20 on behalf of Pacific Power. Wth ne today is Adam

21 Lowney, sitting at counsel table, and ny partner, Lisa
22 Rackner, who will be appearing al so.

23 JUDGE FRI EDLANDER: And for the court

24 reporter's benefit, do you need themto spell their |ast
25 nanes?
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1 THE REPORTER  No.

2 JUDGE FRI EDLANDER: Ckay. Thank you.

3 M5. MCDOVWELL: Thank you.

4 JUDGE FRI EDLANDER:  Appeari ng today on

S behal f of Staff?

6 MS. CAMERON- RULKOWBKI @  On behal f of Staff,
7 Jenni f er Caneron- Rul kowski, Assistant Attorney General.
8 And with ne is Julian Beattie, and also with ne is

9 Patri ck OGshie and al so Christopher Casey.

10 JUDGE FRI EDLANDER: Thank you. Appearing
11 today on behalf of Public Counsel ?
12 MR. FFI TCH  Good norning, your Honor.

13 Thank you. Sinon ffitch with the Ofice of Public

14 Counsel, the Washington State Attorney General's Ofice.
15 JUDGE FRI EDLANDER: Thank you. Appearing
16 t oday on behalf of the Energy Project?

17 MR. PURDY: Good norning. This is Brad

18 Purdy appearing on behalf of the Energy Project.

19 JUDGE FRI EDLANDER: Thank you. Appearing
20 t oday on behalf of Boise Wite Paper?

21 MR. COWNELL: Appearing on behalf of Boise
22 Wi t e Paper, your Honor, Jesse Cowel |.

23 MR. PURDY: |'mnot sure we have a good --
24 MR. COWNELL: Sorry. Again, for the record,

25 good norning. Appearing on behalf of Boise Wite Paper,

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 139



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

1 Jesse Cowel | .

2 JUDGE FRI EDLANDER: Thank you. And

3 appearing today on behalf of the Sierra C ub?

4 MR. RITCH E: Your Honor, Travis Ritchie on
S behal f of the Sierra C ub.

6 JUDCGE FRI EDLANDER: Thank you. |Is there

7 anyone representing the Northwest Energy Coalition?

8 M5. GERLITZ: W don't have | egal counsel

9 here today, no.

10 JUDGE FRI EDLANDER.  Ckay.

11 M5. CERLITZ: |'mWndy Cerlitz.

12 JUDGE FRI EDLANDER: Ckay. Thank you.

13 M5. GERLITZ: Ckay.

14 JUDGE FRI EDLANDER: Can you cone up and

15 spell your |ast nane?

16 M5. GERLITZ: Ch, sure.

17 JUDGE FRI EDLANDER:  Thanks.

18 M5. CERLITZ: Wendy Gerlitz, GE-RL-1-T-Z
19 JUDGE FRI EDLANDER: Thank you. So | think
20 we've heard fromthe parties.

21 s there anyone on the conference bridge who
22 w shes to make an appearance?

23 Hearing nothing, it's ny understandi ng that
24 the parties wish to admt all exhibits that are

25 pre-filed, including cross-examexhibits; is that
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1 correct?
2 MS. CAMERON- RULKOWBKI :  That's correct,

3 your Honor.

4 JUDGE FRI EDLANDER: Thank you.

S) M5. MCDOWELL: This is Katherine MDowel |

6 for Pacific Power. W also agree with that stipulation,
7 which we were able to resolve over the weekend.

8 JUDGE FRI EDLANDER: Thank you.

9 (Al proposed exhibits admtted.)

10 JUDCGE FRI EDLANDER: Are there any procedural
11 matters that need to be addressed before we begin the

12 hearing? Ckay.

13 M5. CAMERON- RULKOWSKI @ Your Honor, one

14 guesti on.

15 JUDCGE FRI EDLANDER:  Sure.

16 M5. CAMERON- RULKOASKI :  Did you want a

17 shorter formof direct exam nation when we introduce our
18 W t nesses and tender them for cross?

19 JUDGE FRI EDLANDER: | was just about to get

20 to that, but thank you. That was a good segue.

21 So | do want the parties who are sponsoring
22 the testinony to |lay the foundation for each of the

23 W t nesses after | swear themin, and then we'll begin --
24 we'll get into cross-exam nation and possible

25 clarification questions fromthe bench.
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1 So are there any other procedural issues
2 before | bring in the conm ssioners?

3 M5. MCDOWELL: Your Honor, Katherine

4 McDowel | again. Are you -- in ternms of the order of the
3) cross-exam nation, will you just go over across the
6 colum, Staff --

7 JUDCGE FRI EDLANDER:  Yes. Yes.

8 M5. MCDOWELL: Ckay. G eat.

9 JUDGE FRI EDLANDER: W'l start with

10 M. Dalley and then -- is it "Daley" or "Dalley"?

11 M5. MCDOWELL: Dall ey.

12 JUDGE FRI EDLANDER: We'Il start wth

13 M. Dalley and go right across the board, Staff, Public

14 Counsel and Boi se.

15 M5. MCDOWELL: Thank you.

16 JUDGE FRI EDLANDER: You're wel cone. All
17 right. |If there's nothing else, I'Il go get the

18 conmmi ssi oners. Thank you.

19 M. Dalley, if you would remain standing.

20 Rai se your right hand.

21

22 R BRYCE DALLEY, w t ness herein, having been
23 first duly sworn on oath,
24 was exam ned and testified
25 as follows:
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EXAM NATI ON BY Ms. MCDOWELL / DALLEY

1

2 JUDGE FRI EDLANDER: Thank you. Pl ease be

3 seat ed.

4 Ms. McDowel | .

5 M5. MCDOWELL: Thank you, Judge Fri edl ander,
6 and good norni ng, conm ssioners.

7 *** EXAM NATI ON BY MS. MCDOWELL ***

8 BY M5. MCDOWELL:

9 Q M. Dalley, how are you enpl oyed?

10 A "' m Vice President of Regulation for

11 Paci fic Power.

12 Q And in that capacity, have you prepared exhibits
13 and testinony for the proceedi ng today?

14 A | have.

15 Q And for the record, are those exhibits and

16 testi nony RBD-1T t hrough RBD-47?

17 A That is correct, yes.

18 Q M. Dalley, do you have any changes or

19 corrections to your pre-filed testinony or exhibits?
20 A | do. | have one correction.

21 Q Is that to your direct testinony or your

22 rebuttal testinony, M. Dalley?
23 A Rebuttal testinony that's identified as Exhibit
24 RBD- 3T.

25 Q Can you identify the correction or change that
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EXAM NATI ON BY MR BEATTIE / DALLEY
you have, M. Dalley?

A Yes. It's on page 25 of that exhibit, RBD 3T,
line 8 should be corrected. The word "retirenent" --
It says "post-retirenent benefits." The word
"retirenment” should be replaced with "enploynent." So
It should read "post-enploynent benefits."

Q Thank you, M. Dalley.

Do you have any ot her changes or corrections to
your pre-filed testinony?

A | do not.

Q If | were to ask you the questions set forth in
your pre-filed testinony today, would your answers be
t he sane?

A Yes, they woul d.

M5. MCDOWELL: M. Dalley is avail able for
Cross-exam nation, Judge.
JUDGE FRI EDLANDER: Thank you.
Ms. Caneron- Rul kowski? O M. Beattie.
Thank you.
MR. BEATTIE: Thank you, Judge Fri edl ander.
*** EXAM NATI ON BY MR BEATTIE ***
BY MR BEATTI E:
Q Good norning, M. Dalley.
A Good nor ni ng.

Q My nane is Julian Beattie. |I'mwth the
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EXAM NATI ON BY MR BEATTIE / DALLEY
Attorney Ceneral's Ofice representing Conm ssion Staff.
Thank you for being here this norning.
I'd like to tal k about accel erated depreciation.
Are you famliar with the testinony of Joanna
Huang that was filed in this docket?
A Yes, | am
Q Then you know that Comm ssion Staff has a
concern about whether the evidentiary record is
sufficient to support the Conpany's proposal in this
matter, right?
A Yes. It's ny understanding that Staff's
position is that there's not a depreciation study.
Q Well, this norning 1'd just like to find out if
you can help ne figure out whether there is a sufficient

evidentiary basis for the Conpany's proposal.

Ckay?
A Ckay.
Q So you have testified that Pacific Power's

proposal is a policy-based response to new | aws and
regul ations that may shorten the useful |ives of coal
pl ants, correct?

A That is correct.

Q So it nmust be the Conpany's position that the
Commi ssion may establish new depreciation rates for

policy reasons only; is that correct?
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EXAM NATI ON BY MR BEATTIE / DALLEY

A Not necessarily only for policy reasons, but
that is certainly a consideration for the Conm ssion
when establ i shing depreciation rates.

Q Di d the Conpany provide any non-policy reasons
for its proposal in this case?

A No, it did not. As part of this case, we have
not submtted a new engi neering or technical study
associated with the facilities at our JimBridger plant
or our Colstrip plant, but we have proposed to nodify
those lives to address the energi ng environnent al
policies that exist here in Washington and federally.

Q The currently-approved depreciation rates are
based on a study, correct?

A Yes, they are. The rates that are currently in
ef fect were approved by the Conmm ssion as part of our
"13 -- it was actually our 2012 depreciation study, but
It was approved in 2013.

Q So to confirm the Conpany's position is that
t he Comm ssion can depart fromthose study-based
depreciation rates for policy reasons, correct?

A Yes. The Conm ssion can reset and adj ust
depreciation rates in any proceedi ng, and we've proposed
that the tine is right in this proceeding for the
Comm ssion to do so based on the policy -- environnental

policy, | guess, framework for conditions that exist
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EXAM NATI ON BY MR BEATTIE / DALLEY
t oday, yes.
Q Thank you. One of the rational es provided by
t he Conpany for accelerated depreciation in this case is
that doing so will align the depreciation rates with
those currently approved in Oregon; is that correct?
A Yes.
Q I'"d like to probe the alignnent rationale for a
f ew m nut es.
Adopting Oregon's depreciable lives will not
actually align the rates. Do you understand?
A Yes, | follow. | nean, | could --
Q And that's because, even if we were to set the
end |ife at the sane end point, we have a | ot of
catching up to do in Washi ngt on because Oregon has

al ready been operating on these shortened lives; isn't

that right?
A That is correct.
Q So we're not really aligning with Oregon except

for the very last day when we finally catch up under the
Conpany' s proposal ?

A We are aligning the useful lives of the
facilities between Washi ngton and Oregon, so that's the
al i gnnment |' m descri bi ng.

Q Isn't it true that aligning with Oregon neans

falling out of alignnent with the other states in which
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EXAM NATI ON BY MR BEATTIE / DALLEY
1 t he Conpany operates?
2 A Yes, it would. Qur other states are using the
3 depreciation lives that are currently approved here in
4 Washi ngton. So it would deviate fromthose other
5 states, but would align wwth Oregon that has a shorter
6 life for those facilities.
7 Q So what have we acconplished if we fall out of
8 alignment with Utah, |1daho, Wonm ng and California?
9 A Well, | think we've -- we'll have nade
10 significant progress here for our Washi ngton custoners
11 in that we wll be mnimzing the future rate inpacts
12 associated with, potentially, acceleration of
13 depreciation rates in the future.
14 And so by addressing this issue now and
15 accelerating those lives to a shorter |ife today, we
16 could do so at a nodest inpact to custoner rates. If we
17 wait and adjust those rates at a future date, the inpact
18 to custoners could be much greater, and that's what
19 we're trying to address here by aligning the |ives now.
20 Q But true or false, aligning rates wth those in
21 Oregon has no inpact on, say, how the Utah Comm ssion
22 treats the operating life and the depreciable Iives of
23 t hese plants?
24 A That is correct. Each Conm ssion has
25 jurisdiction over the depreciation rates that are used
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EXAM NATI ON BY MR BEATTIE / DALLEY
I n that state.

Q So M. Dalley, your assunption -- your big
assunption, 1'll say, is that Colstrip 4 and Jim
Bridger, the plants that we're tal king about, wll, in
fact, undergo early retirenent?

A That's not ny testinmony. M testinony is that,
with the existing and energi ng environnental policies
here in Washi ngton and federally, the risk associ ated
wth early retirenent is greater than what we had when
we established those rates in 2013. And by acting now,

t he Comm ssion and the Conpany can position our
custonmers for a future where it does not have as
significant of inpacts to our custoners to adjust those
rates.

Q | understand your rationale. Wat would you say
Is the probability that either of these plants wll
actually go out of service earlier than their
current|y-approved depreciable lives?

A | think it's difficult to determne, but |I would
say, based on the political environnent, and as well as
the policies, it's nore likely than not that the useful
| ives woul d be shortened rather than -- to even nmaintain
their existing ones, or be |engthened.

Q And that's just your hunch, correct?

A There's -- there's no specific requirenent, no,
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EXAM NATI ON BY MR, BEATTIE / DALLEY
to shut down these facilities on those dates, but our
proposal here is one to mtigate risk for custoners in
the future.

Q Ckay. So the answer, again, is you're just
specul ati ng?

A W're -- | guess we're trying to adapt and nake
sure that we could position custoners and the Conpany
for a future where we don't have to have those dramatic
I ncreases, but there is no specific shutdown date
identified at this tinme for those facilities.

Q And when you say there is no specific shutdown
date, you nean the Conpany has not conmtted to a
speci fic shutdown date for either of these facilities?

A That is correct.

Q How do we know that the Conpany will not sinply
continue to invest in these facilities beyond what you

are currently advocating as their depreciable Iives?

A Each of the investnents the Conpany nakes at its
facilities will be reviewed by the Comm ssion for
prudency, and they will be al so be eval uated based on

the econom c conditions that exist when those investnent
deci sion are nmade. And so the Comm ssion woul d have
full transparency and record for those decisions shoul d
t hey be nade.

Q Do you think that the Conpany's inability to
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EXAM NATI ON BY MR BEATTIE / DALLEY
commt to a specific shutdown date for either of these
facilities undermnes the flexibility rationale offered
by the Conpany for this proposal ?

A No, | do not. | believe this is a -- the ripe
opportunity to adjust these rates. W could do it at a
nodest increase to custoner rates, and | think it
provides significant risk mtigation for custoners in
the future, so |l think it's an anple tinme to do this.

Q Those nodest increases, they are still very
real , however?

A Certainly. Every increase that we have inpacts
our custoners. | was just in Yakinma and Walla Wal |l a
| ast week at public coment hearings and heard our
custoners articul ate concerns over upward pressure on
rates, but | also heard custoners say that they woul d
prefer to have nodest or snaller increases this year and
next year rather than a big increase in 2018.

And so al though each of those increases has an
| npact on our custoners, | think that they would prefer
themto be nodest and predictable.

MR, BEATTIE: Al right. That's all the
gquestions | have. Thank you very nuch.

THE W TNESS: Thank you.

JUDCGE FRI EDLANDER: Thank you, M. Beattie.

And thank you for the correction on your nane as well.
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| apol ogi ze for the m spronunci ati on.
| believe M. ffitch.
MR. FFITCH:  Thank you, your Honor. Good
nor ni ng, comm SSi oners.
**% EXAM NATI ON BY MR, FFI TCH ***
BY MR FFI TCH:

Q Good norning, M. Dalley. Sinon ffitch for the

Publ i ¢ Counsel office.
MR. FFITCH A nunber of the topics that we had
I ntended to cover were covered by Staff, so | apol ogize
to the bench. | may be a little bit stop-start here as
| try to edit on the fly.
JUDGE FRI EDLANDER: Thank you.
BY MR FFI TCH:

Q Just to get one thing, | think, clear on the
dollars here, M. Dalley, in the rebuttal presentation,
t he Conpany is now requesting a sonewhat reduced
i ncrease for the first year of approximately $9 m i on,
correct?

A That is correct.

Q And am | correct in the Conpany's rebuttal case
that the revised adjustnents for accel erated
depreciation on JimBridger and Col strip has an i npact
on revenue requirenent of approximately 10.1 mllion,

correct?
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A Subj ect to check, yes. | don't have that figure
right in front of nme, but that sounds about right.

Q And so for year one, the inpacts of accelerating
the depreciation on JimBridger and Col strip actually
exceeds the anpunt of the increase that you're
requesting in the first year of your two-year rate plan
proposal ?

A That is correct. Wth the other elenents of the
test period considered, that is certainly true.

Q Now, we just heard a response to questions from
Staff that the current depreciation rates were put in
place in 2013, so they've been in place for just a
little over two years; is that right?

A Yes, that's correct.

Q And during the intervening period, PacifiCorp
had a rate case before this Conm ssion for Washi ngton
rates, did it not?

A Yes, it did, in 2014.

Q And in your rebuttal testinony, you indicate
that the filing provides the Conpany needed cost
recovery, enabling investnents necessary to provide safe
and reliable utility service.

s that your testinony?

A Yes.

Q Have you identified any specific safety and
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1 reliability investnents in evidence in this case that
2 Paci fi Corp has been unable to nake as a result of the
3 current coal plant depreciation rates?
4 A Can you rephrase or ask ne that again? |'m not
5 sure | tracked right the |ast piece of that question.
6 Q "Il restate the question.
7 A Thank you.
8 Q Have you identified any specific safety and
9 reliability investnents in evidence in this case that
10 Paci fi Corp has been unable to nake as a result of the
11 current coal plant depreciation rates?
12 A Well, we have certainly identified safety and
13 reliability investnents that are necessary, and they are
14 part of this case. Two of those that | would nention
15 are upgrade to the Union Gap substation, just outside of
16 Yaki ma, which is needed for reliability. And as far as
17 safety and reliability, our EMS, or Energency Managenent
18 System has al so been proposed as part of this rate
19 case. So those are two investnents that are necessary
20 for those itens you nentioned, safety and reliability.
21 Q In the 2014 rate case that you nentioned, that
22 was -- that took place subsequent to the adoption of the
23 current depreciation rates, did PacifiCorp take the
24 position that those depreciation rates prevented the
25 Conpany from maki ng i nvestnments necessary to provide
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1 safe and reliable service?
2 A No, it did not.
3 Q Is it your position that if the Conpany is not
4 all owed to accelerate the recovery of JimBridger and
5 Col strip plant depreciation in this case, the Conpany
6 w Il not nmake investnents that are needed to provide
7 safe and reliable utility service?
8 A No, that's not ny testinony. | think you have
9 to look at the test period kind of in totality, all of
10 the elenments. And here, in this case, we have sone
11 significant capital investnents that are necessary to
12 mai ntai n the system and keep our system safe, but
13 there's also a proposal to accel erate depreciation.
14 Those conponents toget her conprehensively equate to the
15 rate increases that we're proposing as part of this
16 case.
17 So inthe first year, as revised in our rebuttal
18 testinony, 2.69 percent, and in the second year,
19 2.99 percent. But a significant el enent of that
20 I ncrease i s associated with accel erated depreciati on of
21 our coal facilities. And because of that kind of nbdest
22 | npact to custoner rates, with all of those things
23 considered, we think it is the right tinme to nmake that
24 adj ust nent on accel erated depreciation.
25 Q Al right. Can you please turn to what's been
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1 mar ked as Cross-Exhi bit RBD- 8CX.

2 Do you have that?
3 A Yes, | do.
4 Q And woul d you agree that that is testinony filed

5 by or on behalf of PacifiCorp by M. Henry Lay in the
6 2013 depreciati on docket ?

7 A. Yes, it is.

8 Q And if you | ook at the testinony on the page,

9 M. Lay provides a definition of depreciation and

10 general ly explains the concept of depreciation, correct?
11 A Wi ch page was that?

12 Q Page 4. | apologize. | hadn't yet directed you
13 to the page. So if you could please turn to page 4.

14 M5. MCDOWELL: M. ffitch, is that page 4 of
15 the exhibit or page 4 of the testinony?

16 MR. FFITCH: Let's use the exhibit page.

17 It's page 5 of the exhibit.

18 M5. MCDOWELL: Thank you.

19 BY MR FFI TCH:

20 Q Is it correct, M. Dalley, that starting at
21 page -- starting -- pardon ne -- starting at |ine 14,
22 M. Lay restates the definition of depreciation

23 accounting fromthe American Institute of CPA' s as

24 follows: Depreciation accounting is a system of

25 accounting which ains to distribute the cost or other
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basi ¢ val ue of tangi ble capital assets, |ess salvage (if
any), over the estimated useful life of the unit (which
may be a group of assets) in a systematic and rational
manner .

That's the definition he provides, correct?

A Yes, it is.

Q And then later at -- imediately follow ng that,
at lines 20 and 21, he states that "The actual paynent
for an electric utility plant asset occurs in the period
in which it is acquired through purchase or
construction," correct?

A Yes, that's what it says.

Q Now, if you would, can | get you to turnto

Cross-Exhibit RBD 77

A "' mthere.

Q Do you have that?

A Yes.

Q And those are general instructions from FERC for

the uni form system of accounts specifically regarding
depreci ation, correct?

A That is correct. In preparing -- once |
received this cross-exhibit -- this is an excerpt froma
rat her vol um nous CFR, or Code of Federal Regul ations,
but yes, the page 3 of that exhibit is -- describes

depreci ati on accounti ng.
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Q Yes. Thank you. You're correct, it is an
excer pt.

So if you could turn to page 3. You've
anticipated ny direction there. Page 3 is really the
substance of the exhibit. |If you could | ook at
Section A there, Section A describes the nethod of
depreciati on accounting and states, "Uilities nust use
a nethod of depreciation that allocates in a systematic
and rational manner the service value of depreciable
property over the service life of the property,"
correct?

A Yes.

Q And do you agree with that?

A Yes.

Q Is PacifiCorp's proposed accel erated
depreciation of the JimBridger coal plant assets based
on the Conpany's current best estimate of the service

life of the property?

A Yes. Qur proposal considers a nunber of
different factors, and it kind of -- nmaybe point to part
B of that where it tal ks about service lives. It says,

"The estimated useful service lives of depreciable
property nust be supported by engi neering, econonic or
ot her depreciation studies."

And so when we're tal king about service life,
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it's inportant to note that operational |ife and
economc life could be two different things. And the
Commi ssion has flexibility to determ ne which lives it
w il use in setting depreciation rates and custoner
rates.

And our proposal here is not one that | ooks at
how I ong a particular facility such as JimBridger or
Colstrip wll last. It's not an evaluation or an
engi neering study of how |long that actual equipnment wll
| ast. But rather it's a proposal to adjust the useful
service life froman economc basis to be able to adapt
to the future to address existing and energi ng
envi ronnent al policies.

Q Thank you. And just to be sure that | have your
answer, you're stating that the Conpany's current best
estimate of the service life of the JimBridger coal
pl ant assets is the year 2025; is that your testinony?

A Yes. CQur testinony is that 2025 is a nore
accurate reflection of the economc service |ife of the
facility, and would be nore appropriate to be included
I n custonmer rates for those risk mtigation factors |
ment i oned.

Q And if | ask you the sane question with regard
to Colstrip, it would be your testinony that the best

estimate of the service life of Colstrip would be the
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year 20327

A Yes. A better estinmate anyway, and one that
coul d al so be reevaluated by the Commi ssion in a future
proceedi ng. The Conm ssion's decision in this case
woul d not lock in that |ife permanently; it would --
coul d be reeval uated based on econom c and ot her policy
considerations in the future.

Q Al right. Let's |look at subpart B of this
definition, which is titled "Service lives." And that
states that the "Estinmated useful service |ives of

depreci abl e property nust be supported by engi neeri ng,

econom c, or other depreciation studies," correct?
A Yes.
Q And do you agree with that?
A | do.
Q Al right.
A Maybe anot her just point, in this sane

vol um nous docunent, it has a Definition section in that
Code of Federal Regulations. It's a few pages before,

i f you have the actual hard copy book. In that
Definition section, under item 1l -- or excuse ne --
item 12, it describes depreciation and considerations or
factors that shoul d be consi dered when determn ning
depr eci ati on.

In that section it goes through a list of itens
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t hat shoul d be consi dered when establi shing
depreciation. And it says, and | quote, "Anong the
causes to be given consideration are wear and tear,
decay, actions of the elenents, inadequacy,
obsol escence, changes in the art, changes in demand, and
requi renents of public authorities.™

| think that the latter part of that quote
describes the flexibility that the Conm ssion has in
determ ning depreciation in that it doesn't have to be
sol ely based on an engi neering or operational |ife of an
asset, but it could be based on other policy
consi derations, which is what the Conpany's proposal
here in this case is.

JUDGE FRI EDLANDER: And if | can break in
for just a nonent, we don't have the full CFR in the
record. So I'mgoing to take admi nistrative notice of
it.

You were referring to which part of the CFR?

THE WTNESS: Yes, Judge. It's the
Definitions sections. The title is Uniform System of
Accounts Prescribed for Public Uilities and Licensees
Subject to the Provisions of the Federal Power Act, and
It's under the Definitions section, and the reference |
just quoted was item 12, Depreciation.

JUDGE FRI EDLANDER:  Thank you.
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MR. FFI TCH:  Thank you, your Honor. W're
fine with that -- inclusion of that in the record.
BY MR FFI TCH:

Q Just followng on with tal ki ng about subpart B,
M. Dalley, as we've just read, the explanation states
that the useful service lives nust be supported by
engi neering, econom c or other depreciation studies.

Have you or has PacifiCorp in this case
presented any engi neering, econon c or other
depreciation studies that denonstrate or result in a
service life for the JimBridger units that would end in
20257?

A We have not perforned an engi neering or
econom c -- Or engineering or depreciation study
associated wth these facilities, as |I've nentioned in
sone of the questions with you, M. ffitch, and from
Staff.

But what we have presented is a request to the
Comm ssion to adjust those rates based on energing
policy considerations, which, under the CFR, are
perfectly permtable [sic] and all owed by our state
utility comm ssions.

Q And you have not presented any such studies for
the Colstrip 4 unit indicating a service |ife ending in

2032 either, have you, or has Pacific Power?
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A No. There's no depreciation study as part of
this case.

Q When wil | your next depreciation study be filed
i n Washi ngt on?

A W typically file themevery five years, and our
| ast depreciation study was effective January of 2014,
filed in-- 1 think it was a 2012 study approved in
2013. So to get to your question, five years fromthat
poi nt woul d be the 2018 tinefrane, potentially, for
depreciation rates effective in 2019.

Q The Conpany has sone discretion about when to
file its next depreciation study, does it not?

A Certainly.

Q So if -- so you can file a new depreciation
study sooner than your current plan if situations arise
that would warrant a new study being filed earlier,
correct?

A We could, but I would note that, even if we
filed a depreciation study tonorrow, the conclusion
that would -- would not change, in that a depreciation
study | ooks at a nunber of factors, including, as you've
mentioned, M. ffitch, engineering and other anal ysis of
facilities.

But there's also other factors that need to be

consi dered when establishing depreciable |lives, and
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1 t hose other factors could be and are policy inplications
2 or environnental regulations. And so even if we were to
3 conduct a depreciation study tonorrow, the result of our
4 proposal in this case would not change.
5 Q And you didn't file an econom c study with
6 regard to either Bridger or Colstrip in this case,
7 correct?
8 A That's correct. It's not the cal cul ati ons of
9 the adjustnent to the -- the lives that we're proposing
10 to adjust, to shorten, are based on policy
11 considerations and align with depreciable lives that
12 were previously approved by this Conm ssion.
13 Q And when will PacifiCorp's next |IRP be presented
14 to the Comm ssion?
15 A Qur next -- we just filed our 2015 | RP update at
16 the end of March, and our next depreciation or IRP w ||
17 be presented to the Comm ssion in March of next year.
18 And so it's a two-year cycle, so we filed in March of
19 2015, we will file in March of 2017. 1In those
20 I n-between years, we present an | RP update.
21 Q So it would be possible for the Conpany to file
22 a depreciation study in the sane tinefrane as the IRP
23 before this Conm ssion, would it not?
24 A It 's certainly possible. W do have the
25 flexibility. There's no requirenent that we have to
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1 wait five years. W could file in that tinmeframe, but

2 then it would take sonme tinme for that to be eval uated

3 and approved.

4 And the reason we're naking the proposal as part
5 of this case is we think it's a prine opportunity to

6 make this change. Any further delay conpresses the

7 wi ndow of opportunity you have to adjust rates w thout

8 havi ng a significant inpact on custoner rates. And so
9 the longer you wait, the greater the risk that

10 I ncreasing the depreciati on expense or shortening the

11 lives will have a nore drastic inpact to custoner rates.
12 Q If you did file a depreciation study sooner, for

13 exanple, in 2017, that depreciation study would be able

14 to take into account the additional policy

15 consi derations you're tal king about along with all of

16 the other elenents that are contained in the CFR woul d
17 it not?

18 A It would, but when it comes to coal facilities,
19 | think the overriding elenent that will determ ne those
20 depreciation rates is not the engi neering conponent;

21 it's the policy conponent.

22 Q But again, you could -- the Conm ssion and the
23 Conpany itself could consider that in the context of the
24 full depreciation analysis and also of an I RP that was
25 bei ng presented in approximately the sane tinefrane?

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 165



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

EXAM NATI ON BY MR, FFI TCH / DALLEY

A It could, yes.

Q You acknow edge in your testinony -- in your
rebuttal testinony that changing the depreciation |lives
woul d not restrict PacifiCorp fromusing generation
resources fromJdimBridger or Colstrip to serve
Washi ngt on custoners after 2025 in the case of Jim
Bridger, or 2032 in the case of Colstrip, correct?

A That is correct.

Q So it's quite possible that the plant -- both
those plants would be running after the accel erated
useful life dates that you propose here, and they would
be serving Washi ngton custoners; isn't that true?

A Yes, that's a possibility.

Q And it's correct, is it not, that Pacific is
planning to put into service SCRs or scrubbers as a
substanti al expense in 2021 and 2022 for the Ji mBridger
plants just prior to the service |ife date of 2025 that
you' re proposing here?

A There are investnent decisions associated with
JimBridger Units 1 and 2 that will need to be nade.
The Conpany has not nmde those deci sions, and
anticipates evaluating all options associated with
conplying wwth federal and state requirenents when it
makes those investnent decisions on those units.

Q Okay. Thank you.
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M. Dalley, are you aware of recent |egislation
in Uah that provides for the establishnent of a
regulatory liability that could be used at sone future
date to depreciate a thermal generation plant?

A Yes, |I'mgenerally famliar.

Q And in that |egislation, U ah Conm ssion woul d
determine that it's in the public interest for
conpliance with environnental regulation or other
purposes; that is, the regulatory liability would be
used for that purpose?

A Yes.

Q And it's true, isn't it, that under that
| egi sl ation, the depreciation rates are not being
changed for Pacific Power?

A That is correct. The -- the legislation in Uah
is a bit different. And as | nentioned earlier, each
state has kind of jurisdiction over how they want to
treat depreciable lives for investnents, and there's
differing perspectives, as you could i nmagi ne, anong our
service territory.

The U ah specific legislation allows for a pool
of dollars to be used and set aside for potential early
retirenent of coal facilities, but it's packaged
together with a nunber of different factors, including

changing the way the Conpany recovers its -- the cost of
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I ts demand- si de managenent prograns.

And so it's different than what we have here
before this Comm ssion as part of this case, but it's
a -- it's another way to address sone of the risks that
we' re tal king about here.

JUDGE FRI EDLANDER: So M. ffitch --
MR FFITCH  Yes.
JUDGE FRI EDLANDER: -- is this proposed
| egislation or is this passed |egislation?
MR FFITCH It's passed, adopted
| egi sl ati on, your Honor.
JUDGE FRI EDLANDER: And what is the citation
to that? We'Ill take official notice of it.
MR FFITCH | can get that with you after
consultation with our w tness.
JUDGE FRI EDLANDER: Ckay. Thank you.
BY MR FFI TCH:
Q I'd like to switch gears a little bit,
M. Dalley, and tal k about the rate plan proposal in the
case.

In your rebuttal testinony, you state that the
pur pose of the rate plan is to address asserted, quote,
"earnings attrition," end quote, and cost increases,
correct?

A Coul d you point ne to the cite? That sounds
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1 correct.
2 Q | sure can. That's rebuttal testinony, RBT-3
3 [sic], page 18.
4 A kay. Thank you.
5 Q And it's at line 14, | believe.
6 COW SSI ONER JONES: What page is that,
7 Counsel ?
8 MR. FFITCH: Page 18, your Honor, and it's
9 | ines 14 and 15.
10 BY MR FFI TCH:
11 Q Do you see that, M. Dalley?
12 A Yes, | do. Thank you.
13 Q And PacifiCorp has not filed an attrition study
14 in this case, has it?
15 A It has not. | clarify in nmy testinony that we
16 have not filed a formal attrition study in support of
17 our second-year rate increase. W've taken a different
18 approach. W've used our historical under-earnings and
19 ten-year trend of under-earnings as support of that
20 two-year rate plan, but the way we've cal cul ated that
21 second-step rate increase is with discrete and
22 measur abl e adjustnents that will happen to our revenue
23 requirenent in that second year.
24 Q And you state in your testinony over on page 22,
25 line 5 -- this is your rebuttal testinony, RBT-3 [sic],
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that "PacifiCorp is not proposing an attrition
adjustnent that relies on trending analysis or
escal ation factors” the way that Avista did in its |ast
general rate case, correct?

A That is correct. | think the next sentence kind
of describes what | was just referring to; it's "based
on limted, discrete adjustnents.”

Q Isn't the Conpany essentially just asking for a
future test year approach in this case?

A No. That's not what we've proposed. A future
test year would wal k all elenments of revenue requirenent
forward to the future rate year. W tried to nake our
two-year rate plan relatively easy to audit and revi ew
and transparent for parties, as we've identified four
discrete itens, three capital investnents, and the
expiration of production tax credits as the cal cul ation
to quantify that increase for the second year.

Q So is that a future test year for just those
particular cost itens?

A No. Each of those conponents will be known and
measurable well in advance of that second step rate
I ncrease. Each of those investnents will be conpleted
by the end of this year. |In fact, one of them our
EMS/ SCADA proj ect, has already been conpl eted; Union
Gap, which is the second of the three capital
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I nvestnents, will be conpleted this nonth; and the SCR
and Bridger Unit 4 will be conpleted in Novenber of this
year.

MR. FFITCH  May | have a nonent,
your Honor? 1'magetting relatively close again.

JUDCGE FRI EDLANDER: That's fine. Thank you.
BY MR FFI TCH:

Q M. Dalley, could you please turn to your
rebuttal testinony, RBT-3 [sic], page 307

A Yes, |'mthere.

Q And then | ooking at lines 8 through 10, and
there you indicate, "The Conm ssion found that the
record in the 2014 rate case was i nadequate to
denonstrate that the use of end-of-period rate base did
not violate the matching principle.”

That's your testinony, correct?

A Yes.

Q And then on this sanme page, lines 1 through 5 up
above, you state that "the Conm ssion found that
Paci fi Corp had not established that it net one of the
four conditions that justify the use of end-of-period
rate base,"” right, and you |list those four itens?

A Yes, | do.

Q The first condition you identify is "abnornal

gromh in plant."
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You' re not contending that the Conpany has had
abnormal growmh in plant in this case, are you?

A | didn't specify that in ny testinony, although
| think an argunent can be nmade. The four investnents
that we have included as part of this case are
substanti al .

The JimBridger Unit 3 and 4 upgrades are in the
$130 mllion range each; and our EMS/ SCADA project is
around 32 mllion; the Union Gap substation is around 20
mllion. And so all of those are significant capital
additions in the Conpany's rate base.

Q Those are proposed for inclusion in year two,
not by neans of an end-of-period rate base anal ysis;
isn't that right?

A The JimBridger Unit 3 addition is part of year
one.

Q The next condition that's listed is [as read]
"inflation and/or high attrition."

You're not claimng that we are in a period of
high inflation at this tinme, are you?

A No.

Q And then the third criteria that you identify is
"as a nmeans to reduce regulatory lag."

Do you agree that, in this case, even wth an

end- of -period rate base included, there would be no rate
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1 I ncrease at all in year one if the adjustnent to
2 accel erate depreciation is renoved?
3 A Wiile that is true that there would be a reduced
4 revenue requirenent fromwhat we're proposing, our
5 proposal to use end-of-period rate base is inportant in
6 this case and is different than the 2014 rate case
7 because we're requesting a two-year rate plan. And
8 t hose circunstances are different than what we had in
9 t he | ast case.
10 And so establishing end-of-period balances in
11 that first year of the revenue requirenent is inportant
12 because we don't plan to have a case, or we're planning
13 to stay out of a rate case for that rate plan. And so
14 that elenent is different than what we had in the prior
15 case.
16 Q But how do you explain that if there's no
17 I ncrease -- absent the depreciation acceleration, if
18 there's no increase otherwi se shown for year one that's
19 denonstrative of regulatory lag? | guess that's what
20 I ' m havi ng troubl e under st andi ng.
21 A Wll, | think, as Staff points out inits
22 testinony, that when establishing a nulti-year rate
23 pl an, aligning rate-based balances with the | evels that
24 are anticipated for the rate effective period are
25 I nportant. And if you have annual rate cases where you
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coul d reset those rate-based bal ances each year, | think
that's what the Comm ssion was referring to in the 2014
order that you referred ne to on lines 8 through 10 of
ny testinony.

But in this case, we've taken a different
approach. W' ve proposed two nodest increases and a
two-year rate plan, and so establishing those rate-based
bal ances at the end-of-period |evels for that first year
Is inportant to allow us to kind of honor that rate
pl an.

Q Al right. Thank you, M. Dalley.
MR. FFITCH:  Your Honor, | have no further
guestions for this wtness.
JUDCGE FRI EDLANDER: Thank you, M. ffitch.
M. Cowel | ?
MR. COWNELL: Thank you, your Honor. Good
nor ni ng, conmi Ssi oners.
*** EXAM NATI ON BY MR, COWNELL ***
BY MR, COWNELL.:
Q And good norning, M. Dalley.
A Good nor ni ng.
Q So M. Dalley, if we could start with
Cross- Exhi bit 5.
A kay. |'mthere.
Q And the first page, which is the response you
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1 prepared to Boi se Data Request 102, quoted therein,

2 there's nention of your testinony that the Conpany's

3 second-year rate increase is based on limted, discrete
4 adj ustnents, right?

5 A Are you referring to the question or the answer?
6 Q Wthin the actual request.

7 A Ckay.

8 Q And we can -- | can refer to the testinony

9 specifically if you'd Iike.

10 JUDGE FRIEDLANDER: |'msorry. Wich --
11 this is nultiple data request responses, so which one
12 are you specifically referring to?

13 MR. CONELL: OCh, I'msorry, your Honor.

14 This is page one --

15 JUDGE FRI EDLANDER: Ckay. Thank you.

16 MR. COWNELL: -- of Boise Data Request 102.
17 JUDGE FRI EDLANDER: Thank you.

18 THE WTNESS: Yes. Thank you, M. Cowell.
19 | just wanted to just orient nyself to the question and
20 t he response here, but --

21 BY MR COWELL:

22 Q It's about three-quarters of the way down.
23 A Yes. | see that, yes.
24 Q And in the response you prepared, you al so

25 stated that, quote [as read], "Basis for the Conpany's

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 175



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

EXAM NATI ON BY MR COWELL / DALLEY
1 second-year increase is earnings attrition," correct?
2 A Yeah. |It's the two elenents in conjunction.
3 Q Sur e.
4 A And so the Conpany's second-year rate proposal
5 and two-year rate plan is based on our ten-year trend of
6 earnings attrition, and then it is cal cul ated using
7 di screte and known and neasurable itenms for that second
8 year. And so it's those two el enents together.
9 Q Right. So to clarify, are you asserting that
10 the earnings attrition basis for the second-year
11 I ncrease i s founded on a discrete attrition adjustnent?
12 A No. As I've nentioned earlier in the discussion
13 with M. ffitch, we have not prepared a formal attrition
14 study as part of this rate case. W've taken a
15 di fferent approach, one that we believe is easy for
16 parties to review, audit, for the Conm ssion to verify,
17 whi ch are di screte and neasurabl e cost increases
18 associated with plant investnents and the expiration of
19 production tax credits.
20 Q Okay. Thank you.
21 Let's turn to the next page, please, page 2 of
22 Exhi bit RBD-5CX, and this is our Boise Data Request 103.
23 Now, would it be fair to say that the Conpany
24 takes the position that certain adjustnents proposed by
25 Publ i ¢ Counsel and Boi se are not appropriate for
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1 presentation in a limted i ssue case?

2 A Yes.

3 Q Now, you prepared this data response citing to

4 Staff testinony in a prior case in which Staff indicated
5 in an expedited rate filing that certain adjustnents

6 woul d not be included; is that correct?

7 A Yes.

8 Q And if you would please turn to

9 Cross-Exhibit 6 -- RBD 6CX

10 So this is that exhibit that you referred to,
11 right?

12 A That is correct.

13 Q And if we turn to the first page of that

14 exhibit, right in the subtitle, it's subtitled For Use

15 in a 2014 Pacifi Corp Expedited Rate Filing, correct?
16 A Yes.

17 Q And at other tines in this testinony, it also
18 di scusses developing rates in an expedited rate filing,
19 t hat exact term correct?

20 A In this exhibit?

21 Q Yes.

22 A You said testinony in this exhibit? Yes.

23 Q M. Dalley, would you agree that in Order 3 in
24 this proceeding, the Conm ssion explicitly did not

25 recogni ze this filing as an expedited rate filing or an
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ERF?

A Yes, that is ny understanding, that the order
was issued saying it was not an ERF, but it was a
limted issue filing and set it for an expedited
procedural schedul e.

JUDGE FRI EDLANDER: And just for the court
reporter's benefit, that's E-R-F. Thank you.

MR. COWELL: Thank you, your Honor.
BY MR, COWNELL.:

Q M. Dalley, if you would, please, turn to page 3
of Exhibit RBD-5CX, which is Boise Data Request 104.

And in this data request, Boise asks the Conpany
whet her it agreed that both Pacific Power and Boi se are
recomendi ng a determ nation on accel erated depreciation
on a policy basis, right?

A Yes.

Q And you prepared a response to Boise DR 104
stating that Pacific Power's proposal is for a

pol i cy-based change in asset depreciation; is that

correct?
A Yes.
Q In the sane request, and this would be right at

the end of the actual request, the testinony of
M. Millins on behalf of Boise was quoted, reconmendi ng

that the Comm ssi on shoul d eval uate accel er at ed
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1 depreciation as a, quote, "policy question."
2 s that accurately stated there?
3 A Yes. That's what it says here in the question.
4 Q Wul d you agree, then, that Boise's also
5 requesting a policy-based resolution of the accel erated
6 depreciation issue just as Pacific Power is?
7 A Yes, | think that's what ny answer says here, is
8 my understanding is Boise is in agreenent with
9 Paci fic Power that we shoul d adjust depreciation rates
10 on a policy basis. There are sone differences in
11 Boi se's proposal as discussed by M. Millins that we
12 don't agree with, but from-- on the policy basis of the
13 depreci ati on change, yes, that is correct.
14 Q kay. So fair enough.
15 The first sentence of your response,
16 "Pacific Power agrees that its proposal"” also includes
17 an agreenent with Boise, not just agreeing to what your
18 proposal states?
19 A Yeah.
20 Q kay.
21 A Yes, we agree that it's a policy-based deci sion.
22 Q Okay. Thanks for that clarification.
23 If we could turn to page 4 of that sanme exhibit,
24 whi ch is Boise Data Request 105, the response you
25 prepared addresses an assunption -- and this is right at
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1 the very first sentence here of your response -- and
2 addresses an assunption that the Conm ssion coul d adopt
3 a policy related to rate treatnent of the Ji mBridger
4 plant at the end of the plant's depreciable life; is
5 that correct?
6 A Yes.
7 Q Let's skip to the next page of this exhibit,
8 which is Boise Data Request 107. And | wanted to ask
9 about the Conpany's commtnent to a stay-out. The
10 Conpany's commtnent to a stay-out -- to stay out --
11 excuse nme -- or not file an expedited or general rate
12 case with a rate effective date prior to June 1st, 2018,
13 I s based upon whet her the Comm ssion chooses to, in your
14 words, materially nodify Pacific Power's revenue
15 requi rement proposals; is that right?
16 A Yes.
17 Q And so | want to follow up on the condition
18 her e.
19 Coul d you el aborate or provide any objective
20 standard around what you nean by "materially nodify"?
21 A Well, in order for a rate plan to be effective,
22 there has to be an incentive for the Conpany to agree to
23 that stay-out provision. And if there is no rate
24 adjustnent, or if there is no incentive for the Conpany
25 to stay out of rate cases, then it wouldn't necessarily
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be in the Conpany's best interest to agree to that rate
pl an.

And so in Staff's testinony in this case, they
tal k about those incentives and how a rate plan can be
effective. And so ny reference in this answer is sinply
stating that the Conmm ssion has to take into
consideration the entirety of the Conpany's proposal
here, and to the extent that that is materially
nodified, it may not be in the Conpany's best interest
to have a two-year rate plan. 1t nmay be better to go
back to the -- kind of the annual rate case cycle to
address the costs that we're experiencing. So that's
what I'mtrying to describe in this answer.

Q Sure. At the beginning of that answer, |
believe that you said, if there's no rate adjustnent.
But what I'mtrying to get tois, is there any bright
| ine or objective basis that we can | ook at of when the
Conpany -- at what point do they commt to a stay-out or
at what point do they say, no, we're not going to conmt
to a stay-out.

So when you said "no rate adjustnent," that's
not hing. You' ve got a $10 million request for the first
rate year. |Is there any point in between that we can
put a definition on what "materially nodified" nmeans?

A | don't think | have a specific nunber for you,
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M. Cowell, but there are proposals as part of this case
for zero rate increase, and so trying to -- and | would
view that as material .

Q Sur e.
A And so we -- we have already before the

Commi ssion two nodest increases, |ess than three percent
i n each of the years, and so we really have limted the
| ssues that we've brought forth as part of this
pr oposal .

To the extent that those are significantly
nodi fied fromwhat we've proposed, and then inposing a
rate plan, that may not be in the Conpany's best
i nterest, and we may need to eval uate ot her reqgul atory
options. But we're really trying to adapt to what this
Commi ssi on has commruni cated through prior orders, to
| ook for innovative regulatory solutions and to avoid
this annual cycle of rate cases.

|'ve been doing this here with Pacific Power
si nce 2007, since |'ve been in Portland, and |'ve been
part of a nunber of these rates cases in front of this
Commi ssion, and we're trying to break that cycle.

And so our proposal in this case really needs to
be evaluated in its entirety, which is alimted issue
filing, a decoupling proposal and a two-year rate plan.

And | think that those three conponents hang together.
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Q Thank you. That's a good segue to the next
guestion | wanted to ask.

If you could turn to the next page, which is
page 6 of Cross-Exhibit 5, and this is Boise Data
Request 108. Now, as | read the response you prepared,
| interpret you to define a stay-out period according to

rate effective dates; is that correct?

A Can you give ne just a nonent --
Q Sur e.
A -- to refresh ny recollection on this response?

| believe the question is asking about the
stay-out provision, and ny answer here is clarifying
when the rates fromthe Conpany's next rate case would
be effective, which would be in the mddle of 2018 at
the earliest.

Q Okay. Well, just to disengage it maybe from
this particular request, just to ask you your conception
of -- you were tal king about innovative rate sol utions
and trying to match the Comm ssion's desires there.

As you -- as you think about what's the val ue of
a stay-out period, does that involve a stay-out of rate
case processes?

A That's one consideration. | think that this
Comm ssion has articulated that in prior orders where it

has noted, you know, the burden on the Conm ssion and
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1 other parties for annual, litigated rate cases. And so
2 that is definitely a consideration.

3 Q kay. Thank you.

4 M. Dalley, if you would turn to page 23 of your

5 rebuttal testinony, RBD 3T.

6 A "' mthere.

7 Q And if you would just ook at lines 12 through
8 15 and Note 47.

9 CHAI RVAN DANNER:  |I'm sorry. \Wat page?

10 MR. COWNELL: Ch, sorry, Conm ssioner. This
11 I s page 23 of RBD- 3T.

12 CHAI RVAN DANNER:  Thank you.

13 BY MR COWELL:

14 Q So in lines 12 through 15, and also there's a
15 footnote there to Note 47, you were asked to respond to
16 a statenent that the Conm ssion previously nmade a

17 findi ng about, quote, "the Conpany's inability to

18 achieve its authorized returns since 2006," correct?
19 A Yes.

20 Q And if you would -- nmaybe if you can keep your
21 pl ace there, but if you would also just turn to page 8

22 of Exhibit RBD-5CX. It's the |last page of that exhibit,
23 Boi se Data Request 111.
24 And you confirnmed that the actual Comm ssion

25 order paragraph cited in your testinony states that,
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quote, "the Conpany failed in the past to earn its
authori zed return” is distinct froma finding concerning
the Conpany's inability to earn its authorized return;
is that correct?

A | think we're -- can you -- can you ask the
guestion again? |'mjust trying to nmake sure |
understand the distinction you' re making.

Q Sure. Well, | guess that's what |'m asking
here. You confirmed that the term nol ogy was different
bet ween t he Conpany -- the Comm ssion allegedly finding
that the Conpany was -- had an inability to achieve its
aut hori zed return, and you confirnmed in the data
response that the Commi ssion actually stated that the

Conpany failed in the past to earn its authorized

return.
And do you see a distinction there between those
terns?
A | nmean, the words are different. | think that

the facts that are in this case speak for thensel ves.
|'ve denonstrated that, since 2006, the Conpany has
not -- maybe |I'll use a different word -- has not earned
It authorized return. And | believe that's what the
Commi ssi on order says.

Q kay. |I'Il switch gears here, M. Dalley.

The last topic | want to address with you
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concerns the Conpany's updates to revenue requirenent
made on rebuttal. And just as a caveat here, | realize
that sonme of these questions may be best suited for
Ms. McCoy, but as | ead Conpany w tness, and because |
think it gets to nore of an overall Conpany strategy, |
wanted to ask you about this.

So to begin, the Conpany's updated its revenue
requi rement request in rebuttal testinony, right?

A Yes, it has.

Q Now, | understand from Ms. MCoy's testinony
that the updated revenue requirenent has been prepared
assumng a July 1st effective date for both 2016 and
"17, correct?

A Yes.

Q And that's based on the procedural schedul e
approved in this case, right?

A Yes.

Q And | assune that you can confirm you
participated in that decision-nmaking process to update
based on the procedural schedul e?

A Certainly. And when we -- we had originally
asked for a May 1, 2016, effective date for the first
I ncrease, and then the second-year increase a year after
that. Based on the procedural schedule that was

identified early on in this proceeding, that target date
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was noved to July. And so as part of our rebuttal
testinony, we adjusted the revenue requirenent to nmatch
that rate effective period based on that kind of
targeted rate effective date.

Q Right. And as you said, the procedural schedule
was established early on, and subject to check, would
you agree that that was Decenber 29th, 20157

A Yes, subject to check.

Q And agai n, subject to check, that Appendi x A of
Order 3 contained that procedural schedul e?

A Yes, subject to check, that's ny understandi ng.

Q Sure. Now, the Conpany filed suppl enenta
testinony and exhibits in this proceeding follow ng the
i ssuance of Order 3; is that correct?

A That is correct. | believe -- | was here at the
prehearing conference for that, for this docket, and |
believe that was a request from Staff to file additional
cost of capital testinony.

Q And so nore specifically, M. Bruce WIIlians
sponsor ed suppl enental testinony and, subject to check,
that was -- | have it as January 7th, 2016.

A Yes, that sounds right.

Q That sounds about right?

A Subj ect to check, yeah.

Q kay. And the -- that supplenental testinony

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 187



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

EXAM NATI ON BY MR, COWELL / DALLEY
updat ed and provided additional information on certain
cost of capital issues. Wuld that be fair to say?

A Yes, it was on the capital structure and cost of
debt that was requested. | think Staff, the concern
they raised at the prehearing conference was that there
be a conplete record on that issue, and so the Conpany
agreed to turn that supplenental testinony around in a
short tinmefrane and provide that to the Conm ssion and
other parties for review

Q Correct. And | think you' ve stated that the
ori gi nal Conpany request for a rate effective date for
the first year was May 1st, 20167

A That is correct.

Q And the dates for this hearing, My 2nd, My
3rd, 2016, as well as other proceeding dates, those were
established in that prehearing conference order, right?

A Yes, that's ny understandi ng.

Q So would it be fair to say that, at |east by
Decenber 29, 2015, the Conpany knew that first-year
rates would not be effective by the initially-proposed
date of May 1st, 2016, under the procedural schedul e
est abl i shed?

A Yes, | think that's fair. | think that, as
we've found in the |ast week, that that effective date

for the first-year rate increase will likely be nodified
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1 agai n based on the conference we had | ast week on

2 Fri day.

3 Q Right. But --

4 A And so | think it's -- the Conm ssion has the

5 di scretion under its rules to take the full 11 nonths

6 for this case. W've requested it to be nore expedited,
7 and the schedul e was accommodated to allow for a nore

8 expedited process. But that kind of hard date for when

9 rates will be effective, | guess, is not -- it's not a
10 bright line or a defined date.

11 Q kay. So you know, all that kind of foundation
12 | eads up to this question.

13 Wiy did the Conpany wait until the rebuttal

14 filing to update its revenue requirenent based on a July

15 1st, 2000 [sic] effective date, as contenplated in that
16 Decenber 2015 procedural schedul e?

17 A | think in the -- in the schedule outline for

18 how t he case proceeds, | think that's typical for the

19 Conpany to update its revenue requirenent as part of its
20 rebuttal. The updates that were nade as part of that

21 change of the rate effective period had both kind of

22 I ncreases and decreases associated with them based on

23 the different el enents.

24 Ms. McCoy would be able to address them nore

25 specifically. But in the procedural schedule that was
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set by the Conm ssion, that was the next opportunity for
t he Conpany to update its revenue requi renent, and so
that's what we did.

Q And maybe this is a question better addressed to
Ms. McCoy, but do you know the difference between what
t he Conpany's revenue rebuttal -- revenue requests woul d
have been had they not updated the rate period?

A | don't have that specific nunber off the top of
nmy head. It would be better addressed to Ms. M:Coy.
But | could speak generally about what's driving that
difference in revenue requirenent if you adjust that
rate effective period.

And so if you adjust the rate effective period
farther out, our production tax credits expire, and as
they start to expire, that neans the tax credits wll be
avail able for I ess nonths of the test for the rate year,
and so that would drive revenue requirenment up. But
there al so could be additional depreciation associ ated
with our investnments that could bring the revenue
requi renment down.

Anot her driver for how it m ght change the
revenue requirenent is our proposal to accelerate
depreciation. |If you have fewer nonths to accel erate
the depreciation, so instead of May 1 you're using

July 1, then that will also put a little upward pressure
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1 on the revenue requirenent as you have fewer nonths to
2 achi eve the sane end-of-life target date that we've

3 proposed in this case.

4 And so those are sone of the elenents, and

5 really what we've tried to do for the Commssion is

6 provi de an update of what that |ooks |ike using a new

7 rate effective period based on the procedural schedul e
8 established, and trying to have a conplete record that
9 aligns with that schedul e.

10 MR. COWNELL: Thank you, M. Dalley.

11 No further questions, your Honor.

12 JUDCGE FRI EDLANDER:  Thank you, M. Cowell.
13 We can either take a break or get into bench
14 questions. So we'll go on a ten-mnute break and we're

15 off the record. Thank you.

16 (A break was taken from

17 10:48 a.m to 11:02 a.m)

18 JUDGE FRI EDLANDER: W'l |l go back on the

19 record. And | believe instead of Conm ssi oner

20 clarification questions, we'll go into redirect and then
21 Commi ssioner clarification if that's all right.

22 M5. MCDOWELL: That's fine, your Honor.

23 JUDGE FRI EDLANDER: And then when we're

24 finished with the witness, we'll go ahead and i npanel

25 both M. Parcell and M. Strunk.
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M5. MCDOWELL: Ckay. Thank you, your Honor.
JUDGE FRI EDLANDER: Thank you.
*** EXAM NATI ON BY Ms. MCDOWELL ***
BY M5. MCDOWELL.:
Q Good norning, M. Dalley.
A Good nor ni ng.
Q So | just have a couple of questions to foll ow
up on the cross-exam nation.

Staff counsel asked you about the fact that
alignment with Oregon in terns of accel erated
depreciation would result in unalignnment [sic] or
falling out of alignment with sone of the other states
in the PacifiCorp system

Have you consi dered those -- you know, those
vari ables, that aligning wth O egon woul d nean that you
woul d fall out of alignnment wth the other states, and
how di d that influence the decision or your proposal in
this case?

A Vell, | think it's inportant to acknow edge
t hat, under the West Control Area allocation
met hodol ogy, California, Oegon and Washi ngton are the
three states in the WCA.  And so Oregon, being the
| argest of the WCA states, we believe it's nore
i nportant to align kind of with our western regional

states, California, Oregon and -- California, Oegon and
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Washi ngt on, having those aligned is nore advant ageous
than alignment potentially with our East side of the
system

And so -- and the policy and environnent al
obj ectives of the western states are nuch closer in
al i gnnent than what we see on the eastern side of our
system So we do believe it's nore appropriate to align
with the Oregon lives than sone of the other states.

Q M. Dalley, Staff counsel also asked you about
your proposal to nove the |lives of the Colstrip and
Bridger units from 2037 and 2046, which are the Bridger
and Col strip current depreciable lives, to 2025. And
hi s question was, was that just your hunch or just
specul ation that the 2025 |lives would be, you know, nore
likely to be the foreseeable lives of those units.

Can you answer the question? WAs your -- is the
Conpany's proposal to use a 2025 |ife based on a hunch
or specul ation?

A No. It's -- it's based on our professional
judgnment, and it reverts back to the depreciable |ives
that the Comm ssion here in WAshi ngton has approved.

Q M. Dalley, you were al so asked by Public
Counsel about the -- it's Exhibit 8CX

Do you have that exhibit in front of you?

A | do.
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1 Q And M. ffitch asked you particularly about the
2 definition of depreciation and -- on page 4.
3 | wanted to follow up with you on that question

4 and ask you: In that case, did the Conpany deci de

5 agai nst extending the lives of its thermal units, and
6 does M. Lay's testinony speak to that issue?
7 A Yes. That was a consideration. |In that sane

8 Exhi bit RBD-8CX, exhibit page -- bottom of exhibit page
9 8, which is the testinony page 7, and then continui ng

10 onto the next page, there's a Qand A that M. Lay

11 addresses, which asks if the Conpany consi dered

12 extending the depreciation lives of steamfacilities to
13 mtigate kind of the expense. And in prior depreciation
14 studi es, that had been the practice, where if you

15 extended the lives of facilities, it would have | ess of
16 an i npact on depreciation expense and noderate the

17 | npact to custoners.

18 But in M. Lay's answer, he points to the

19 uncertainty that existed at the tinme we were devel opi ng
20 the depreciation study, and as a result of that

21 regul atory uncertainty, we did not extend the lives; we
22 mai ntai ned them But we note that there was sone

23 uncertainty at that tine.

24 Q M. Dalley, was that a change from previous

25 practice?
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A Yes. In the 2008 depreciation -- or 2007
depreciation study that becane effective in 2008, we had
extended the |ives.
M5. MCDOWELL: That's all | have. Thank
you, M. Dall ey.
JUDGE FRI EDLANDER: Thank you. And
comm ssi oners?
*** EXAM NATI ON BY COWM SSI ONER RENDAHL ***
BY COVM SSI ONER RENDAHL:
Q Good norning, M. Dalley.
A Good nor ni ng, Conm ssi oner.
Q So on that question of the depreciation |lives
and the definition, can you find that page, that
addi tional definition in the CFR?
A Yes. \hat --

Q And can you read the definition of --

A Yeah, and | was trying --

Q You said item 11 or sonething.

A Yes. Okay. So it was Exhibit RBD 7CX, which
was the exhibit from Public Counsel --

Q Correct.

A -- that M. ffitch referred to. So that's from

t he Code of Federal Regul ati ons.
Q Correct. And you had referenced in your

answer --
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A In the Definitions section --
Q -- an item 11?

A | tem nunber 12, actually.

Q ltem 127

A Yes.

Q kay. And you had nentioned other -- you had
guot ed sonet hi ng about ot her considerations and factors.

Coul d you read that again?

A Yes. It's describing kind of depreciation and
what to consider, and it says at the end of that
section, "Anbng the causes to be given consideration are
wear and tear, decay, action of the elenents,
| nadequacy, obsol escence, changes in the art, changes in
demand and requirenents of public authorities.™

Q kay. And that's what | thought | heard.

So in this case, you're recommendi ng that we
nodi fy the depreciation rates due to a policy concern,
specifically arisk to policies at the federal and state
| evel .

So specific to Washington first, what
requi renment of public authorities is driving this

decision in this state, for this state in particul ar?

A Well, | think public authorities could be the
Comm ssion as one body. It could also be the EPA from a
federal level. But | think what we see in Washi ngton,
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there's no specific requirenent for us to shut down any
of our facilities at this point.

But there are definitely -- as WAshi ngton

| npl enrents the C ean Power Plan, there will be policies
i npl emrented by the State that could have inpacts. There
could be other state policies that could be inpacted
that would restrict coal fire generation from

nei ghboring states simlar to what we've seen in the

recent bill that was passed associated with Colstrip 1
and 2.

Q In Oregon?

A " m speaking of the |egislation that was passed

I n Washi ngton associated with Colstrip 1 and 2.

Q But that did not require closure, correct?

A Correct.

Q And it didn't require, as in Oregon, that the
Commi ssion couldn't include in rates anything related to
the No Coal -by-Wre after those -- those current
depreci ation dates in Oregon, correct?

A Correct. The Washington | egislation, ny
understanding, is really to enable -- to be -- for the
utility to be able to react nore ninbly to those
energi ng environnental regulations should there be a
need to shut down those facilities at an earlier date.

Q So there's no specific requirenent currently in
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1 Washi ngton | aw that you're pointing to as a basis for
2 maki ng this policy change; it's because you think

3 sonet hi ng m ght happen in the future in Washi ngton, or
4 on the federal level wth the Cean Power Plan?

S A Correct.

6 Q But there's nothing currently requiring this

7 change?

8 A No.

9 Q So how do you reconcile that clarification that
10 you read about the consideration of requirenents of

11 public authorities when there currently isn't a

12 requirenent ?

13 A | reconcile it in that there's a variety of

14 thi ngs that need to be considered when establishing

15 depreciation rates, and it's not just an engineering

16 study. So | was responding to M. ffitch that it

17 doesn't have to be a specific engineering study that

18 determ nes the rates. There are other considerations.
19 Consi derations of public authorities is another
20 one in the CFR but as we've seen in prior Conm ssion
21 deci sions here in Washi ngton associated with our

22 depreciation rates, the Conm ssion ultimately has

23 di scretion over what they viewis the appropriate life.
24 And so | believe there's discretion fromthe

25 Commi ssion to establish the depreciation rates that it
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1 feels is appropriate. But there's no requirenent that
2 It be a certain date based on a study.
3 COW SSI ONER RENDAHL: Ckay. Thanks.
4 CHAI RVAN DANNER:  Is nmy mc on?
5 **% EXAM NATI ON BY CHAI RVAN DANNER ***
6 BY CHAI RVAN DANNER:
7 Q Good norning, M. Dalley.
8 A Good norni ng, Chair Danner.
9 Q | want to follow up on that question from
10 Commi ssi oner Rendahl, because when we're talking
11 about -- you say it's policy-based. Normally, you know,
12 setting environnental policy is not the purview of the
13 Commi ssion. And so you're not asking us to determ ne
14 when we would like the plant to close and set the
15 depreci ati on schedul e based on what we think the best
16 envi ronnental policy would be; is that correct?
17 A That's right.
18 Q So it's -- and is it nore that, what you're
19 asking us to do, is given all of the things you cited in
20 your testinony and other things that mght be in the
21 record, that we would conme up with what we determne to
22 be our best estimte of when this plant is going to
23 cl ose?
24 A | don't believe the decision has to be when the
25 plant is going to close. The distinction between
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economc life and operational life is inportant in that
the facility could operate past a 2025 date, but there
is risk that it may not be able to operate at |east
through its existing lives.

And because of that risk, we have a w ndow where
we coul d adjust depreciation rates now at kind of a
nodest inpact to custoners and kind of de-risk that
future. And so that's the policy decision that we're
seeking fromthe Commssion in this case, is that if we
act now and lead into that a bit where we have a few
years, we could have enornous flexibility in the
m d-2020 tinmefrane to react to environnental policies as
t hey becone clearer.

If we wait -- | think our concernis, if we wait
and then act after there is sone specified policy of
when a plant has to close, there's less of a window to
adj ust those depreciation lives and it could have a
greater inpact to custoners.

Q Yeah. So the way | see it, sone of the policy
considerations, if you want to call themthat, would be,
you know, we want to be concerned about
I ntergenerational equity, that the people that are
benefitting fromthis plant are the ones who are paying
for it, and people who are -- so that you don't want to

have -- you don't want to have the depreciation schedul e
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1 too far in advance, because then you're going to have
2 peopl e who are benefitting fromthe plant who are not
3 payi ng for it.
4 And on the other side of the coin, you don't
5 want to be in a situation where you have higher rates
6 when they're not necessary if the plant is going to be
7 out there longer. And of course, as you said, you don't
8 want to have rate shock, you want to avoid dramatic
9 I ncreases in rates.
10 And so basically what you're | ooking for is,
11 what is the best match of the useful life and the
12 operational or -- and the depreciation schedule; isn't
13 that correct?
14 A Yeah. And | would just clarify economc life
15 versus actual operational |ife, because in another
16 state --
17 Q Well, talk to ne about the distinction between
18 the economic life of a plant and its operational |ife.
19 A. Well, in each --
20 Q Doesn't the continued operation affect the
21 econom cs of the plant?
22 A It could, but each state can determ ne the
23 economc life based on its considerations of the issues.
24 And so these facilities that we're talking
25 about, Colstrip in Muntana and Jim Bridger in Womnm ng,
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there's certain policy considerations in those states
that could drive the actual operation of those
facilities. Those states nmay choose to operate those
facilities longer for service to custoners in that state
than a policy froma state here on the Wst Coast, such
as Washi ngton or Oregon.

But we are trying to align the depreciation to
have custoners pay for those resources over the life
that we believe is nore appropriate, and to avoid kind
of that intergenerational equity issue on the tail end,
where if custoners today are not paying enough and t hat
facility has to close early, then custoners in the
future that aren't benefitting fromthat resource woul d
be bearing those costs.

Q So -- so you're asking us to nmake a judgnent
call. R ght now, as Comm ssioner Rendahl's question was
getting to it, it doesn't appear to ne that we have any
real requirenents on a closure date right now |
also -- fromwhat |I'm hearing, the Conpany has no pl ans
or commtnents to shut the plant by any date certain.

And is it -- would it be the Conpany's policy to
continue operating that plant as |ong as possi bl e?

A No, the Conpany's policy would be to eval uate,
you know, options, as we do in kind of our |ong-term

pl anni ng, based on consi derations fromeach of our
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states. And so there could be policy differences anobng
the states, but, you know, through our long-term
pl anning, we will do what's |east cost, |east risk,
given the economcs as well as the policy objectives of
t hose states.

Q So if you have Utah and | daho, for exanple,
sayi ng we want you to run those as |ong as possible, and
you have Oregon and Washi ngton saying we'd actually |ike
it to be alittle sooner, how do you resol ve that?

| nmean, the problemis, is you re saying that
your estimate is a better estinmate than the status quo,
but | think our obligationis to find -- if we were
going to do this, we have to find the best estinmate.
And right now, | don't -- there's nothing. It's all --
it all seens to be -- | don't know the rational basis on
which to set a date.

| mean, what is the right date for closure?
You' ve chosen 2025, but | don't -- | don't -- other than
the fact that Oregon has that, Oregon is one of the six
states, I'mtrying to figure out what the right closure
date would be if we wanted to go this route.

A And | think that the Washi ngton Conm ssi on can
determ ne when they want these resources paid for, and
t hat decision can drive and provide enornous flexibility

for where the State wants to go as far as future
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1 resour ces.

2 And so | don't believe the decision has to be

3 made by the Commission in this case based on a deci sion
4 to close a plant at any specific date. But | think a

5 decision to shorten the life to what had previously been

6 approved by this Comm ssion wll enable the Conpany and

7 Its custoners to adapt in the future.

8 And so | don't think it has to be tied to when
9 those specific facilities will close. And nmaybe just
10 noti ng on Oregon, they just passed legislation in this
11 2016 | egislative session that says, after 2030, coal

12 resources can no |longer be included in rates.

13 Now, that |egislation does not require that

14 facilities outside of Oregon, such as our plants in

15 Wom ng, have to close by 2030, but Oregon has nade the

16 policy determ nation that they won't be included in

17 rates beyond that date.

18 Q Ri ght. And Washi ngton has not done that, at

19 | east not yet. And so I'mstill -- I"'mtrying to get a
20 handl e on -- assum ng we need a rational basis for what
21 we're doing, is -- is what you have in your testinony,
22 have you provided that rational basis? And maybe you
23 could restate it succinctly.

24 A Yeah, | think the rational basis is we're

25 reverting to lives previously approved by the
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Commi ssion, and to adapt to energing environnental
regul ations that we're seeing today and that we
anticipate in the future to prevent rate -- significant
rate inpacts to custoners in future years. And so --

Q kay. And you're seeing those in Washi ngton?

A Wll, in ny testinony, | reference several. And
so -- | nean, maybe pointing to a few of them |
bel i eve --

Q Well, there were quotes of |egislators, but I
didn't --

A Well, maybe if | point to page --

Q Woul d you?

A -- 6 of ny direct.

Q |"msorry. Your direct?

A Yes, RBD-1T.

Q Yeah.

A And this is a list of itens that are driving the

Conpany's proposal as part of this case. And you could
see the different policies. | nean, maybe if | junp to
2013 where we have Washi ngton Second Cimte Action
Bill; you' ve got in 2014, the Executive Order; and then
we have 2015, the C ean Power Pl an.

Since | filed ny direct testinony, we had the
passage of SB 6248 here in Washington. And although it

does not specifically address the Conpany's resources, |
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think it's a policy direction that is informative for
t he Comm ssion. And we also have the Governors' Accord
For a New Energy Future that was signed by governors in
Washi ngt on, Oregon and California.

Q So basically you' re |ooking at sort of the
trends and the gestalt of all of this. | nean, yes, we
have an em ssions performance standard that grandfathers
existing plants; yes, we did pass 6248, but it doesn't
really directly affect us.

But you're just saying, the overall flavor and
trends that we're seeing over the last -- since 2006 is
pointing in the direction of this plant as nore |ikely
to close in 2025 than it is currently going to -- than
It would close at the end of its depreciation schedul e?

A Certainly. And it's -- it's -- it's certainly
I ntensified over the | ast several years, those policy
changes.

Q kay. Now, the testinony of w tness Ranas
suggested setting up a liability account. And in your
testinony, you were concerned that this was burdensone
and unnecessary. | was just -- | want to get a sense of
what -- what is the burden that -- what is the burden
that you would be facing if we were to do sonething |ike
t hat ?

A Vel l, the way -- unnecessary and burdensone
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Is -- the way we do this in Oregon today, where O egon
has a separate depreciable [ife than our other states,
and so we al ready have an accounting systemthat's set
up to handle that kind of difference, and so there woul d
be a separate tracking, there would be a separate
reporting.

Looking at Ms. Ranmms's testinony, it appeared
that she wanted a little nore than that, and | just
don't know the value that that additional proposal would
bri ng, because we'd al ready be tracking the anounts that
Washi ngt on woul d be paying in excess of the current
depreciation rates, and so it would be very transparent
and identifiable just as it has been for our O egon

jurisdiction since 2008.

Q SO -- but in terns of it being burdensone, it's
not sonething that you would not -- you would be able to
do that. It would create sone additional work, but it's

not really going to break the bank?

A It is a possibility. It would just -- | don't
know the value that it provides other than what we're
doing currently in Oregon that it addresses that
di fference in depreciation.

Q But Utah does this, right? They require --

A Agai n, the Ut ah proposal is different because

it's not specific to any particular resource, and it's
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also -- it's a trade-off from how denmand-si de nmanagenent
costs are being reflected in rates. And so there is a
di stinction between our proposal here and in Ut ah,
because there's a nunmber of other factors in that U ah
pr oposal .

What they did in Uah was they took demand-side
managenent expenses that were included as an expense and
they're now capitalizing that expense rather than
expensing it, and then taking the value or the revenue
requi rement associated with that decreased expense and
applying it to coal depreciation. And we're not
proposing to capitalize demand-si de managenent as part
of this filing.

CHAI RVAN DANNER:  Al'l right. Thank you. |
think that's all the questions | have.
*** EXAM NATI ON BY COWM SSI ONER RENDAHL ***
BY COWM SSI ONER RENDAHL:

Q | have one additional followup to that,
sonewhat related to the changing tinmes and maybe the
trends and gestalt that ny coll eague referred to.

So are you aware of any coalition or novenent in
Washi ngton to, in the next -- before the next
| egi sl ative session, propose a simlar bill or simlar
initiative that was discussed in Oregon?

A. | am not.
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1 Q Is that at all part of your thinking?
2 A "' mnot particularly knowl edgeabl e on the
3 proposals. | know that there's a |lot of environnental
4 di scussion that's happening in Aynpia as well as in our
5 other states, and so | amnot part of any di scussion
6 specifically that woul d propose the sane thing. | think
7 that's certainly an option.
8 Q Do you know if PacifiCorp is involved in any of
9 t hose di scussi ons, whether you are or not?
10 A | know that we're involved with the different
11 envi ronnental groups, and it's -- since Oregon's so
12 fresh, that everybody's seen what it's done, | think
13 it's something that could be considered, but | don't
14 know of any efforts particularly to push that. But --
15 it's a consideration and it's an option, but it's not
16 part of our proposal that we're seeking here.
17 COWMM SSI ONER RENDAHL: Gkay. Thank you.
18 *** EXAM NATI ON BY COWMM SSI ONER JONES ***
19 BY COW SSI ONER JONES:
20 Q Good norning, M. Dalley. This is Comm ssioner
21 Jones. |I'msorry for the --
22 A Good nor ni ng.
23 Q "Il try to speak clearly today. | have one of
24 t hese bugs that have been goi ng around.
25 So I'mgoing to follow -- the first line of
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1 questioning is going to be along the lines of -- the
2 first line of questioning will be along the Iines of
3 Chai rman Danner and Comm ssi oner Rendahl .

4 Coul d you please turn to page 6 of RBD 1T?

5 A Yes, |I'mthere.

6 Q So just on a few of these, the WAshi ngton

7 Executive Order 04-14, is this binding on the Conm ssion

8 i n any way on inported coal power?

9 A My understanding is it is not.

10 Q 2015, what is your understanding of the O ean
11 Power Plan? | think many of us, including M. Tepley
12 for your conpany, have been heavily involved in this. |

13 think this has been stayed by the Suprenme Court, a |ot

14 of politics involved here perhaps with the new

15 admnistration. | amthinking that the effect of any
16 Cl ean Power Plan remanded back to EPA will probably be
17 anot her two years.

18 I s that your assessnent at Pacifi Corp?

19 A | can't speak, Conmm ssioner Jones, specifically

20 to the timng. And | think it would be naybe a better

21 question for M. Tepley -- | know he's not here today
22 because that -- sonme of the issues he was covering are
23 not before the Conm ssion today.

24 Q Ckay. Well, could you answer this question?
25 What do you antici pate happeni ng after oral
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argunent in the DC Crcuit on June 2nd? \Watever cones
out, nost experts are saying will be appealed to the
Suprenme Court.
I s that your assessnent?

A Yes.

Q And t hen what happens after that?

A | think nost -- we don't know for certain, but |
t hi nk the Conpany's perspective is that it is likely
that the Cean Power Plan would continue. The timng of
| npl enmentation could change. Certainly other elenents

of it could change. But it's difficult for ne to say

exactly --
Q Ckay.
A -- what m ght happen fromthat stay that's --

that currently exists.

Q Ckay. Could you go back to RBT-3T [sic], your
rebuttal testinony? And | think it's one of your
exhibits. Don't you have an exhibit attached with this
governors' statenent?

A Yeah. It's -- Exhibit RBD-4 is the Governors'
Accord for a New Energy Future.

Q So ny question to you is simlar to the previous
guestions. A, is this binding on the UTC, and, B, does
It have any specific ratemaking inplenentations that

woul d bind us in this issue of accel erated depreciation?
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1 A No, | don't believe it's binding on the
2 Comm ssion. | believe the Conm ssion has discretion on
3 this issue.
4 Q Ckay. Let's turn to page of your rebuttal
5 [sic]. On page 5, this is nore of a foundati onal
6 guestion about the changes fromyour direct to your
7 rebuttal testinony.
8 Are you there?
9 A Just to nmake sure | have the rebuttal testinony,
10 RBD- 3T, page 57
11 Q Correct.
12 A Yes, |I'mthere.
13 Q Toward the bottom In there you state that your
14 revenue requirenent recomendati on has gone from 10
15 mllion to 9 mllion, and you cite to bonus
16 depreci ation, reduced costs of Bridger 3 and production
17 tax credit anounts.
18 Do you have any idea, for exanple, on -- is
19 bonus depreciation the biggest driver of revenue
20 requirenment inpact? And if so, what is it specifically,
21 do you know?
22 A My understanding is that the update for bonus
23 depreciation to reflect that on the capital additions
24 that will be placed in service as part of this case had
25 an inpact of around $350,000. So that was a big
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1 conponent .
2 The Bridger Unit 3 came in under budget, and so
3 that had an update. | defer to Ms. McCoy on the
4 specifics --
5 Q kay.
6 A -- but | think that was anot her couple hundred
7 t housand dol | ars.
8 We al so, you know, accepted sone adjustnents
9 fromother parties, and so those had sone inpacts that
10 brought the revenue requirenent down. So there was, |
11 woul d say in that update, as you would see in a typical
12 case, sone itens that brought down the revenue
13 requi renment and other itens that brought it up a bit.
14 But in totality, the nunber was reduced by a mllion
15 dol | ars.
16 Q kay. Good. Thank you.
17 Could you turn back to -- this was a Public
18 Counsel cross-exhibit, or maybe it was Boi se, RBD 8CX
19 It's M. Lay depreciation testinony, | think.
20 A Yes.
21 Q Could you turn to page 8 of that?
22 A Yes.
23 Q On lines 1 through 5, | just want to be crystal
24 clear on this, that this is your current policy in this
25 case. On line 2, you -- M. Lay states [as read], "The
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1 Conpany is continuing to recomend retaining 61 years,

2 as previously approved by the Conm ssion, as the

3 depreciable -- quote, depreciable termnal |ife of steam
4 generating facilities where the Conpany is not a

S mnority owner."

6 So do you still stand by that statenent in this
7 case? 61 years is the -- froma depreciation

8 st andpoi nt, what you're continuing to use?

9 A Un no. W're proposing to nodify that to

10 adjust the lives to 2025 for Jim Bridger, 2032 for
11 Colstrip, and so it's a nodification fromthe 61 years

12 t hat was approved -- argued by the Conpany and approved

13 by the Comm ssion in '13, so we're nodifying it.

14 Q So you're actually contradicting or going back
15 on M. Lay's testinony in that year on the depreciable
16 termnal life of a steamgenerating unit?

17 A Yeah. W're -- | wouldn't say we're

18 contradicting it, Comm ssioner Jones, but we're seeking
19 a change to it --

20 Q That's fine.

21 A -- fromthe ' 13 depreciation study.

22 Q Next |ine of questioning, and | think you

23 mentioned it to Conm ssioner Danner.

24 Coul d you describe -- and | don't know where it
25 Is in your rebuttal testinony, but this Oregon PUC
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nmonitoring for the increnental depreciation anounts
that's been in place since 2008, could you both descri be
that froma depreciation -- froman accounti ng
standpoint? It's not a regular -- it's not a regulatory
liability account, but could you describe howit's done
and then how the results are presented to the Comm ssion
Staff?

A Certainly. The -- since Oregon deviated from
the live feed by our other states in 2008, we've had to
set up a separate tracking to determ ne kind of what
Oregon custoners are paying wth respect to -- | guess
as conpared to our other states.

And so we have one accounting systemthat is
used for all six of our states, and -- and so we have to
be able to i nput kind of what depreciation expense is
that kind of aligns with the majority of our states, and
then we nmake an adjustnent to account for the O egon
speci fic anbunts, because that has to be done kind of
| ndependently, or | would say kind of outside of the
nodel .

That's the separate tracking and reporting that
beconmes avail abl e, and so then that separate accounting
Is then input into the accounting systemto account for
that increnental depreciation expense that Oregon has

paid for.
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And so froma regulatory reporting standpoint,
it's very transparent. W do it through an adj ust nent
t hat comes through our Commi ssion basis reports, and so
they could see the increnental anobunts of depreciation
expense, both on the expenses and on the reserve in each
report that we file wth the Conm ssion.
Q And that's submtted how often to the Conm ssion
Staff?
A So it's submitted each year as part of the
Commi ssion basis reports, and that's on a simlar timng
to what we file here in Washi ngton.
Q Ckay.
A And what we've proposed in this case is that we
begin m dyear Conm ssion basis reports in Washi ngton.
So typically we file annually the end of April. W're
proposing that we file mdyear, so file for the
12 nont hs endi ng June, and we file that in October to
provi de anot her kind of check-in for the Comm ssion that
woul d provi de transparency on our whol e revenue
requi rement, but specifically it would provide sone
greater transparency on the depreciation issue.
Q kay. |If you could turn to page 11 of your
rebuttal testinony, please, on lines 10 and 11. And
therein you cite to sonething that I'ma bit confused

about, a, quote, "alternative allocation nethod that may
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I ncl ude divisional allocation nethodol ogies."
You know, |'ve attended several neetings of the

MEP. CQur staff has been in and out, nost recently out
of the MSP neetings. But what specifically are you
referring to as, quote, a "divisional allocation
nmet hodol ogy"? Wuld this be sonething different from
t he WCA?

A No. | think it -- |I've been a part of a nunber
of those discussions as well. The proposals that were
bei ng considered as part of the last couple of years of
di scussions wth parties fromall of our states was,
ri ght now we have a system based net hodol ogy that's used
for all states except for Washi ngton, and Washi ngt on
uses ki nd of WCA, the West Control Area.

And there's been sone interest from other
states, such as Oregon, in evaluating kind of that
di vi si onal approach, where it may be Pacific Power,
Rocky Mountain Power type of divisions rather than a
Si X-state system

And so that's what |I'mtal king about. So |
guess to answer your question directly, Conm ssioner
Jones, | don't -- | think the divisional allocation
nmet hodol ogies, the WCA is --

(Interruption by the reporter.)

THE WTNESS: |I'msorry for talking too
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fast.

The divisional allocation nethodol ogi es
described here is consistent, or at |east conceptually
simlar to what we have already in place here in
WAshi ngt on.

BY COW SSI ONER JONES:

Q But M. Dalley, how does that -- how does that
relate to Conm ssion approval of different states’
depreci ation studies and then what you're trying -- what
you' re proposing here today wth accel erated
depreci ati on?

My recollection of the MSP discussion itens did
not include depreciation studies. It related to systens
operation factor, situs versus non-situs, all of these
things related to rate base revenues and costs, not
depreciation. So |I'mconfused as to why you refer to it
her e.

A Yeah, the reason | refer to it is there's a
nunmber of conplexities to deviate fromall ocation
net hodol ogies currently instituted by our states. And
because of those conplexities, it beconmes challenging to
i dentify a solution that would be workable for all of
the states. Differing depreciation rates is one of
t hose conplexities in that Oregon has currently a

shorter life than our other states. Aligning Oregon and
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Washi ngton would elimnate at | east one of those
conpl exities when evaluating a future all ocation
nmet hodol ogy, and so that's why | refer to it here.

CHAI RVAN DANNER:  Conmi ssi oner, can | break
in here?

COW SSI ONER JONES: Sur e.

*** EXAM NATI ON BY CHAI RVAN DANNER ** *

BY CHAI RVAN DANNER:

Q In that regard, when | see our role as trying to
| ook at the evidence and determ ne what the best
estimate of closure would be, it could be that in our
analysis we'll find a date that's different than 2025.
Maybe, you know, it could be a few years out, it could
be a decade out, if we were to change it at all.

And so ny question is, is if we were to do that
anal ysis and we were to |land on 2031 or 2032, in your
opi nion, would that be unacceptabl e because it doesn't
align with Oregon?

A No, it would -- it would create sone of the
simlar changes that we have today. And so | think
getting alignnment wth the states woul d be advant ageous,
at least for the western states; and in particular, on
this allocation issue, having alignnment would be
| nportant.

But as we' ve experienced with Oregon, having one
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1 state do sonething differently, we could accommodat e
2 t hat .
3 Q kay. But again, if I"'m-- you know, | find the

4 anal ysis of what is -- what is the right nunber, that --

5 to -- to redo these depreciation schedules to be very
6 difficult given what's in front of us, so |I'mjust

7 trying to figure out how nuch flexibility you think we
8 have.

9 A And | think the Conmm ssion has discretion. |

10 thi nk the 2025 date for Bridger and 2032 date for

11 Col strip are, you know, appropriate dates to use,

12 because it relies on a date that was previously approved
13 by this Comm ssion, and so it's not just a nunber pulled
14 out of thin air.

15 It's a date that has been used in previous

16 depreciation studies, and it is also sonething that's

17 consistent with the largest state in the Wst Control

18 Area. And so | believe that that's a good date to use
19 as part of this case, and then it wouldn't restrict the
20 Comm ssion fromreevaluating that in the future. |

21 t hi nk our concern with waiting additional tine to

22 evaluate is that you | ose years and precious tine where
23 you could do sonething |ike that w thout having a nore
24 dramati c increase in rates.

25 And as we see potential new renewabl e
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1 I nvestnents cone into the state and as part of our
2 western system you know, having the cost increase
3 associated with potential accel eration and
4 depreciation -- | nean, we're trying to avoid custoners
5 getting hit wth kind of the double whamy of new
6 I nvestnments comng in and paying for old investnents.
7 And so if we could de-risk kind of that future
8 by payi ng down sone of these coal resources now, |
9 believe that's in the best interest of our custoners.
10 Q Right. But you al so have the opposite of that,
11 which is people may be paying nore early on, and if this
12 thing extends into the future, you have not only the
13 I nt ergenerati onal but you have higher rates at the
14 begi nning that you could have avoided if you extended
15 the --
16 A Yeah, it certainly exists on both sides.
17 Q Well, exactly, so -- so -- and that's why |
18 wanted to just get your idea of what we have the
19 flexibility to do, because it seens to ne that this is
20 going to be -- we have to take all of this into effect.
21 And, again, the policy is not just, when do we
22 want it to close? WlIl, that's not sonething -- that's
23 not news we can use. The news we can use is the
24 I ntergenerational equity. Wuat is -- what's our best
25 guess at the useful life of a plant, and the factors
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1 about who shoul d be payi ng what when. And those are --
2 I f they're policy issues, those seemto be the policy
3 | ssues that would be before us.
4 A And it's nuch easier to adjust rates where
5 you're lengthening life than shortening. Because when
6 you' re shortening the depreciation |ife, you' re having
7 an upward pressure in custoner rates.
8 And so if the Comm ssion's concerned that the
9 adjustnent in this case would accelerate kind of to too
10 short of a life, | nean, that could be evaluated in the
11 future, and just as we did in previous depreciation
12 studies, could be extended. But trying to do it in this
13 case as part of a relatively nodest increase to
14 custoners and provide that de-risking in the future.
15 CHAl RVAN DANNER:  Al'l right. Thank you.
16 Thank you for your indul gence.
17 COW SSI ONER JONES: No. This is a good
18 di scussion, and I'mgoing to follow up on sonething you
19 sai d.
20 *** EXAM NATI ON BY COWM SSI ONER JONES ***
21 BY COW SSI ONER JONES:
22 Q So ny last line of questioning is ECOP versus
23 AVA -- for the reporter, EOP and capital AVA -- let ne
24 pose a hypothetical and have you respond to it, though,
25 based on previous questions from Comm ssi oners Rendahl
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and Danner and ot hers.

The next depreciation study is due in 2018,
ri ght?

A Correct.

Q There's going to be an election in the state of
Washi ngton and nationally. The O ean Power Pl an, many
of these environnental regulations, | would argue, are
in linmbo until we have nore, quote, political
uncertainty [sic]. Cdean Power Plan is stayed until
probably 2018.

The responsibility for shutting down the coal
plants, Bridger and Colstrip, lie not wwth the state of
Washi ngton but for the states in which those coal plants
are | ocated, Montana and Womn ng.

Let's say there's a CPP and they're required to
file a 111(d) plan by 2019, Septenber. Wuldn't it be
nore rational and nore certain for the Conpany to
propose sonething |ike that, not just to wait and see,
but recogni zing these realties and deal with these
I ssues in the 2018, "19 tinefranme?

That's a hypothetical, but could you respond,

pl ease?
A Yeah. | think the opportunity now, | still
think is ripe. |It's an opportune tinme because the rate

I ncreases that we're seeking as part of this case are
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relatively nodest, and so waiting to the 2018 or '19
timeframe, as in your hypothetical, | think poses sone
risk of what the rate inpacts associated wth not only
new i nvestnents that may be required, but anortization
of existing investnents, and so waiting creates sone
risk.

| think what we've provided in this case is sone
predictability of what rates would be for the next
coupl e of years and provide that de-risking of the
future. And so | believe it would be nore prudent to
act now, and adjust these depreciation rights to a
shorter -- the rates to a shorter life, and it could
al ways be reeval uated as things becone clearer and
it's -- as | nentioned, it's easier to adjust, or at
| east when you're extending lives rather than shortening
them has the inpact of reducing rates rather than
I ncreasing rates. And so | believe it would be nore
appropriate to do it now than wait.

Q And given all those issues that you cite to,
Governors' proclamati ons, Congressional actions, Suprene
Courts, you think, A, the Conmm ssion has the authority
to do this, and, B, the Comm ssion should take the
policy initiative to do it at this tinme?

A Yeah. The Comm ssion certainly has the

di scretion to adjust depreciation rates in Washi ngton,
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and can do so on a nunber of different bases, including
engi neering studies or considering other factors.

And yes, | believe that it would be in our
custoners' best interest to adjust these depreciation
rates now, and provide kind of nore flexibility and
allow us to adapt to the future regul ati ons, yes.

Q Okay. I'Il finish up on this ECP versus AMNA

If you could turn to pages 30 and 31 of your
rebuttal testinony, please. Tell ne when you' re there,
pl ease.

A Yes, |'mon page 30.

Q kay. In this testinony, you recognize that in
the 2014 rate case we rejected the use of EOP, right?

A Yes.

Q And then we opposed four criteria, as you know,
in the past: Inflation, aggressive capital expenditures
and other factors in which EOP woul d be appropri ate.

And in your testinony, you cite to two of these
criteria, do you not? Regulatory lag and the |ack of
earni ng your authorized rate of return.

Are those the two primary factors you cite to?

A Yes, they are. And | think |I mentioned in ny
exchange with M. ffitch that, you know, the abnornma
growth in plant could also be a consideration based on

the i nvestnents that we have in this case.
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Q Abnormal growth in plant. Could you put a
nunber on that in terns of increnmental capital
expenditures or growh in plant, or is it in anybody
el se's testinony that you could cite to?

A | could do sone rough math here.

Q Coul d you, please?

A Approximately 300 mllion of capital additions
in this case between year one and year two associ at ed
with the Bridger 3 and 4 SCRs, Union Gap substation
upgrades, and our Energy Managenent System or EMS
upgr ade.

Q Okay. And does that include the SCADA system
you referred to, or is that the sanme thing as EMS?

A Yeah. |'mnot certain why it has two acronyns,
but in the utility business we really |Iike acronyns, so
that one has two. EMS/ SCADA, and that's Supervisory
Control and Data Acqui sition.

Q And then finally, | just want to be clear, if
you could go back to your direct testinony, RBT-1T [sic]
on page 9. W went through this in the |ast case,

M. Dalley, these nunbers on alleged under-earning.
Are you there?
A Yes.
Q And I'"'mtrying to get a sense of what you think

I's the nost appropriate benchmark to refer to. And for
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1 exanple, | personally think it's the pro forma |ine
2 item And if we just go to 2014, that would be 8.08.
3 Your authorized ROE is 9.50, so that's a difference of
4 about 150 basis points, right?
S A Yes.
6 Q So shoul d the Comm ssion be | ooking at per books
7 restated pro forma when we conpare it to the authorized,
8 which one -- | think we generally rely on the CBR, the
9 Commi ssion basis reports, which obviously have restating
10 adj ustnments, and we do sone pro forma adjustnents there.
11 A Based on ny experience being -- before this role
12 that 1'min today with Pacific Power, | had spent a
13 nunber of years in revenue requirenent. M opinion
14 woul d be that the restated nunbers are the nost
15 appropriate for neasurenent in any particular year,
16 sinply because that wll take out kind of the weather
17 sensitivity or weather inpacts.
18 Q Ckay.
19 A But will not include itens that are beyond the
20 test year. And so the pro forma |line, although
21 i nformative -- and | wanted to be clear and show all of
22 t hem because we report themon these different types in
23 our Conmm ssion basis reports, all three of them |
24 didn't want there to be any confusion over, is that the
25 per books nunber or the restated, so we provided them
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1 all. But the pro forma nunbers woul d include al so sone
2 ki nd of forward-|ooking adjustnents --

3 Q Yes.

4 A -- that woul d be beyond the test period.

5 So if you're |looking at earnings in any

6 particular year, | think that the restated is an

7 appropriate benchmark. But all of themare inportant,
8 and | guess everybody's entitled to their opinion on

9 which is the best. And | guess it really depends on

10 what you're trying to use them for.

11 Q Right. WlIl, sonetines it depends on the ask,
12 too. | think in many of the |ast three cases, you have
13 been asking for many pro forma adjustnents to go beyond
14 the test year, and we've granted sone, we've rejected
15 sone. And restating adjustnents, | think, are a little
16 nore clear from an accounting standpoint.

17 So no, I'mnot -- I'mnot trying to have a

18 di scussi on and advocate for any particul ar nunber here.
19 |"mjust trying to understand your reasoning.

20 COW SSI ONER JONES: Thank you. Those are
21 all my questions.

22 JUDGE FRI EDLANDER: Thank you.

23 COW SSI ONER RENDAHL: Sorry to drag this
24 out, but | have a couple nore, M. Dalley.

25 I
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*** EXAM NATI ON BY COWM SSI ONER RENDAHL ***
BY COWM SSI ONER RENDAHL:

Q So going back to the Iine of questioning that
Chai rman Danner had. So given that there's no
depreciation study in this case, and the recommendati on
you're making is based on your -- based on policy
consi derati ons because of your concerns about what the
environnental requirenents mght be in the future, given
t hose uncertainties, would it be reasonable to set the
depreciable life at Bridger -- would it be reasonable
for this Conmmi ssion to set the depreciable |ives at
Bridger and Colstrip at the m dpoi nt between what the
Conpany's proposing and the current until a depreciation
study is done to begin that mtigation of the risk that
you' re discussing, but not at the level, to see what
transpires in the future?

What are your thoughts on that?

A | think it would be nore reasonable to adjust to
the lives that we have in the filing, 2025 for Bridger,
2032 for Colstrip.

Q s your mc on?

A Yes, sorry.

Q Ckay.

A I think 2025 and 2032 woul d be nore appropriate

because, as part of the rate plan, we're proposing to
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1 not adjust rates, kind of go off a cycle of rate cases.
2 And al t hough there can be additional eval uation
3 that can be conducted during that tinme, as well as, you
4 know, I RPs that Conm ssioner Jones nentioned that we'll
5 be filing, being able to adjust these rates now, |
6 think, is very tinely in that we could do this with | ess
7 than three percent increases in tw years, and avoi di ng
8 anot her annual rate increase kind of in the m ddle.
9 And so adjusting to the shorter lives now, and
10 then certainly evaluating new information as it becones
11 avai l able, | would believe would be the nost appropriate
12 action.
13 Q So you woul d choose to potentially increase
14 beyond what m ght be appropriate, and then | ower versus
15 i ncrenmentally get to that point?
16 A Yes. And particularly in this instance when we
17 can do so at those nodest increases to custoner rates.
18 And then if an eval uation occurs that would potentially
19 | engt hen those, that could be done in the future
20 W t hout -- and that change woul d be a decrease to rates.
21 Q Ckay. So one | ast question, or |ine of
22 questioning is, in your -- in answering M. Cowell's
23 guestions about the rate plan, you said there needs to
24 be an incentive for the Conpany to stay out --
25 essentially, sone rate increase in year one, in your
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mnd, is the incentive that the Conpany needs to nake
its proposal for a rate plan work.

Is that your -- is that your testinony?

A Yes. And really -- I'"'mreally referencing
M. Ball's testinony of his evaluation for Staff of the
rate plan, that he commends the franework, and that rate
plans work if there's predictability and kind of a
series of rate adjustnents that the Conpany can count
on, and then the Conpany then has the incentive to
aggressively nanage its costs to live within those
nmeans.

| think that the piece that's |acking from
Staff's proposal to nmake that rate plan effective would
be that incentive for the Conpany to nanage its costs
and to stay out of a case.

And so the rate plan, at |east as proposed by
Staff, would have kind of no rate el enent of that plan.
It would have the two-year plan, but no rate adjustnent.
And | think that's the elenent that's m ssing, and
that's the incentive that's m ssing.

Q But if the Conpany -- if this Conm ssion decides
that the basis for the year one increase is not
appropriate, then the incentive wouldn't be appropriate?

A Possi bly, although we have -- we have |imted

t he nunber of issues that we've brought in that year one
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1 presentation to the Commssion. W've [imted it to a

2 smal | er subset of issues than we would in a typical rate
3 case setting.

4 We have not advocated for an increase in our

5 return on equity. W've not asked for changes in

6 al l ocati on nethodol ogies. There's been a nunber of

7 I tens that have been controversial here at the

8 Commi ssion as part of full-blown general rate cases that
9 we' ve chosen not to bring to the Conm ssion as part of
10 this limted issue filing.

11 And one of those issues -- the significant issue
12 that's presented, though, is this accelerated

13 depreciation. And so if that elenent is not considered
14 or approved, then | think that incentive, as kind of a
15 package of regulatory tools that we've brought to the

16 Commi ssion in this case, that incentive may not be there

17 for the Conpany.

18 Q And so if the Conpany were to grant a rate plan
19 for two years without a year one increase, | understand
20 your testinony to be that the Conm ssion -- or the

21 Conpany woul d eval uate whether it would accept that or
22 not; is that correct?

23 A That's correct. | think we'd have to take a

24 | ook at our other regulatory options, whether that be
25 goi ng back to kind of the typical general rate case
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filings that we've nmade in the past.

Q So you're saying, if the Conm ssion were to
order the rate plan, the Conpany could just cone back
the next year with a different rate case regardl ess of
the rate plan that had been ordered?

A Vll, it's difficult to specul ate exactly what
t he Conpany woul d do, but in order for the rate plan to
be successful, | think there has to be a series of
determ ned rate increases. And that's what we've
proposed kind of 2.69 in year one and 2.99 in year two,
simlar to what's been done for Puget and Avista in
their kind of multi-year rate plans.

And so with an order that would -- and | think
that the hypothetical that you're considering is, if the
Commi ssion orders no rate increase, but approves the
rate plan, | think that that puts the Conpany in a very
difficult circunstance where, on one hand, we may be
prevented fromfiling for rate relief because of the
rate plan, but not receiving kind of the rate recovery
associated with the filing in this case. And so
that's -- that would be a chal |l enging situation.

Q Okay. But the Comm ssion's role here is to
figure out whether the proposals the Conpany has nade,
wWth the testinony fromall the others, neans that

there's sufficient basis for us to grant sonething,
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correct? That's the decision that we have to neke,
correct?
A Certainly.
Q kay. Thank you.
A And | just wanted to nmake sure that it's
eval uated as part of the entire proposal, the different
el enent s.
COW SSI ONER RENDAHL: That's all | have.
JUDGE FRI EDLANDER: Ckay. Thank you. |
don't often do this, but the conm ssioners' questions
were pretty broad and extensive.
So if you have redirect on the
comm ssioners' questions, | wll allowit.
M5. MCDOWELL: Your Honor, thank you. There
was a nunber of questions about environnent al
requi renents, so if | may ask a question on that, |
woul d appreciate that.
JUDGE FRI EDLANDER: Go ahead.
*** EXAM NATI ON BY Ms. MCDOWELL ***
BY M5. MCDOWELL:

Q So M. Dalley, the various conm ssioners asked
you several questions about what -- what environnental
policies are there, and what level -- to what extent

t hose were binding on the Conpany.

So can you explain why it is that you' ve
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proposed accel erated depreci ati on now i n advance of
addi ti onal binding environnental requirenents on the
Conpany?
A We' ve made t he proposal --

MR. FFITCH  (bjection, your Honor. My
sense is that's an extraordinarily open-ended question
that just asks M. Dalley to restate his entire direct
and rebuttal testinony on this topic, and not tied to
any particular question that the conm ssioners had about
environnental policies or specific testinony.

JUDGE FRI EDLANDER: Ms. McDowel | ?

M5. MCDOWELL: The reason | asked the
guestion is because of the comm ssioners' various
questions on what's the requirenent and what's perhaps a
t hreatened requirenent or a future requirenent.

So I'"'mjust asking M. Dalley, in |light of
t hose questions, and the fact that some of these
requirenments are potentially future requirenents, things
that are risks, why is it that the Conpany proposed
accel erated depreciati on now as opposed to waiting until
those laws were actually in effect and becane bi ndi ng
and nore cl ear.

| think it's a legitimte foll owup question
to the several questions that the comm ssioners asked

M. Dalley.
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1 JUDGE FRI EDLANDER:  And |I'mgoing to allow
2 it. Overruled.

3 M5. MCDOWELL: Thank you.

4 THE WTNESS: The Conpany's proposal in this
5 case really is to provide flexibility and be able to

6 adapt to the regulations that are energing. And

7 al t hough sonetines it -- we would like to wait, doing so
8 in this instance could have a dranatic inpact on

9 custoner rates in the future, and that's exactly what

10 we're trying to avoid, to have predictable, nodest

11 i ncreases while mnimzing risk for the future.

12 BY M5. MCDOWELL:

13 Q M. Dalley, do you believe the Conpany has

14 greater options for adjusting depreciation now than it
15 mght in the future?

16 A Absol utely. The | onger wi ndow you have, the
17 nore flexibility you have to do sonet hing now and have
18 it not inpact rates as drastically, and that's what

19 we're seeing in this filing where we increased the

20 depreci ati on expense but keep those rate increases

21 relatively nodest for a two-year period.

22 And so by waiting, it could have nmuch nore

23 dramati c increase in custoner rates, especially if you
24 consi der the renewabl e resources that could be added to
25 the portfolio based on simlar environnental

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 236



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

1 requirenents.

2 M5. MCDOWELL: That's all | have. Thank
3 you, your Honor.

4 JUDGE FRI EDLANDER: Thank you.

3) And thank you for your testinony,

6 M. Dalley.

7 THE W TNESS: Thank you.

8 JUDCGE FRI EDLANDER:  You're excused. W'l

9 go off the record briefly.

10 (Brief discussion off the record.)
11 JUDGE FRI EDLANDER: All right. W're back
12 on the record.

13 We're going to take a lunch break. We'l]|
14 recess until 1:30. Thank you.

15 (Lunch recess was taken from

16 12:03 p.m to 1:33 p.m)

17 JUDGE FRI EDLANDER: Al right. W'Ill be
18 back on the record. Msters Strunk and Parcell, if

19 you'l | stand and rai se your right hands.

20

21 KURT STRUNK, W t nesses herein, having been
22 DAVI D C. PARCELL, first duly sworn on oath,

23 wer e exam ned and testified
24 as follows:

25
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JUDCGE FRI EDLANDER: Thank you. You can sit
down.

And | believe that Conmi ssioner Jones has
sone questions for the two of you. And naybe when -- if
you have a question directed at a specific wtness, you
can say that for the court reporter's benefit.

COW SSI ONER JONES: Sur e.

COMM SSI ONER RENDAHL: Are you going to
i ntroduce their testinony at all?

JUDCGE FRI EDLANDER: To | ay the foundati on.

M5. MCDOWELL: We can swear the w tnesses
maybe.

JUDCGE FRIEDLANDER: | think we're fine. W
just swore the witnesses in.

M5. MCDOWELL: Ckay. Good.

M5. CAMERON- RULKOABKI @ Your Honor, |'m
sorry to interject here, but we do have sone corrections
to M. Parcell's testinony.

JUDGE FRI EDLANDER: That's what we shoul d
handl e now.

M5. CAMERON- RULKOWSKI :  Al'l right.

COW SSI ONER JONES:  Yes. So | think we
can --

JUDGE FRI EDLANDER: Wi ch docunent ?

M5. CAMERON- RULKOWABKI:  So it would be -- it
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1 woul d be easiest if | could have M. Parcell walk us
2 t hrough -- wal k us through them
3 JUDGE FRI EDLANDER:  Ckay.
4 M5. CAMERON- RULKOWSKI ;@ And woul d you Ii ke
5 nme to go ahead and introduce hinf
6 JUDCGE FRI EDLANDER: That woul d be fi ne.
7 Just let nme check and make sure that M. Strunk doesn't
8 al so have corrections.
9 MR. STRUNK: | do not.
10 JUDCGE FRI EDLANDER: Yeah. \Why don't we do
11 that, and let's go ahead and | ay the foundation al so.
12 Thank you.
13 *** EXAM NATI ON BY Ms. CAMERON- RULKOWBKI  * * *
14 BY M5. CAMERON- RULKOWBKI :
15 Q Good afternoon, M. Parcell.
16 A (By M. Parcell) Good afternoon.
17 Q Whul d you pl ease state your full nanme?
18 A Yes. David C. Parcell.
19 Q And where are you enpl oyed?
20 A Techni cal Associ ates, |ncorporated.
21 Q And what is your position with Techni cal
22 Associ ates, | ncorporated?
23 A | am president.
24 Q Pl ease direct your attention to DCP-1T.
25 Is this the testinony that you prepared in
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1 response to Pacific Power's pre-filed direct testinony?
2 A Yes.

3 Q And are there any corrections that need to be

4 made to this exhibit?

S A Yes.

6 Q Pl ease wal k us through them

7 A Sure. The reason |I'm nmaking a correction,

8 M. Strunk properly pointed out in his rebuttal

9 testinony that | had used an incorrect beta for one of
10 nmy conpanies in ny CAPM so |I'mgoing to incorporate
11 that and indicate the inpact.

12 Now, we'll start on Exhibit DCP-11, al nost at
13 the very end of ny exhibits, DCP-11.

14 COW SSI ONER JONES: And M. Parcel |,

15 just -- this is Conm ssioner Jones. This regards Westar
16 Energy, correct?

17 MR. PARCELL: Correct. On DCP-11, the top
18 of the conpany [sic] is called Parcell Proxy Goup. One
19 Is Westar Energy. | had inproperly key-punched in .45.
20 It should be .75. And that creates a CAPMrate of 6.7.
21 And by the way, on the sane schedul e, DTE
22 Energy was blank. That's also 6.7. And that changes

23 t he nean --

24 COW SSI ONER RENDAHL: |I's your m crophone

25 on?
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1 MR. PARCELL: It is now.

2 COMM SSI ONER RENDAHL:  And coul d you repeat
3 the last thing about DTE;, and is that the CAPMrate

4 that's m ssing?

5 MR. PARCELL: Pardon?

6 COW SSI ONER RENDAHL: The CAPMrate that's
7 m ssing on --

8 MR. PARCELL: Yes, that's 6.7 al so.

9 COW SSI ONER RENDAHL: Ckay.

10 MR. PARCELL: And by the way, on

11 M. Strunk's Proxy Goup, for Westar Energy, | also need
12 to change that from.45 to .75, and the CAPMrate is
13 6.7.

14 When | put these new nunbers in, the only
15 change on the table is the nean CAPMrate for the
16 Parcell Goup, instead of 6.7, it's 6.9. So the nean

17 CAPM rate for Parcell Goup is now 6.09.

18 Now, even though | did not use ny CAPM

19 results in ny recommendation, there are sone places in
20 ny testinony where these nunbers are cited. So if the
21 record could be conplete, 1'd |ike to change those, too.
22 The first is on page 4, the little table in
23 the mddle, which there's no |ine nunbers, beside

24 Capital Asset Pricing Mddel |line, where it now shows
25 6.7, put 6.7-6.9. And off to the right, in parentheses,
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6. 80 percent md-point. And as you can see at the
footnote 4 on that sane page, | really don't use ny CAPM
results in nmy recommendation, but | do show t hem

Next on page 29. 29. At the very bottom of
t he page when it shows Parcell Proxy G oup, the nean
shoul d be 6.9 rather than 6.7.

Page 30, line 2, where you see 6.7, just put
6.7-6.9. And on line 3, the sane thing. Were it says
6.7, put 6.90.

Then on page 34, the table between |ines 15
and 16, the CAPM m d-point is 6.8 instead of 6.7, and
the range is 6.7 to 6.9.

Now, on page 36, line 3, in an unrel ated
change, at the end of that line, it shows 7.05. That
should be 7.07. And instead of 7.30, it should be 7.31.

And finally, on DCP-5, DCP-5, page 2, DCP-5,
page 2, the row that shows Berkshire Hat haway Ener gy,
under the Standard & Poor's columm there's a BBB+. That
BBB+ is now an A. And the source shows now "Response to
WUTC 148," add to that and "148 Suppl enental ."

And that concludes ny corrections.

JUDGE FRI EDLANDER: Thank you.

BY Ms5. CAMERON- RULKOWBKI :
Q And 1'Il just finish up, M. Parcell.

And in the course of the direct testinony that
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you authored that | referred to earlier, you refer to
Exhi bits DCP-2 through DCP-14. And were all of these
exhi bits prepared by you or under your direction?
A Yes.
M5. CAMERON- RULKOWSKI :  Thank you.
M. Parcell is available for cross or to
respond to questions fromthe bench.
JUDGE FRI EDLANDER: Thank you.
Ms. McDowel | ?
M5. MCDOWELL: Thank you, Judge.
*** EXAM NATI ON BY Ms. MCDOWELL ***
BY Ms. MCDOWELL:
Q Good afternoon, M. Strunk.
A (By M. Strunk) Good afternoon.
Q M. Strunk, how are you enpl oyed?
A |'"'ma vice president with National Econom c
Research Associ ates in New York.
Q In that capacity, did you prepare testinony and
exhibits for this proceedi ng?
A Yes, | did.
Q And are those -- is that testinony on behal f of
Paci fic Power?
A Yes, it is.
Q I s your testinony KGS-1T t hrough KGS-38; that

I ncl udes both direct, rebuttal and exhibits supporting
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1 both sets of testinony?
2 A Yes, that's correct.
3 Q Do you have any changes or corrections to that
4 testi nony?
5 A No, | do not.
6 Q If | were to ask you the questions that were set
7 forth in your pre-filed testinony today, would your
8 answers be the sane?
9 A Yes, they woul d be.
10 M5. MCDOWELL: M. Strunk is available for
11 Commi ssi on questions. Thank you so much.
12 JUDGE FRI EDLANDER: Thank you.
13 Conmi ssi oner Jones?
14 COW SSI ONER JONES: Thank you.
15 *** EXAM NATI ON BY COWM SSI ONER JONES ***
16 BY COWM SSI ONER JONES:
17 Q Good afternoon, M. Strunk.
18 A (By M. Strunk) Good afternoon.
19 Q Good afternoon, M. Parcell.
20 A (By M. Parcell) Good afternoon.
21 Q. Thank you for flying in fromthe East Coast.
22 | think that you're from Virginia?
23 A (By M. Parcell) Yes, | am
24 Q And you're from New York Cty?
25 A (By M. Strunk) Yes.
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Q So welcone. So | don't think this will take too
long, but | will go through a few lines of questions
on -- probably focusing nore on your rebuttal
testinonies -- well, rebuttal and your responsive

testinony as corrected, M. Parcell.

So M. Strunk, first with you, |ooking both at
your proxy group and M. Parcell's proxy group, one is
seven, one is twenty-three conpanies, | know, but are
they generally simlar for the purposes of your DCF
anal ysi s?

A (By M. Strunk) Well, they were devel oped using
different screening criteria, but they're all electric
utilities. 1'd say obviously M. Parcell has a smaller
group, we use different screening criteria, but they're
certainly all electric utilities.

Q Ckay. And are there any -- since you filed your
testinonies, are there any conpanies -- this is for both
of you -- in the proxy groups that are involved in M& A
speculation in trade prints or wwth runors or with an
actual transaction -- if nenory serves, Wstar Energy
may be the subject of a proposed acquisition by Aneren,
as | recall?

A (By M. Strunk) That's certainly possible. It
woul dn't affect the anal ysis because those woul d have

been announced after the study was conpl et ed.
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Q Do you agree with that?

A (By M. Strunk) It sounds -- yes.

Q M. Parcell, do you agree?

A (By M. Parcell) Yes, because ny anal yses ended

I n February of this year.

Q Ckay. M. Strunk, |'ve had a chance to review
your testinony in the |last case in 2014.

You were the cost of capital and ROE witness for
t he Conpany, correct?

A (By M. Strunk) Yes, that's correct.

Q And in that case, as you recall, we chose not to
make a new determ nati on of ROE based on the litigation
in the court at that tine, correct?

A Yes. That was docunented in the order. In
addition, you noted that there were substantially
simlar capital market conditions.

Q Now, M. Strunk, in your testinony in that case,
you had a higher range, | think, for your DCF range. |
think it was about 150 to 160 basis points as opposed to
this case. Do you recall that?

Well, first of all, let's start with the

foundati onal question. Wat is the range of DCF in this

analysis? I|I'mtrying to find the -- I'Il find it.
A It's Exhibit KGS-20 and it's al so Exhi bit KGS-4.
Q Correct.
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A So the DCF ranges from8.88 to 10.4 percent.

Q And -- well, it's 8.88 to 10.4. Ckay. So you
woul d regard your ranges that you proposed in the | ast
case and this case to be in -- approximately in a
simlar range?

A Yes. | believe ny rebuttal testinony fromthe
| ast case was 9 to 10. 1.

Q Right, 9 to 10.1, which is 110 basis points,
right?

A Yes.

Q Ckay. Let's talk about that exhibit you just
referred to. Was it KGS-20? | thought -- no, it's not.
In one of your DCF ranges -- no. |It's -- this is nore
on the conparabl e earni ngs.

|'"'mgoing to swwtch to conparable earnings for a
m nute, where you had a range of 9.63 to 16. 61 percent,
and that's specified in KGS 20, right?

A Yes, that's correct.

Q So | have a question about why you used the Dow
Jones I ndustrial Average as a conparabl e earni ngs proxy.
| understand the use of the Dow Jones Uility |Index, but
| don't understand why you're using the Dow Jones
I ndustrial Average, that -- which produces the
16. 61 percent nunber. It seens awfully high.

A Right. So the reason | |ook not only to the
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regul ated utility industry but also to unregul at ed
conpanies is, is because of the text of the Hope
deci sion, which actually specifies that utility returns
shoul d be conparable to unregulated returns of simlar
risk.

Now, obviously the Industrial Average is going
to be riskier than the utilities group, but it does
provi de a benchnmark which, when adjusting for risk,
woul d show that a 10 percent return is reasonable in
| i ght of those risk differences.

But it's an external benchmark. | wouldn't say
the 16.61 is the right nunber for utilities. UWilities
are of less risk than the industrials. But it does
provide a point of reference, if you wll.

Q Doesn't the Dow Jones Utility Index [sic], as |
recall, it consists of 30 stocks, but it includes sone
fairly -- |1 wouldn't say risky stocks. They're all
| arge cap, capitalization stocks, of course, but it
I ncludes quite a -- technology, chemcals, it includes a
broad range of unregulated industries that generally
have a higher risk reward profile, does it not?

A No. The Dow Jones Utilities Index --

Q No. I'mreferring to the Dow Jones Industri al
| ndex.

A Ch, oh, absolutely, yes.
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Q Ckay. But you still stand by using that as the
upper bounds of your CE, your conparabl e earnings
anal ysi s?

| think M. Parcell -- he can correct me if |I'm
wong -- | think you used the S & P Conposite |ndex.

A (By M. Parcell) Correct.

A (By M. Strunk) R ght. |'mnot saying that
that's an upper bound that would set the top of the zone
of reasonabl eness for electrical utilities. | sinply
included it as a point of reference, which is to say
that, given the relative risk differences between the
utilities and the industrials, that helps to place the
overall wutility rate of return recomendation in a
br oader context.

Q VWhile we're tal king about equity and utility
| ndexes, could you please turn to page 6 of your
rebuttal testinony, KGS-19T, and tell nme when you're
t here?

A ["'mw th you.

Q kay. So here in lines 18 through 21 and
before, you spend quite a bit of tine tal king about the
volatility in today's equity markets, do you not?

A Yes.

Q So |'m having a problem squaring that with the

fact that PacifiCorp is not a publicly-traded stock. It
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1 has no equity that's being traded. That's nunber one.

2 And nunber two, if you look at the returns of the Dow

3 Jones Utility Index over the past year, and recogni ze

4 that it is not as volatile as other stock indices, |I'm
5 wondering why you still think that the Conm ssion should
6 | ook at volatility for this particular conmpany. |'m not
7 tal ki ng about the proxy group. |'mtalking about

8 Paci fi Corp, which is owned by Berkshire Hat haway Ener gy,
9 which is not public traded; Berkshire Hathaway is.

10 A Right. So there were a couple of questions

11 baked in there, and |l et ne address themone at a tine.
12 First is the issue of the ownership of

13 Paci fic Power.

14 Q Ri ght .

15 A And while it's true that Berkshire Hat haway

16 Energy is not itself publicly traded, Berkshire
17 Hat haway, the publicly-traded conpany, does have a

18 significant share init. So ultimately, sone of the

19 equity that is comng into Pacific Power is comng from
20 I nvestors in the equity narkets.

21 Q Ri ght.

22 A And even if it were privately held |ike Puget,
23 for exanple, the Comm ssion has nade cl ear, when Puget
24 went private, that the standard -- Puget should not be
25 given a higher return just because it's private than it
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1 would if it had remained public.

2 So the standard has al ways been that you're
3 | ooking to publicly-traded, investor-owned utilities
4 when you're setting a benchmark for electric utility
5 aut hori zed rates.

6 Q Ckay.

7 A But then the second conponent --

8 Q |'"'msorry. Go ahead.

9 A -- of your question was really around

10 volatility.

11 Q Ri ght.
12 A And you note that, in the |ast year, utility
13 st ocks have been less volatile than industrials, say.

14 And that has been the relationship historically. That's

15 what we' ve al ways thought. W' ve always thought that

16 utility risk -- utility stocks are relatively safe,

17 they're less volatile.

18 But |1've tracked their volatility relative to
19 the industrials over tinme, and for the five years

20 follow ng the beginning of the Geat Recession, utility
21 stocks were actually nore volatile than the S & P 500.
22 It's only in very recent past that they've started to
23 retake on that traditional behavior of being | ess

24 vol ati | e.

25 Q But in your testinony, in lines 18 through 21,
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you do not cite the VIX Index for the utility industry;
you cite the VIX Industry [sic] for volatility for S &P
500 stocks, right?

A Ri ght, because there's not a specific volatility
I ndex associated with utilities.

Q Ckay.

A You can neasure it, but it doesn't trade. So
the VIX trades, it's very visible, it's what equity
I nvestors look to as a netric for how volatile the
mar ket s are.

Q Were's the VI X today?

A My understanding is that it's way up in the |ast
week. | couldn't tell you exactly where it is, but it's
very high.

Q Coul d you supply that for the record?

A Yes, | can undertake to supply it.

Q kay. And maybe -- take it back nmaybe where it
was two nonths ago as opposed to today.

And w Il you, subject to check, accept that
the -- now, | checked the Wall Street Journal this
norning, the 52 return [sic] for the Dow Jones Utility
Average is 10.9 percent -- that's the return -- as
opposed to the Dow Jones Industrial Average has a
negative 1.4 percent return.

So that indicates to nme that the UWility -- the
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Dow Jones Utility Index, at |east over the past
52 weeks, has been pretty favorable.

A Before | confirmthat, could you just clarify
what type of return you're tal king about? Are you
tal ki ng about the return on investing in the stock?

Q Correct. That's a total return, including
yi el d.

A kay. It's not the -- what |'ve done in the
conpar abl e earni ngs anal ysi s.

Q No, it's not. It's different.

A kay. Ckay.

JUDCGE FRI EDLANDER: And let's go ahead -- do
you think you can get that to us today, or are you goi ng
to need additional tinme?

MR, STRUNK: |'ll do ny best to get it to
you t oday.

JUDCGE FRI EDLANDER: Ckay. And why don't we
have that filed for the record as Bench Request No. 7.
Thank you.

BY COWM SSI ONER JONES:

Q M. Strunk, |'mgoing to go back and forth,
that's why | have you seated together, if it's all right
W th you.

M. Parcell, do you have any comments on what |

just talked about with heightened volatility in today's
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equity markets and the returns of utility stocks, both

recently and over the years, conpared to other types of

equity?
A (By M. Parcell) | do. There is a neasure of
volatility. 1It's called beta. The beta of any stock is

the relative variability of that stock versus the market
as a whole. And utility stocks have traditionally had
betas of well bel ow one, whereas the market would be a
beta of one. So anything |ess than one is less volatile
and | ess risky in the narket.
And | have a schedule -- or Exhibit DCP-14, page
2, shows the nost recent value line betas for the proxy
groups, both mne and M. Strunk's, were roughly .74.
Q M. Parcell, if | could interrupt you, |I find
it -- this is one of the few areas where the two of you
agree on sonet hi ng.
So both of your betas produce a 0.74?
A We can be reasonable. And as you can see, the
S & P Conposite 500 -- the S & P 500 conposite beta is
1.05, which -- that's what you expect because it's a
mar ket 1 ndex.
So utility stocks have historically had betas
| ess than one, and they currently have betas | ess than
one, so they -- and a case could be nmade, in a volatile

market, utility stocks were a safe haven. Go sonewhere
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where the volatility's reduced. So that makes utility
stocks nore attractive, relatively nore attracti ve.

Q Thank you.
A (By M. Strunk) Comm ssioner Jones, would you

permt just a brief --

Q Sur e.

A -- rebuttal of that point --
Q Yes

A - - because --

Q You can have a surrebuttal.

A Okay. Beta is not a neasure of volatility.

When you structure a market nodel to predict how a given
equity is going to perform you structure it as the --
the price of the stock is going to be a function of the
beta plus an error term And it's really the error term
that captures the volatility in the stock. [It's not the
beta. The beta is --

Q Ckay.

A -- the contribution to -- to non-diversifiable
risk that investors require conpensation for, but it's
not the neasure of the volatility.

Q Gkay. Thank you.

I'd like to nove on to CAPM now, your CAPM
analysis. And by the way, both of you did pretty nuch
t he sane net hodol ogy analysis. You did a DCF, you did a
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1 CAPM vyou did a CE, a conparable earnings analysis. The

2 only difference is that you did an RP, a risk prem um

3 and you did not, correct?

4 A (By M. Parcell) Correct.

5 Q So M. Strunk, your CAPMresult of 9.29 percent
6 is significantly hire than M. Parcell's result -- which
7 you just anended, | know -- which ranges from6.7 to

8 6.9 percent.
9 Can you explain that, or give -- give ne any

10 t houghts both on the beta, the risk-free rate, which is

11 the long-termtreasury rate? | nean, why are they --
12 that's a pretty significant difference. |It's over

13 two -- it's alnost 300 basis -- 250 basis points.

14 So why don't | start with you, M. Strunk.

15 A (By M. Strunk) | don't have M. Parcell's
16 analysis in front of ne, but | do recall fromny

17 rebuttal testinony that there were several issues wth
18 M. Parcell's analysis. And the primary issue that's
19 going to explain nost of that difference is the use
20 of -- is the use -- the choice of the equity risk

21 prem um

22 Q Ckay.

23 A And M. Parcell has used a geonetric nean,

24 hi storic geonetric nean, and all of the academc

25 literature out there is very clear that the historic
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geonetric nmean is not the appropriate nean for
perform ng a forward-|ooking anal ysis of the cost of
equity. You should really be using the arithnetic nean.

And the other big difference is that |'ve
focused exclusively on a forward-1ooking risk prem um
for the equity risk premum and |I've derived that using

a DCF nodel to back into the expectation --

Q Ckay.
A -- for the overall market.
Q So those are the two biggest factors, in your

vi ew, that produce such a wi de range of results?

| don't want to spend a lot of tinme on CAPM
because | think each of you largely discount the use of
CAPM in today's environnent, right?

A (By M. Parcell) | certainly do, yes.

A (By M. Strunk) As do I, yes.

Q And let's get to that for a mnute, because that
revol ves around nonetary policy at the central banks of
this country and other countries around the world. And
|'ve been in so many rate case hearings where you cone
before us, and other capital w tnesses, and say, this is
a very unusual, abnormal situation, and it's going to
cone back to nornmal pretty soon, neaning the Federal
Reserve is going to raise interest rates.

And | think you cite that in your testinony,
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M. Strunk, that we are headed for a period of higher
I nterest rates, do you not, either in your direct or
your rebuttal ?

A (By M. Strunk) Yes, | do. And the size of the
nonetary stinulus has been so nassive, it's not very
easy for the -- for the Fed to unwind it. So the Fed
has indicated that it will unwind it, it will unwind it
gradual |y, and that process has begun.

It's not an easy process, because the Fed bought
four trillion dollars in capital market assets. It's
had seven years of extraordinary interest rate policy at
near zero rates, so that's not an easy thing to unw nd.

And while, yes, the expectation has been that
they would unwind it faster; in practice, it hasn't been
possi bl e.

Is the expectation still that they're going to

unwnd it? Yes. And that's very clear in the nost

recent --
Q Ri ght .
A -- statenments of --

Q So in your direct testinony, | think which was
witten last fall, you said that it is nore than |likely
that in 2016, the Fed will gradually increase the
federal funds rate four tines at 25 basis points,

sonmewhere in the range of about a full hundred basis
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points or a percentage. And in fact, there's only been
one 25-basis point increase in Decenber |ast year, and
everything that |'ve been reading in the newspapers
I ndi cates that they're on hold.

So | guess ny question to you is, how nuch
credibility should we put in your projections -- or even
|'"d like to hear fromyou, M. Parcell -- on any
proj ection of an econom st for a one- or two-year rate
pl an about increasing normalization by the Fed?

A (By M. Strunk) Just to clarify for the record,
I f you could point ne to the page of ny direct testinony
that you're referring to.

Q Il wll in a mnute, but -- but why don't you
proceed first.

A VWell, it's true that there's only been one rate
hi ke so far, but even in ny rebuttal testinony, the
nmessage we're getting fromFed officials is that there
will continue to be a gradual normalization of rates.
And that normalization is, given the intent to do so
gradually, is going to take years.

Q And M. Strunk, you were correct to -- referring
to your direct testinony, it's KGS-1T, you do not
actually say that, but you do say -- it's on page 5 and
6 -- and | think you -- on page 5, line 20, you say,

"Today, as it was one year ago, capital narket anal ysts
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are projecting an increase in long-termbuy yields over
the com ng years."

That's what you sai d?

A Yes.

Q But you do -- you do state now on the record
that there's been only one 25-basis point increase by
t he Fed?

A That's correct. And in ny rebuttal testinony, I
do refer to a statenent of a Federal Reserve official
who expected to push for rate increases in both April
and June, and the decision was to hold rates --

Q Ri ght.

A -- in April, so --

Q And before we go to M. Parcell, M. Strunk, you
still stand by your projection -- | forget which exhibit
it is -- for the 30-year Treasury, the risk-free rate of
3.09 percent, even though, again, subject to check, the
30-year -- the 30-year volune |ast week was in the range
of about 2.7 percent?

A Just so the record is clear, that is not ny
projection. M job is to read the capital markets, and
that is the projection of -- it's -- that is the average
proj ection of a nunber of analysts that are foll ow ng
the bond markets, and that's their prediction, yes.

Q Right. But if it were 2.7 instead of 3.09, that
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would result in a CAPM anal ysis even | ower than yours,

correct?

A | had used the SPCK rates, so | didn't use a
projected --

Q Ch, you didn't?

A -- CAPM

Q kay. Good.

M. Parcell, on the question of the Fed, the
general nonetary policy, and what the Conm ssion shoul d
rely on through this Conpany.

A (By M. Parcell) Sure. | have several things.
The problemis, we don't know what normal is anynore.
What we used to think of as normal is just not nornality
anynore. | nean, ny 95-year-old father |1ooks to his
econom cs son for advice on howto invest in his CDs,
and |'ve been telling himfor five years, wait a year.
He's still getting --

(Interruption by the reporter.)

MR. PARCELL: But if you look at utilities,
for exanple, in Novenber of 2015, one nonth before the
Fed raised the short-termrate the first tinme, the only
time, the yield on single A utility bonds was
4.4 percent. In March, it was 4.16. So peopl e assuned,
probably rightfully so at that tinme, that when the Fed

started raising short-termrates, long-termrates would
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go up, but they didn't. They went down.

There are other factors involved. | nean,
the world is teetering on a recession. Parts of the
world are in a recession. Those are factors that
I nfluence interest rates. So we can't assume that the
old normality exists.

Let nme give you a perfect and tinely
exanple. | belong to a professional society called the
Society of Utility and Regul atory Fi nancial Anal ysts.
That's SURFA, SSURF-A It's a trade association --
well, not a trade association -- it's a professional
associ ation of cost of capital w tnesses.

We had our annual forum |l ast week, and one
of our speakers was John Lonski, L-ON-S-K-1, who is the
chief -- chief capital market econom st of Mwody's. And
"' mnot gonna tell you what he predicted because that
woul d be hearsay, but | amgonna tell you about a table
he put -- he gave us.

He conpared the Blue Chip consensus forecast
of ten-year Treasury yields for the period 2016 to ' 22,
so that period --

BY COW SSI ONER JONES:
Q Um hmm
A (By M. Parcell) -- he conpared the projections

made in 2011, after we cone out of the recession, and
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the projections he nade today for the sane period, and
t hose projections of ten-year Treasury bills -- or
bonds -- have gone down two percent or two hundred basis
points in that period of tine.

That was a consensus forecast of econonists for
the sanme future period, just five years apart, and the
forecast for that sane period has dropped froma
projection estinate of 5.4 percent as of 2011 to 3.4 in
2016.

So even people who are paid to forecast over the
| ast several years have reduced their expectations of
future interest rates, at the sane period of tine when
the Fed was buying trillions of dollars worth of bonds.

So there's no way that the Feds will be able to
dunp those bonds on the market even if they wanted to.
O course, they're getting rich on the interest in the
meanti ne.

So we don't know what the normal is anynore --

Q Ri ght .

A -- but they -- clearly the expectations of
I nterest rates have cone down substantially in the past
five years.

Q So it's up to the infornmed judgnents of the
t hree conm ssioners and our advisors to nmake that

judgnent call if we accept a rate plan of two years, or
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1 even one year? That's what it cones down to?

2 A Correct.

3 Q Because you're sayi ng SURFA, sone of the best

4 forecasters, or reputed national experts in this,

5 haven't gotten it right, even during a period of an

6 econom c cycle that's going up? This is during a period
7 of recovery --

8 A Ri ght .

9 Q -- when rates usually go up --

10 A Ri ght .

11 Q -- not down, right?

12 A Yeah. Not only were rates com ng down, but the
13 expectation of future rates is |ess.

14 Q Yeah. Okay. Well, enough on that. | think we
15 coul d specul ate all day about what Janet Yellen's going
16 to do and we' re never gonna get anywhere so --

17 A That's true.

18 Q Well, let's tal k about the hypothetical capital
19 structure, and M. Strunk, back to you.

20 If you could turn to page 12 of your rebuttal
21 testinony, KGS-19T.

22 A (By M. Strunk) Yes.

23 Q And again, this is plowng old ground. | think
24 both you and M. WIllians nade simlar testinonies in
25 the | ast case when you asked us to nake an upward

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 264



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

EXAM NATI ON BY COW SSI ONER JONES / PARCELL / STRU265

1 adjustnment to RCE if we maintain the capital structure
2 at 49.1 percent, a hypothetical capital structure,

3 ri ght?

4 A Yes. That's sinply the application of the

5 financial principle that, if you bear nore financi al

6 ri sk, you have a higher --

7 Q Ri ght.

8 A -- cost of equity. Any cost of capital wtness

9 will testify to that.

10 Q | think your counsels passed each of you before
11 | unch a copy of the Court of Appeals decision in the
12 State of Washington, Division Il, that just cane out
13 | ast week.

14 Do you have a copy of that?

15 A (By M. Parcell) Yes, sir.

16 COW SSI ONER JONES:  And | would like to
17 enter this into the record if there are no objections.
18 JUDGE FRIEDLANDER: |'Il take offici al

19 noti ce.

20 COW SSI ONER JONES: Thank you.

21 BY COWM SSI ONER JONES:

22 Q If you could turn to page 35 of 39, let's go to
23 page -- well, page 35 to 39 of that Appellate Court

24 decision, M. Strunk, deals with this issue pretty

25 directly. | think it's fair to say that the Comm ssion
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won pretty soundly on all points related both to QFs and
capital structure, but this mainly is capital structure.

But if you could just turn to page 39 at the
mddle, on there it states, "PacifiCorp's challenge to
t he Comm ssion's di scussion of the effect of a
hypot heti cal capital structure on its credit rating
fails."

Do you see that?

A (By M. Strunk) Yes, | do. It's just under the
rubric No. 3.

Q So | guess ny question to you is, what is the
rel evance of all of your testinony on pages 10 through
13 on such an adjustnent and hypot hetical capital
structure if, in fact, the highest court in the state of
Washi ngton has affirnmed -- not the highest, but the
second hi ghest, according to the state of Wshi ngton,
has affirnmed the Comm ssion's 2013 deci sion, and before,
of the use of a hypothetical cap structure?

A And -- absolutely. Just to clarify, that ny
testi nony was designed to be rebuttal to M. Parcell's
testinony. The Conpany is not proposing any changes to
any element of the rate of return. So --

Q Ri ght .

A -- the Conpany is willing to live with the

exi sting hypothetical capital structure, the existing
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al l owed RCE and the existing debt rate.

The purpose of this testinony was to respond to
certain statenents in M. Parcell's testinony.

Q Well, | understand that. But | guess ny
guestion to you is, why did you -- other than that, why
did you include it in your testinony, realizing that the
Comm ssion had already rejected that, both inplicitly
tw ce, and then you -- you spend another three,
four pages on it in this testinony, and now we have an
Appel | ate Court decision where basically they said the

Conpany was not correct and it's failed in all of its

argunents.

A Right. Now, | didn't -- | didn't submt
evidence. |I'mnot in the docket --

Q kay.

A -- that was appealed. |I'mnot famliar with the
record. |'mnot --

Q Ckay.

A | think we have a different record in every

case, and the decisions are based on the record in each
case.

Q So what you're advocating is just nore of an
academ c or a theoretical point, that in capital
structure theory, or a cost of capital theory, that a

hypot heti cal capital structure both is not fair -- and |
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1 t hi nk even when we | ook at what you say in your -- in

2 your testinony, lines 15 through 16, you say [as read],
3 "The inputation of a hypothetical equity ratio that is

4 below a utility's actual ratio is, quote, tantanmount to
5 a disall owance of costs if the ROE is not adjusted to

6 reflect a higher level of |everage.”

7 So is that a statement that's academ c,

8 theoretical in nature, or are you nmaking it specifically

9 for PacifiCorp here?

10 A It's academ c, because the Conpany has not

11 requested a change in this -- inits cost of capital.
12 It's a principle that all cost of capital w tnesses

13 recogni ze.

14 Q Ckay. M. Parcell, 1'd just like you to

15 briefly -- and let's not spend too nuch tine on this, |
16 think the Court opinion is pretty clear on this -- but
17 do you have any concerns with his use of this

18 theoretical, or this academ c adjustnment of RCE to

19 refl ect a hypothetical cap structure?

20 A (By M. Parcell) No, because | show on ny page

21 19 of DCP-1T the -- the average equity ratios of all of
22 the conpanies, that is, electric and conbi nation

23 gas/electric, that are covered by AUS Uility Reports,
24 Is less than 50 percent. So | nean, that's --

25 Q kay.
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A -- an equity ratio in the high -- high 40s is --
I S not unusual .

Q kay. And --

A (By M. Strunk) Conm ssioner, for the record, |
did rebut that statenent and provi ded evi dence --

Q Yes, you did --

A -- on --

Q -- which | think you did in several of your
exhi bi ts.

And | think your source of data on that one is

AUS, is it not?

A (By M. Parcell) That's right.

Q Let's get to the -- finally this issue of the
| npact, if any, of these new ratenaki ng nechani sns,
relatively new fromthis conpany, the ERF, decoupling
and the two-year rate plan, and the inpact, if any, on
t he ROE.

M. Parcell, in your testinony -- and | think
there are two cross-exhibits on this. | don't know if
there is going to be any cross, but | think we discussed
this in the | ast couple of cases as well.

But what is your present position on this? As |
read your testinony -- and let nme get toit. | think

it's at the last part of DCP -- yeah, it's on page 36 of
your testinony, lines 13 through 19.
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1 And are you there?

2 A Yes.

3 Q So you say that, as such nechani sns are becom ng
4 nore common, you're not recomrendi ng any specific

5 downward adjustnent to PacifiCorp's ROE. On the other
6 hand, | believe that potential -- quote, potential
7 adoption of these nechanisns is risk-reducing to

8 Paci fi Cor p.

9 It seenms to ne you're trying to straddle a

10 m ddl e ground there with your client, and | don't

11 under stand exactly what you're saying.

12 Are these risk-reduction nechani sns or not that

13 should be reflected i n ROE?

14 A Well, let's read between the |ines here.

15 Since the last PacifiCorp | was in, |'ve also
16 testified in the Puget rebate case. And it becane

17 apparent in the Puget case that the Conmm ssion's

18 phi | osophy there was, let's institute decoupling, give
19 It three years, and then evaluate what the inpact upon
20 risk [sic].

21 So when | prepared ny testinony in this case, |
22 did not want to put nyself in a position, or put the
23 Staff in a position of appearing to recomend a | ower
24 return now because of it, so that's why | went to

25 m d- poi nt .
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Now, there are lots of kinds -- or types or
ki nds of regul atory mechanisns. And the best two froma
utility standpoi nt are decoupling and formnul a- based - -
fornul a-based rates with true-ups. Those are far and
above the better of the two.
And in M. Strunk's rebuttal testinony, he did
a -- prepared a schedule, or an exhibit, it's KCS 37
[ sic].

Q Yeah, |I'mthere.

A And what he did, he took the conpanies fromhis
proxy group -- no, Ny proxy group -- Ny proxy group --
and showed the various nechani sns. Now, these include
both gas and el ectric --

Q Ri ght .

A -- but 1'll observe, in the colum for ful
decoupling, there are 27 possi ble cases of decoupling
being effective -- the 27 conpani es, states,
subsidiaries |isted here. O those 27, only 5 have full
decoupling. So froma -- and these include gas.

Q Only -- say that again, because | was going to
ask M. Strunk about this exhibit and ot her exhibits,

but only five have full decoupling?

A Five of twenty-seven, yes.
Q Five of twenty-seven?
A So of the big kahunas, so to speak, froma risk
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standpoint, only 5 of 27 have it now So it's com ng,
but it's not uniformat this point in tine. So when you
| ook at a proxy group and their existing nmechanisns,
relatively few, |less than 20 percent, have full

decoupl i ng.

Q And M. Parcell, let's not -- full decoupling
and partial decoupling, | think you ve read our policy
statenent -- both of you have read our policy statenents
on decoupling of -- | think it was 2012 -- haven't you,

where we describe partial and full decoupling?

A It's been a while, but yes.

Q Okay. M. Strunk, have you read that?

A (By M. Strunk) A while ago as well, yes.

Q Yeah. We've had a 20-year conversation of
decoupling on this Conmm ssion. W've been discussing it
a long, long tine.

But the other thing is that this table and
M. Strunk's other tables do not deal with the other
design el enents of a decoupling nechanism such as a
soft rate cap, deferral nechanisns, those sorts of
t hi ngs, right?

A (By M. Parcell) Yes. In M. Strunk's defense,
he's used an S & L financial docunent, which | have
nyself, and that was -- this is the information they

provided in that docunent. So this -- this was --
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appears to be the best available information at this
point in time to conpare various utilities and various

adj ust rent nechani sns.

Q Ckay.
M. Strunk, I'll -- the -- before | go to
M. Strunk on this -- M. Parcell, so your ultimate
recommendation is still an ROE of 9.25 percent. That

reflects the totality of both capital market conditions
in -- today and over this rate period of tw years, and
given the ERF, decoupling, taking all of that into
| npact, your ultimate recommendation is 9.25 percent?
A That's right, which is the md-point of the
range, yes.
Q Ckay. M. Strunk, so on this issue of expedited
rate filing, decoupling and a two-year rate plan,
these -- this is on page 14 to 19 of KGS-1T of your
direct testinony, and | may have a few questions on it.
But what is your response to M. Parcell and
what he just said, first, if you have any?
A (By M. Strunk) Yes, | have another -- a nunber
of points of response.
CHAI RVAN DANNER:  |' m sorry, Conm ssi oner.
What pages?
COW SSI ONER JONES: Fourteen to ni neteen of
his direct, of KGS-1T.
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MR. STRUNK: So M. Parcell has |ooked at it
fromthe operating conpany |evel, fromthe hol ding
conpany level. Al of the hol ding conpani es have at
| east one operating subsidiary that has decoupling in
pl ace. So when the investnent community | ooks at that,
they see that that hol ding conpany has a subsidiary wth
decoupl i ng.

The other thing is that, in sone states, you
really don't need decoupling because they have symmetric
earni ngs bands, right? |If you have a symmetric earnings
band that protects you in the case -- in the event that
your sales fall off and your earnings go down, then
you're protected. You don't need an explicit decoupling
mechani sm

BY COWM SSI ONER JONES:

Q Ri ght.

A (By M. Strunk) So the specific -- it's very
difficult --

Q Ri ght .

A -- to make appl es-to-appl es conpari sons of these

prograns across utilities and across jurisdictions.

Q But -- but your overall position is still, as it
was in the |ast case, | think, that all of these
mechani sns, or nost of these nmechani sns are, quote,

"baked in" into the cost of capital analysis and the RCE
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1 anal ysi s?
2 A Yes. The existence of risk-mtigating
3 nmechani snms such as decoupling are baked in. And the
4 other point that | nmake in ny testinony is that anal yses
5 of the effect of decoupling on the cost of equity have
6 not shown any -- any effects.
7 So | nyself have studied the market reaction to
8 news of decoupling, and if the investors were really
9 di scounting future cash flows at a | ower cost of
10 capital, then the news of decoupling would cause the
11 stock to go up. And we don't see that when we -- when
12 we - -
13 Q Ckay.
14 A -- set up event studies that isolate the -- the
15 news and the effects on stock prices.
16 Q Just a couple of questions and then I'l1 finish
17 on decoupling and the actual inpact of a rate plan.
18 So let's turn to KGS -- what is this -- KGS-18,
19 your exhibit where you -- M. Parcell referred to
20 sonething in your rebuttal testinony where you did a
21 conparison. |I'mgoing to go to the analysis in your
22 direct testinony. And in here, you |l ook at the various
23 types of adjustnent causes.
24 So are you there?
25 A Yes, |'mw th you.
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1 Q So on Avista -- let's just go down to Avista.
2 Are you famliar with the design of their decoupling
3 progranf? | -- you have it marked here as full
4 decoupl i ng.
5 A Yes. That's how it was summari zed by Regul atory
6 Research Associ at es.
7 Q Are you famliar with howit's structured wwth a
8 rate cap in earnings? Are you famliar with earnings
9 shari ng nmechani sns?
10 A Yes.
11 Q Ckay.
12 A The asymmetric one that acconpanies this
13 decoupl i ng nmechani sm
14 Q Ri ght .
15 A There are al so symmetric ones in place in other
16 st at es.
17 Q And by the way, while we're on Avista, |'mjust
18 alittle curious, M. Strunk, why you have a dash or a
19 no checkmark on Avista for Conservation Program Expense.
20 It's nmy understanding that we fully conpensate them
21 through the tariff for any conservation expenses, and
22 you have it bl ank.
23 A The -- the data that |'ve presented here is
24 sourced froma Regul atory Research Associates --
25 Q Ch, from RRA?
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1 A -- report.
2 Yes. And that is how RRA characterized it.
3 Q kay. Umhmm Go back to -- that's a separate
4 di scussi on.
5 So are you famliar at all -- so | understand
6 all these checkmarks, and it's -- it sounds |like you and
7 M. Parcell disagree on what is full and parti al
8 decoupling, on his proxy group at | east.
9 M. Parcell, have you had a chance to | ook at
10 his proxy group to see if his characterization of full
11 and partial decoupling is accurate?
12 A (By M. Parcell) W've used the sane -- | nean,
13 he -- | did an anal ysis nyself, of my own proxy group
14 nysel f just conpared to the one he did on his rebuttal,
15 and | got the sane results. So | presune he's recorded
16 I nformation properly fromthe source. | don't dispute
17 t hat .
18 Q Ckay.
19 A | didn't check them one-by-one, but | give him
20 credit for doing that right.
21 Q | guess ny final question to you, M. Strunk,
22 I's, okay, this chart is fine in KGS 18, but have you
23 actually -- have you taken it to the next step and
24 actually anal yzed what the actual effects of decoupling
25 are in both a subsequent rate year, the creation of a
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1 deferral account if a rate cap is hit?

2 Have you | ooked at things |like that to see how

3 it actually works in practice at a Comm ssion |ike ours?
4 A (By M. Strunk) Well, I've certainly reviewed

5 the proposal that's on the table in this docket. And I

6 recogni ze that there are deferrals, there are tal ks of
7 potential thresholds that have to be made to --

8 Q Ri ght .

9 A -- to --

10 Q No, that's not ny question.

11 But ny question is, for specifically Avista and
12 Puget, we've authorized full electric and gas

13 decoupling. W've had rate cases, we've had reports to
14 t he Comm ssi on.

15 And you nade one, subject to check, but for

16 Avista, in the last rate case, they actually earned in
17 the second year of a rate plan -- this is nore of a rate
18 pl an i ssue than decoupling -- but they earned 30 to

19 40 basis points over their authorized ROCE

20 Last week we had an open neeting at the

21 Commi ssion in a docket with PSE, and PSE is building up

22 significant deferrals, especially on the gas side -- on
23 both sides -- so they're over-earning, excessive

24 earni ngs on both gas and electric, and they're buil ding
25 up a deferral on both sides of the operation.
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So | just wanted to know if you were aware of
that, if you're aware of the actual operation in other
states as well, that you cite in KGS-18.

A Well, ny area of focus has really been on how
I nvestors val ue decoupling and whether there's any
effect on the cost of equity.

| would agree with what the Conmm ssion found in
t he Puget remand case, that it's very difficult to sort
of do a -- what is ultimately a subjective assessnent of
how the different risk mtigators affect the rate of
return.

The factual circunstances that you've cited are
ones that are the product of a confluence of events
that, you know, it could certainly go the ot her way.

And there's no protection for conpany investors under
t he Washi ngt on decoupl i ng nechani sns for actual returns
that fall below the authorized rate of return, and there

Is protection for custonmers, and sharing above that

rate.

So no, | haven't exam ned everything that has
happened in each of the states. | know that other
states do have deferrals, but | can't -- | can say |I've

studied the equity nmarkets and |'ve studi ed how t he
equity markets respond to decoupling, and there's really

no --
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Q Ckay.

A -- evidence that decoupling changes the cost of
equity.

Q | understand that. And -- and to be fair, |

didn't nean to put you on the spot too nuch, but

weat her -- as you can i magi ne, on the gas side, a warner
t han normal weather has a ot to do wi th under-earning
or perhaps not collecting as nuch revenue on certain

t hi ngs.

Now, M. Parcell, before we end up here, | have
one final question.

Do you have any comments on what | just asked
M. Strunk?

A (By M. Parcell) Um | sort of approach it the
sanme way he does it, fromthe standpoint of, are these
mechani sns useful to utilities.

And in fact, on January the 29th, 2014, Mbody's
raised the long-termcredit rating of virtually every
gas and electric utility in this country, primarily
because of the various suite of regul atory nechani sns
avai l able to them

That's a real -- never in the history of
regul ati on have | heard of any agency changi ng t he whol e
I ndustry in one fell swoop up. So obviously Standard

and Poor's and the rating agency saw the benefits of
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t hese vari ous nechani sns.

And just to nmake sure that we're on the sane
page here, if every one of ny proxy group conpani es had
decoupling, then the md-point of the range represents
their cost of capital, and that's what |'mrecomendi ng.

Q Which is 9.25 percent?

A That's right.

Q kay. So ny final question and then |I'm done
I's, of the various nethodol ogi es each of you use, which
shoul d t he Conm ssion put nore weight on? |'ve asked
you this before. | think you probably saw this com ng.

Shoul d we put generally nore weight, as we have
done in the past, on DCF? O both of you seemto be
sayi ng we should not put that nmuch wei ght on CAPM and
then put it on conparabl e earnings, and for you,

M. Strunk, on RCE.

So why don't we start with you, M. Parcell.

A | think historically, DCF has been the nost
wi dely-utilized nethod. The DCF results the |ast year
or so have been a little | ower than other -- than, say
conparabl e earnings, and that's why | only focus on the
top end of ny DCF results. | don't use any of the
nmedi ans, just -- the averages. Just the top end is what
| focus on to account for that.

The conparable earnings is not as quick to
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change results-w se conpared to the -- conpared to the
ot her nethodologies. So | think that's a good
foundation, if you will. That's why | |ike conparable
earnings. M. Strunk and | are two of the few people
t hat use conparabl e earni ngs.

Q And CAPM don't give them nmuch weight in this
case?

A Not now -- for a long tine, | would get ny
hi ghest results from CAPM But the inpact of the Fed on

I nterest rates and the resulting prem uns over the | ast

few years causes ne to give fewer -- less weight to CAPM
at this tine. And at ny age, |I'll probably never get --
we don't use it nuch, because it's -- at ny age, |

probably never will, because it's not going to cone back

any tinme soon, and |I'm goi ng away soon.

Q M. Parcell, we could have anot her OPEC oi
enbargo, oil could go shooting out of the Bronx and the
rate could go up to eight percent again.

A It could, but don't bet the farmon it. But it
coul d.

Q So CAPM m ght be used --

A "' m hanging on the wwnd with it. [I'mgiving it
a shot .

Q kay. M. Strunk?

A (By M. Strunk) Well, let ne preface the
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response with the -- if the Conm ssion were adjudicating
an ROE result, if the Conpany were asking for a change
in the reconmendation, then | believe that it would be
useful to look at all nodels with the recognition that
the 15 trillion in central market -- central bank market
I nterventions has had major effects on the capital
mar kets. And that the -- even the Bank of Japan has
beconme a top-ten holder of ninety percent of the equity
shares that are traded in the N kkei 225. So we're --
we're dealing wwth a very different market.

But | think, taking that into consideration, you
can | ook at all of the nodels and give |less weight to
t hose that appear to be nost affected by the anomal ous
conditions. But the Conpany hasn't asked for a

ful ly-adjudi cated cost of capital result. They've asked

to keep the --
Q Ri ght.
A -- the sanme cost of capital.
And the evidence that Dr. -- that M. Parcel

and nyself put before you would tend to confirmthat
that's a reasonable request in light of what's happened
since the |ast two rate cases.

COW SSI ONER JONES: Thank you both. [I'm
done.

MR PARCELL: Thank you.
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MR. STRUNK: Thank you.

JUDGE FRI EDLANDER: Thank you.

CHAI RVAN DANNER: | have no questi ons.

JUDCGE FRI EDLANDER: Ckay. Thank you. Al
right. Unless anybody has anything else for you, |
beli eve you both are -- you're excused. And thank you
very nmuch for your testinony.

MR. PARCELL: Thank you.

MR. STRUNK: Thank you.

JUDGE FRIEDLANDER: | believe M. Vail is
t he next on our cross |ist.

M5. MCDOWELL: That's correct, your Honor.

JUDGE FRI EDLANDER: Thank you.

Al right. M. Vail, if you'll raise your
ri ght hand.
RI CHARD A. VAI L, W t ness herein, having been
first duly sworn on oath,
was exam ned and testified
as follows:
JUDGE FRI EDLANDER: Thank you. You can be
seat ed.

Ms. McDowel | ?
MR. LOMNEY: This is Adam Lowney on behal f
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of Pacific Power.
JUDGE FRI EDLANDER: Thank you.
*** EXAM NATI ON BY MR, LOMNEY ***
BY MR, LOMEY:

Q M. Vail, could you pl ease state and spell your
nanme for the record?

A Yes. It's Rick Vail, that's V-A-1-L.

Q And how are you enpl oyed, M. Vail?

A | amthe vice president of transm ssion at
Paci fi Cor p.

Q And in that capacity, have you filed testinony
in this case, which is | abel ed Exhibit No. RAV-1T
t hrough 3T?

A Yes, | have.

Q And do you have any corrections to your
testinony today?

A | do not.

Q And if | were to ask you the sanme questions that
is [sic] reflected in that testinony, would your answers
be the sane?

A Yes, they woul d.

MR. LOMNEY: M. Vail is available for
Cross-exam nati on.
JUDCGE FRI EDLANDER:  Thank you.

Ms. Caner on- Rul kowski ?
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M5. CAMERON- RULKOWSKI @ Thank you,
your Honor.
*** EXAM NATI ON BY Ms. CAMERON- RULKOWBKI  * * *
BY M5. CAMERON- RULKOWSKI :

Q Good afternoon, M. Vail.

A Good afternoon.

Q I"d like to ask you to refer to your rebutta
testinony, and this is RAV-3T, page 5. And |I'm | ooking
at lines 5 through 6 in particul ar.

A kay. |'mthere.

Q Here you' re di scussing the ownership of the Jim
Bri dger - Goshen i ne.

I s that how you pronounce that, by the way?

A That's correct, yeah.

Q Thank you. And there on lines 5 to 6, you refer
to certain outage conditions.

A Yes, | do.

Q What are those outage conditions?

A It can actually be a nunber of different |ines.

One of the probably best things to | ook at woul d be the

map that | provided in ny direct testinony. |It's
Exhi bit No. RAV-2. |1'mlooking at page 2 of 2.

Q Al right. I'mwth you.

A Ckay. So prior to the asset exchange,

Paci fi Corp had ownership of the Bridger to Populus to
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Borah and Brady, and you can kind of see there are two
green lines there. Those are two 345 kV transm ssion
| i nes.
Prior to the asset exchange --

CHAI RVAN DANNER:  Excuse ne. Since we don't
have col or on our --

THE WTNESS: Onh, | apol ogi ze.

CHAI RVAN DANNER: -- copies, you m ght have
togoalittle slower while we track.

THE WTNESS: GCkay. | will do that. So
let's just orient ourselves here just a little bit.

The JimBridger plant is in Wom ng, and in
this case, I'mlooking at kind of the m ddle of the
ri ght-hand side of the page. And so what I'mdoing is
going fromJimBridger plant and basically going from
East to West. So how do we get from basically Wom ng
over to Washi ngton custoners?

So in this case, prior to the asset
exchange, Pacifi Corp owned the Bridger to Populus -- you
can see there's two lines there -- and then al so
ownershi p from Popul us over to the Borah substati on.
After the asset exchange, Pacifi Corp now has the ability
to and has ownership on all three of those |ines.

So in the past, any outage of either the --

ei ther one of those Bridger to Populus to Borah |ines
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1 woul d have created a situation where Pacifi Corp could
2 not get all of the generation it owned out of the Jim
3 Bridger plant out to the West.
4 BY M5. CAMERON- RULKOWBKI :
5 Q So what did the Conpany actually -- well, have
6 those two |ines ever gone down?
7 A Yes, they certainly have. And you know, one
8 thing with the transm ssion lines to kind of keep in
9 mnd, the idea is to nmake sure that you're reliably
10 serving custoners. And even if there's an outage on one
11 line, you still want to nmake sure that when people flip
12 the switch on, so to speak, that their power does cone
13 on. So yes, we have had outages on those lines in the
14 past .
15 And it's inportant to note, they're hundreds of
16 mles long. Sone of themare out in, you know,
17 basically the mddl e of nowhere. Womng is the |east
18 popul ous state in the country, and we do have issues
19 with hunters shooting out insulators, but al so weather.
20 Wom ng does have sone pretty extrene wi nds that can
21 cause outages on those I|ines.
22 Q So have both of them ever gone down?
23 A Yes, there have been tinmes when both of those
24 facilities have been down at the sane tine. And
25 again -- | guess | would just step back.
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Even with one of those |lines down, PacifiCorp
did not have the ability to take all of the Jim Bridger
output that it has ownership of and bring it across to
the West. So there would be tines where there would be
limtations on the outage of the Jim Bridger plant and
being able to nove it to the West.

Q So what did the Conpany do, then, before they
had the ownership interest in that third line?

A Un well, so they -- you know, the Conpany's
responsibility, obviously, is to serve its custoners,
and there are other things that the Conpany can do. One
I's go out on the market and purchase additional power
over in the West. One would be to -- another option
woul d be to go and try to find additional transm ssion
rights or capacity fromanother area in order to serve
the load out West. So there's a variety of options that
t he Conpany, you know, has an opportunity to resupply
t hat power.

M5. CAMERON- RULKOWSKI ;@ Thank you. | have
no further questions for M. Vail.

JUDGE FRI EDLANDER:  Thank you. Any
rebuttal ?

MR. LOANEY: No redirect, your Honor.

JUDGE FRI EDLANDER: Ckay. Thank you.

Commi ssi oner questions?
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1 CHAI RVAN DANNER: No questi ons.

2 JUDGE FRI EDLANDER: Thank you, M. Vail.
3 You' re excused.

4 And | believe we're up to Ms. MCoy.

3) M5. RACKNER: That's correct, your Honor.
6 JUDGE FRI EDLANDER:  Thank you.

7 Pl ease rai se your right hand.

8

9 SHELLEY MCCOY, W t ness herein, having been
10 first duly sworn on oath,

11 was exam ned and testified
12 as foll ows:

13

14 JUDCGE FRI EDLANDER: Thank you. You can be

15 seated. M. MDowel | ?

16 M5. RACKNER: (Good afternoon, conm ssioners
17 and ALJ Friedlander. This is Lisa Rackner from

18 Paci fic Power.

19 *** EXAM NATI ON BY Ms5. RACKNER ***

20 BY M5. RACKNER:

21 Q Good norning, Ms. McCoy -- or excuse ne, good
22 af t er noon.

23 A Good afternoon.

24 Q Coul d you pl ease state and spell your nane for
25 t he record?
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A Sure. Shelley, S-HE-L-L-EY, MCoy, MCCOY.

Q And how are you enpl oyed?

A ' mthe nmanager of revenue requirenent at
Paci fi Cor p.

Q And in that capacity, did you file testinony in
this case?

A Yes, | did.

Q And is that testinony and the attached exhibits
| abel ed as SEM 1 t hrough 127

A That is correct.
Q Do you have any corrections to that testinony or
exhi bits?
A | do. | have one correction.
In nmy rebuttal testinony on page 24, lines 15

and 16, so on line 15, where it says "Schedul e 96," that
shoul d say "Schedule 95."

JUDGE FRIEDLANDER: And |I'msorry. \Wich
page, 247

THE W TNESS: Page 24 of ny rebuttal, yes.
And on line 16, that should say "Energy Adjustnent
Revenue tariff schedule," so adding the word
"Adj ustnment" between "Energy" and "Revenue."
BY Ms5. RACKNER:

Q Thank you. And do you have any ot her

corrections to your testinony?
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A | do not.
Q So with those corrections, if | asked you the
sane questions today, would your answers be the sane?
A Yes, they woul d.
M5. RACKNER: Thank you. Ms. MCoy is
avai |l abl e for cross-exam nati on.
JUDGE FRI EDLANDER: Thank you.
Ms. Camer on- Rul kowski ?
*** EXAM NATI ON BY MS. CAMERON- RULKOWBKI  ***
BY MS. CAMERON- RULKOWSKI :
Q Thank you. Good afternoon, Ms. M Coy.
A Good afternoon.
Q First a question about the |daho Asset Exchange.
Pl ease refer to your testinony -- your direct testinony
at SEM 1T, page 11.
A kay. |'mthere.

Q And in Table 1 there, under Location

Description --

A Yes.

Q -- you |list Goshen Substati on and Mai ntenance
Shop?

A Correct.

Q Did the Conpany own this asset before the |daho
Asset Exchange?

A Yes, they did.
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1 Q Thank you. Now |I'mgoing to nove on to sone
2 guestions about Staff's nenbershi ps and subscri ptions
3 adj ust nment .

4 A kay.

5 Q Pl ease refer to your rebuttal testinony,

6 starting on page 12.

7 A Ckay. |'mthere.

8 Q Now, you di scussed three organi zations

9 associated with this adjustnent, and that's the Utah

10 Taxpayers Associ ation, the Wom ng Taxpayers Associ ati on
11 and the Yakima County Devel opnent Association; is that

12 right?

13 A That's correct.

14 Q All right. So starting with the taxpayer

15 associ ations, you accept Staff's renoval of the expenses
16 associated with the taxpayer associations, right?

17 A We did, including the Wom ng one, even though
18 we do have WCA assets |located in that state.

19 Q Al right. Now, you stated that you accepted
20 the renoval of the expenses only for the purpose of --
21 for the purposes of this proceeding; is that correct?
22 A That is correct.

23 Q Al right. And I'"'mnow going to refer you to a
24 cross-exhibit.

25 Are you there?
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1 A Yes.
2 Q |"msorry. This was SEM 15CX?
3 A Yes.
4 Q And I'm | ooking at the response fromthe
5 Conpany, starting with the text, Line 241, would you
6 pl ease read that first sentence?
7 A Sure. "The U ah Taxpayers Association strives
8 to prevent ill-conceived or unnecessary tax proposals
9 and encourages tax relief.”
10 Q Now, who is it that provides tax relief?
11 A ["msorry. [|'mnot quite understandi ng your
12 guesti on.
13 Q Sure. Isn't it usually a body of elected
14 officials, for exanple, that grants tax relief?
15 A | suppose that would be true, yes.
16 Q And so woul d you agree that a State |egislature,
17 a Gty or County Council or the US congress are all
18 exanpl es of such bodies that can grant tax relief?
19 A Yes.
20 Q And so striving to prevent ill-conceived or
21 unnecessary tax proposals and encouraging tax relief
22 woul d be encouragi ng nenbers of these elected bodies to
23 support or oppose tax proposals, correct?
24 A Possi bl y, yes.
25 Q How el se beyond encouragi ng nenbers of these
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1 el ected bodies could the organization try to -- try to

2 encourage tax relief or prevent tax proposals?

3 M5. RACKNER: 1'mgoing to object. The

4 guestion is conmpound and |I'mhaving difficulty follow ng
5 t he questi on.

6 M5. CAMERON- RULKOWBKI :  1'l ] attenpt to

7 rephr ase.

8 BY M5. CAMERON- RULKOWEKI :

9 Q So you' ve accepted that striving to prevent

10 I 1l-conceived or unnecessary tax proposals and

11 encouraging tax relief neans encouragi ng nenbers of

12 t hese el ected bodies to support or oppose tax proposals,

13 ri ght?

14 A ["msorry. I|I'mstill not quite understandi ng.
15 I s your question getting to the basis of why we
16 agreed with Staff to renove these?

17 Q No, it isn't. |[It's getting to -- it's getting
18 to what the purpose is of these associations. So --

19 M5. RACKNER: |1'm going to object on the

20 basis of relevance. Just to be clear, in response to
21 Staff testinony, the Conpany agreed to renpbve the costs
22 associated with these adjustnents fromthe rate case.
23 It's not clear to ne whether Staff -- whether Staff

24 acknow edges that fact.

25 M5. CAMERON- RULKOWBKI :  Staff does. |
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1 hadn't actually asked a question at that point, but

2 there's a conditional acceptance here, which is for the
3 pur poses of this proceeding, and that's what |I'm

4 addr essi ng.

5 And ultimately, the Comm ssion wll nmake its
6 deci si ons about whether -- about these expenses, and |'m
7 maki ng a record.

8 CHAI RMVAN DANNER: So just to clarify, is

9 this -- you' re making a record for another proceedi ng?
10 M5. CAMERON- RULKOWSKI : No, no,

11 M. Chairman. | am nmaeking a record concerning the

12 Conpany's conditional acceptance, which is -- the

13 condi tional |anguage is "for the purposes of this

14 proceeding." And so what |I'mtrying to get at is, is

15 the ultimate propriety of these expenses.

16 CHAl RVAN DANNER:  Okay. But --

17 M5. CAMERON- RULKOABKI @ | can nove on.

18 CHAI RMVAN DANNER:  Yeah. | nean, because ny
19 understanding is, the condition is, is they're not going
20 to deal with it in this proceeding. And so if they cone
21 back i n another proceeding, we'll have the record in

22 t hat case working where it can be challenged again if

23 that's what Staff wants to do.
24 M5. CAMERON- RULKOWBKI @ No. We would prefer

25 to get it taken care of in this proceeding.

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 296



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

EXAM NATI ON BY M5. CAMERON- RULKOASKI /  MCCOY

CHAI RVAN DANNER: Al right. You're the
j udge.

JUDGE FRI EDLANDER: |'m going to agree on
the objection, and we'll just nove on from here since
it's not really relevant in this proceedi ng.

V5. CAMERON- RULKOWSKI : All right.

JUDGE FRI EDLANDER: Thank you.

BY M5. CAMERON- RULKOWBKI :

Q So then going onto the next -- the next
paragraph in the response, which is Line 271, and this
Is a description of the Wom ng Taxpayers Associ ati on,
and it states there that the "Association pronotes
efficient and effective governnent through i ndependent
and unbi ased anal ysis of public expenditures and
taxation policies, coupled with wi de di ssem nati on of
t hese anal yses. "

And ny question is, who receives these anal yses?

M5. RACKNER: And | woul d nmake the sane
obj ection. The Conpany, | believe, accepted adjustnents
Wi th respect to both sets of costs, both for the Ut ah
Taxpayers Associ ation and the Wom ng Taxpayers
Associ ati on.

JUDGE FRI EDLANDER: Ms. Caneron- Rul kowski ,
do you have a response?

M5. CAMERON- RULKOWSKI :  It's the sane
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1 response, your Honor, and so |I'll just let the cat out
2 of the bag here, which is, it looks -- what |I'mgetting
3 at is, are these expenses | obbyi ng expenses? And why

4 don't | just ask it straight out.

S BY M5. CAMERON- RULKOWEKI :

6 Q Ms. McCoy, are these expenses essentially

7 | obbyi ng expenses?

8 M5. RACKNER: Sane objection. The costs are
9 W t hdrawn fromthe case.

10 JUDCGE FRI EDLANDER: And so | think they're
11 not an issue -- they're not a contested issue anynore.
12 Doesn't mean you can't raise it in another proceeding
13 where they becone a contested issue, but for this, I'm
14 goi ng to have to sustain the objection.

15 M5. CAMERON- RULKOWSKI :  Al'l right.

16 JUDGE FRI EDLANDER:  Thank you.

17 BY M5. CAMERON- RULKOASKI :

18 Q Then | will nove on to the costs that the --

19 that we still do have a dispute about, which is the

20 Yaki ma County Devel opnent Associ ati on expenses.

21 A. Ckay.

22 Q Ms. McCoy, do you have a copy of Ms. Van Meter's
23 testinony with you?

24 A Yes, | do.

25 Q Al'l right. Please refer to her testinony at
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1 page 4, starting at |line 16.

2 M5. RACKNER: Excuse ne. | had to get up to
3 get it. Wuld you mnd repeating the question?

4 M5. CAMERON- RULKOWBKI @ Certainly. It's

5 page 4 of Ms. Van Meter's testinony, and that's TMW-1T.
6 M5. RACKNER: Thank you.

7 M5. CAMERON- RULKOWSKI ;@ And starts at |ine

8 16.

9 THE WTNESS: Ckay. |'mthere.

10 BY M5. CAMERON- RULKOWEKI :

11 Q Al right. Now, the Conpany's discovery

12 response quoted there states that this $7,500 anmount is
13 for a pledge, correct?

14 A Correct.

15 Q Al'l right. And please go dowmn to |Iine 20.

16 A. Ckay.

17 Q And in the discovery response quoted there, the
18 $4,500 armount is for a challenge grant, correct?

19 A Correct.

20 Q The pl edge -- now, do the pledge and the

21 chal | enge grant hel p the Conpany provide pronpt,

22 expeditious and efficient electric service?

23 A | would say it -- where -- not directly, but

24 indirectly, the noney that the Conpany has paid to this
25 organi zati on pronotes the efficient use of the electric
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1 system thereby benefitting the custoners through that

2 efficient use of the system

3 Q And coul d you el aborate on that, please?

4 A Certainly. As the Conpany described in the --

5 there was -- the data request that Ms. Van Meter

6 submtted to us, we explained that the support of these
7 organi zations |ike the Yaki ma Devel opnent Conm ssion, it
8 hel ps -- where it hel ps a new custoner site | ocations

9 within the Conpany's service territory, then that

10 pronotes nore efficient use of the existing system and
11 thereby | owers the overall cost on a per custoner basis.
12 Q And as you've stated, that's an indirect effect,
13 correct?

14 A Correct.

15 M5. CAMERON- RULKOWBKI :  Thank you. | have

16 no further questions for Ms. MCoy.

17 JUDGE FRI EDLANDER: Thank you.

18 M. ffitch, | believe you' re up.

19 MR. FFI TCH:  Thank you, your Honor. W' ve
20 advi sed counsel for the Conpany that we have, in the
21 event, no questions for Ms. McCoy given that the

22 cross-exhibits are stipulated in.

23 JUDGE FRI EDLANDER: Thank you. And |

24 believe that | eaves you, M. Cowell.

25 MR. COWNELL: Yes. Thank you, your Honor.
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1 *** EXAM NATI ON BY MR, COWNELL ***

2 BY MR COWNELL.:

3 Q Good afternoon, Ms. M Coy.

4 A Good afternoon.

5 Q So Ms. McCoy, if we could start off with Exhibit

6 No. SEM 13CX, and page 1 of that exhibit, which is Boise
7 Dat a Request 115.

8 COW SSI ONER RENDAHL: I'msorry. Can you
9 repeat that? |I'mstill shuffling pages.

10 BY MR COWELL:

11 Q It's Exhibit No. SEM 13CX, and then starting

12 w th page 1.

13 A kay. |'mthere.
14 Q Ckay. So near the bottom of that request,
15 Ms. McCoy, your testinony -- your rebuttal testinony's

16 guoted that you testified that the Conpany's filing is

17 conprised of adjustnents, incorporating discrete and

18 i dentifiable cost increases over the next two years; is
19 that correct?

20 A That is correct.

21 Q Now, when the Conpany was asked about this

22 testinony, you prepared this data response, correct?

23 A Correct.

24 Q Whi ch states that the Conpany's testinony

25 referring to identifiable cost increases is nerely a
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summary reference to the net result of offsetting
changes i npacting revenue requirenents; is that
accur at e?
A Yes.
Q So Ms. McCoy, do you think that there's any
I nconsi stency or discord between those two responses?
And specifically -- | nean alternately describing the
sane cost increase adjustnents as discrete and
i dentifiable, and then nerely a summary reference to a
net result of offsetting changes?
A Well, | think if you |look at the case in total,
we start with a test period that includes both cost
I ncreases and decreases, and then we made pro forma --
di screte pro forma increases.
And upon rebuttal, we accepted Public Counsel's
FTE reduction, in addition to our proposed wage i ncrease
that corresponds with that tine period. So |I'd say that

we have both i ncreases and decreases included in there.

Q In terms of the Conpany's direct case, initia
case --

A Yes.

Q -- were offsets included in that, or was it just

the discrete --
A. In the --

Q -- increases?
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1 A In the base period, there are increases and

2 decreases bot h.

3 Q So -- and al so offsets?

4 A "' mnot sure what you nean by an offset.

5 Q VWll, as you -- this response testifies to a
6 summary reference to the net result of offsetting

7 changes. So that's what |I'mgetting at, so the direct
8 case included offsetting changes.

9 A Well, | would guess | would say we have, for
10 | nstance, sone costs that have gone up, sone costs that
11 have gone down, and our base period has both those

12 I ncreases and decreases. And to the extent that they
13 of fset, then, yes, offsets would be included.

14 Q Ckay. |If we could turn to page 2 of that

15 exhi bit, so Boise Data Request 119.

16 The Conpany was asked to refer to your rebuttal
17 testi nony, SEM 6T at 4, 19 through 23. And there you
18 had expl ai ned that Col strip 3 O&M costs shoul d be

19 renoved as it is nore consistent wwth a WCA, correct?

20 A That is what | stated, yes.

21 Q Then previously in rebuttal -- and it mght be
22 hel pful if we actually | ooked there -- page 4 of your

23 rebuttal testinony, SEM 6T.
24 A kay. |'mthere.
25 Q kay. So lines 20 and 21, you explain that the
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Conpany had prepared its Col strip 3 adjustnent
consistent with the nethodol ogy used in previous cases,
correct?

A That is correct.

Q So again, in Boise Data Request 119, the Conpany
was asked to confirmthat it previously used a
met hodol ogy for O&M costs -- in this case, Colstrip 3
Q&M costs -- that upon further review Pacifi Corp now
agrees to be less consistent with the WCA than an
adj ust ment proposed by Boise; is that correct?

A It's correct, but in actuality, the inclusion of
the Colstrip 3 O&M costs was inconsistent with the
treatnent of Colstrip 3 plant in that it is not included
In rates and, therefore, we agreed, when Boise raised
this issue, that we should not include the associ ated
&M costs either, and we renoved them

Q But specifically, | wanted to look at this
response to 119 that you didn't confirmthe request
that -- which was stated that, "Please confirmthe

Conpany used a net hodol ogy | ess consistent.”

So that's still your testinony?
A Yes.
Q In terns of the actual Colstrip 3 O%M adj ust nent

that the Conpany agrees to, is that anount different

t han what was proposed by Boise?
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1 A It is.
2 Q Coul d you wal k me through maybe the differences?
3 A Well, the primary difference is that there were
4 sonme costs that Boise did not include, and so when we
5 | ooked at it, we |ooked at the full range of O&M costs
6 for Colstrip 3 and nmade sure that we incorporated all of
7 them There were sone FERC accounts that had been left
8 out of Boise's analysis, so we were trying to be
9 conpl ete and make sure that we had captured all of them
10 Q And your adjustnent was |arger, then, than
11 Boi se' s?
12 A | would have to check that to verify.
13 Q Maybe if we could just quickly -- let's see. In
14 your rebuttal testinony, page 3, | believe, and in Table
15 1 --
16 A Yes.
17 Q -- Is that Adjustnent 5.3, EIM Costs Renoval ?
18 A No, | believe you're talking about 5.2, Colstrip
19 3 Renoval .
20 Q Oh, excuse ne. Sorry. 5.2.
21 So for the record, we're speaking of Table 1,
22 SEM 6T, page 3, and Adjustnent 5. 2.
23 So your adjustnent is -- let's see -- Revenue
24 Requi renent | npact, negative 829, 8737
25 A Correct.
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Q And then do you have M. Millins' testinony with
you?

A | do.

Q And if you could please turn to BGW 11 Revi sed.

JUDCGE FRI EDLANDER: Maybe you can wait for
all of us to get on the sane page.

MR. COWNELL: Oh, certainly, your Honor.

COW SSI ONER JONES: What is it again, M.
Cowel I ? 1'm catching up.
BY MR COWELL:

Q And then BGW 11 Revised, which is actually in
response to Bench Request No. 5. |It's the nost
up-to-date figures.

A l"msorry. | don't have that version with ne.

Q | believe it's actually the sane figure. W
could ook at M. Millins' cross-answering testinony,
BGW 10T.

A Ckay.

Q And that woul d be page 2.

A Ch, as a matter of fact, | do have -- well, |
have BGW 11.
Q Either one. W can -- |I'mjust |ooking for you

to conpare and contract M. Miullins' total with your own
and just explain, please, the difference.

M5. RACKNER: Just for clarity, which of the
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two exhibits is the witness | ooking at right now?

THE WTNESS: |'m | ooking at BGW 11.

M5. RACKNER: Thank you.

THE WTNESS: So without the specific
nunbers in front of me to conpare the cal cul ation, |
would -- | believe that M. Millins was inconsistent in
his testinony where, in one place he said to use the net
pl ant percentage allocation between the units, and then
It's possible that he used the gross plant percentage
allocation in his actual calcul ation.

BY MR, COWNELL.:

Q And you think those two issues account for the
di fference? Excuse ne. That one issue is the
di fference?

A Yes.

Q Lastly, Ms. McCoy, you were here when | had
asked M. Dalley about the inpact of updating the rate
period in the Conpany's rebuttal request?

A Yes, | was.

Q kay. Would you be able to provide an answer to
the question | had asked himof what the inpact is, just
I solating the rate period difference?

A To sone extent. | can answer the question as it
relates to the production tax credits.

Q kay.
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A So turning back to ny rebuttal testinobny on page
3, in Table 1, Adjustnment 7.3, the revenue requirenent
change i ncreased by approxi mately $250,000 on the
production tax credits, and that's related to noving the
effective date from My 1st to July 1st to reflect the,
you know, longer tinme period of expired credits.
And then in year 2, it's Adjustnent No. 4 on

Table 2, and that anmount is approxinately $615, 000, an
I ncrease by noving out the effective date from May 1st
of 2017 to July 1st of 2017, again reflecting nore
expired tax credits in that tinme period.

MR. COWNELL: Thank you, Ms. McCoy. No
further questions.

JUDCGE FRI EDLANDER:  Thank you.

Any redirect?

M5. RACKNER: No, your Honor.

JUDGE FRI EDLANDER: Thank you. Any
guestions fromthe bench?

COWMM SSI ONER JONES:  Not for ne.

COWM SS| ONER RENDAHL:  No.

*** EXAM NATI ON BY CHAI RVAN DANNER ***
BY CHAI RVAN DANNER:
Q | do have one question with regard to the Yaki ma

menbership. So that had a value, | believe, of 14,000

sonet hi ng.
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The benefits to the consuners that you
estimated, did you ever try to put a dollar anount on
t hat ?

A No, we did not.

Q So could you again state for ne what those
benefits were?

A By encouragi ng additional custoners to site
Wi thin our service territory, it pronbtes a nore
efficient use of our electric system thereby reducing
t he per custoner cost of that system

Q And has the Conpany been successful in siting
t hat new custoner service?

A | can't speak to that. ['msorry.

Q Ckay. So there's no way of know ng right now
about whether the benefits actually exceed the anount of
menber shi p?

A Ri ght.

CHAI RVAN DANNER: COkay. Thank you.
JUDCGE FRI EDLANDER:  Thank you.
***% EXAM NATI ON BY COWVM SSI ONER RENDAHL ***
BY COWM SSI ONER RENDAHL:

Q Actually, | do have a couple questions. And if
you are not the right witness for this, then please |et
me know who is and we'll figure that out.

So ny understanding is that the EIM costs,
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1 I ncl udi ng depreciation and anortizati on expenses, w ||

2 be included in the variable power cost actuals in the

3 annual PCAM true-up filing; is that correct?

4 A That is the proposal, yes.

5 Q kay. And is it the Conpany's intent to nake

6 this nmethod of recovery permanent, or to address it in

7 terms of when to recover the EIMcosts and reflecting

8 the EI M benefits in the next general rate case? 1Is this
9 just a tenporary solution or is this the pernanent

10 sol ution?

11 A That I'mnot sure. But in this case, we're

12 attenpting to match up the costs and the benefits within

13 t he PCAM pr oceedi ng.

14 Q Ckay. And just another question -- and |I'm

15 sorry, | don't have a page reference -- but this is

16 related to decoupling. And if you're not the

17 appropriate wtness for this, | think it has to do wth
18 the cal cul ations, but you can defer this to soneone el se
19 I f you w sh.

20 So the Conpany has said it would imt its

21 annual decoupling adjustnents to three percent, but

22 doesn't indicate three percent of what.

23 s that the revenue requirenent?

24 A | believe that is the case. The specifics on
25 t he decoupling nmechani sm can be addressed by
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EXAM NATI ON BY COMM SSI ONER RENDAHL / MCCOY
Ms. Steward.
Q That's what | thought, but | thought I'd ask

you - -

A Yeah.

Q -- since you know the overall picture of the
whol e t hi ng.

A Ri ght.

Q Al right. | wll defer other decoupling

guestions to Ms. Steward. Thanks very nuch.
A kay.

M5. RACKNER: And your Honor, if | may,
M. Dalley can answer the question with respect to the
El M that was posed by Conmm ssioner Rendahl. So if you
would i ke to recall him that is fine wth us.

JUDGE FRI EDLANDER: Thank you.

COW SSI ONER RENDAHL: | guess | would only
say, if his answer is different, then | would have him
come forward. If it's the sanme, then | think we're
good.

JUDGE FRI EDLANDER: It | ooks |ike he's
indicating it's the sane. Thank you.

Thank you for your testinony, M. MCoy.
You' re excused.

THE W TNESS: Thank you.

JUDGE FRI EDLANDER: Why don't we take a
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ten-m nute break and we'll cone back at 3:25.
Thank you. We're off the record.
(A break was taken from
3:15 p.m to 3:32 p.m)
JUDGE FRI EDLANDER: All right. W'Il go
back on the record.
So | believe we have Ms. Steward?
M5. MCDOWELL: That's correct. And between
W t nesses, may | ask whether M. Strunk and M. Vail may
be excused fromthe hearing at this point?
CHAl RVAN DANNER:  Onh, yeah. That was the
intent. Sorry.
M5. MCDOWELL: Thank you.
JUDCGE FRI EDLANDER:  Thank you.
M5. CAMERON- RULKOWSKI @ And M. Parcell as

wel | ?

JUDCGE FRI EDLANDER: | think so, yeah.

M5. CAMERON- RULKOWSKI :  Thank you.
JCELLE STEWARD, W t ness herein, having been

first duly sworn on oath,
was exam ned and testified

as foll ows:

JUDCGE FRI EDLANDER: Thank you. Pl ease be

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 312



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

EXAM NATI ON BY MS. RACKNER / STEWARD

1 Seat ed.

2 Ms. McDowel |l -- oh, Ms. Rackner?
3 M5. RACKNER: Thank you.

4 *** EXAM NATI ON BY M5. RACKNER ***

S BY M5. RACKNER:

6 Q Ms. Steward, would you pl ease state and spell
7 your nane for the record?
8 A My nane is Joelle Steward. It's J-OE-L-L-E

9 S-T-E-WA-R-D.
10 Q And how are you enpl oyed?
11 A | amthe director of rates and regul atory

12 affairs for Pacifi Corp.

13 Q And in that capacity, did you file testinony and
14 exhibits in this docket?

15 A Yes.

16 Q And were those JRS-1 through 18?

17 A Yes.

18 Q Do you have any corrections to your testinony or
19 exhi bits?

20 A | do not.

21 Q And if | asked you the questions that are in

22 this testinony today, would your answers be the sane?
23 A Yes.

24 M5. RACKNER: Your Honor, Ms. Steward is

25 avai |l abl e for cross-exam nati on.
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JUDGE FRI EDLANDER:  Thank you.
M. Cowell ?
MR. COWELL: Thank you, your Honor.
*** EXAM NATI ON BY MR, COWELL ***
BY MR COWELL:

Q Good afternoon, Ms. Steward.

A Good aft ernoon.

Q So Ms. Steward, you have reviewed the rate
desi gn proposal of M. Millins on behalf of Boise
applicable to Schedul e 48T, correct?

A Correct.

Q And if you could turn to Exhibit No. JRS-19CX,
page 1, which is Boise Data Request 126.

A "' mthere.

Q kay. Now, this recounts that, in your rebuttal
testinony, you stated a belief that Boise's proposal --
Boi se's rate design proposal ignores differences in cost
characteristics for different types of custoners because
It applies the sane rate design to all custoner types in
Schedul e 48T, right?

A Correct. That's -- yeah, that's what the
gquestion is referring to.

Q Now, you also confirmed in your response that
t he Conpany's proposed Schedul e 48T rate design is based

on applying the class average increase to all billing
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1 charges to provide consistent inpacts, right?
2 A For the non-dedi -- for the Schedul e 48
3 custoners that are on the non-dedicated facilities
4 rates.
5 Q So where -- at the very end of your response
6 there, it says, "consistent inpacts across all Schedul e
7 48T custoners.” Just to clarify, that's --
8 A Yes.
9 Q That refers to --
10 A Yes, that refers to all Schedule 48T custoners.
11 Q Al'l Schedul e 48T custoners?
12 A Yeah.
13 Q Okay. Between the rebuttal testinony that we
14 just recited in the request and the response there, do
15 you find any inconsistency?
16 A No, | do not.
17 Q No. Ckay. Let's go onto the next page, which
18 I s Boise Data Request 128, page 2.
19 So first you confirnmed a couple statenents you
20 made in rebuttal testinony in that response, right?
21 A Correct.
22 Q Now, you also referred Boise to cost of service
23 studi es, quote, for proper context, end quote, in the
24 very next sentence of that response, correct?
25 A Correct.
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1 Q And for proper context here, you al so prepared a
2 response to Boi se Data Request 131, which is skipping

3 ahead a couple -- a fewto page 5 of this exhibit, in

4 whi ch the Conpany confirnmed that it did not prepare an

5 updat ed cost of service study for this case, correct?
6 A Correct.
7 Q I f you could turn back to Data Request 129,

8 which is page 3 of this exhibit.
9 You take the position that service

10 characteristics of the Conpany's |argest Schedul e 48T

11 custoner, quote [as read], "justifies separate

12 consideration in the cost of service in pricing nodels,"
13 correct?

14 A Correct.

15 Q And if you could turn to the next data request,

16 which is page 4 of this exhibit, Boise Data Request 130.

17 You prepared a response stating that dedi cated
18 facilities should receive the sane increase as other

19 cl asses, including other Schedul e 48T custoners, right?
20 A Correct. Schedule 48T dedicated facilities is
21 treated as a separate class in the class of service

22 st udy.

23 Q Now, | ooking at that first sentence there, but
24 your response was that the Conpany's position was they
25 shoul d receive the sane increase as other cl asses,
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EXAM NATI ON BY MR COWNELL / STEWARD
right?

A Correct, yes.

Q Now, in this response, you also disagreed with
the proposition of the request that it would be fair for
dedicated facility custoners to receive a different
I ncrease relative to other Schedul e 48T custoners,
correct?

A Coul d you repeat that?

Q Sur e.

A | think | got | ost.

Q No. Sure. |It's probably helpful just to
actually -- as | read here, the first sentence of the
request --

A O the request?

Q Yes. Yeah. Right. |I'mbasically trying to get
to confirm ng your response.

A You're reading the question or the answer?

Q Yeah. So in Boise Data Request 130, the actual
request, it says, "Does the Conpany agree that it would
be fair for Schedul e 48T-Dedicated Facilities custoners
to receive a different increase relative to other

Schedul e 48T custoners,"” and your response was "No,"

correct?
A. Yes.
Q kay.
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EXAM NATI ON BY MR PURDY / STEWARD

A Yes, that's correct.

Q Thank you. So again, do you find -- we went
over your responses to 129 and 130.

Do you find any inconsistency between those
responses?

A No, | do not.

Q And finally, Ms. Steward, you confirnmed -- if
you would turn to the |last page of this exhibit, Boise
Dat a Request 132, you confirmed in the response to this
request that, according to your testinony, Dedicated
Facilities have been under-collecting for demand and
cust omer charges and over-collecting for energy and
reactive charges, right?

A Yes.

MR. COWNELL: No further questions,
your Honor.
JUDGE FRI EDLANDER: Thank you.
M. Purdy?
MR. PURDY: Yes. Thank you.
**% EXAM NATI ON BY MR PURDY ***
BY MR PURDY:

Q Good afternoon, Ms. Steward.

A Good afternoon.

MR. PURDY: Thank you to the Conpany for

allowng ne to speak with Ms. Steward prior to the
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hearing comencing, and I think it wll help nme cut down
on ny cross. So |I'll nove through this as quickly as
possi bl e.

BY MR PURDY:

Q Ms. Steward, do you recall the three
col l aboratives that the Energy Project is interested in
pursuing with the Conpany, anong others that we
di scussed previously?

A Yes.

Q And do those include | ow i ncone weat heri zati on
assi stance, low incone bill assistance, and a
col | aborative for the purpose of obtaining better |ow
i ncome data for the comm ssioners to assist themin
maki ng a nunber of decisions?

A Yes.

Q Ckay.

A Al t hough | thought when you nentioned three that
the other one was just a general residential rate design

collaborative that Staff had initiated.

Q Well, there are, | think, several other
col | aboratives -- rate design, cost of service -- but |
think the coll aboratives that | outlined will play into

the rate design.
For instance, the |low incone data m ght help us

in determ ning whether a third residential tier would be
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EXAM NATI ON BY MR PURDY / STEWARD
appropriate; is that not true?

A That is true, yes.

Q kay. Thank you.

Now, regarding these coll aboratives, what woul d
be the Conpany's preference as to who would be at the
table for a discussion and involvenent in this?

A At a mininum the Energy Project, Staff, |
bel i eve Public Counsel, the Conpany. Wat other -- what
other interested parties would be willing to participate
we' d be open to.

Q Wuld it be fair to say all interested
st akehol ders can have a seat at the table?

A Yes, | believe so.

Q Ckay. Geat. Thank you.

And do you have any idea as to the tineline for
t hese col | aboratives?

A Well, a first neeting has been schedul ed for
July already to discuss and sort of lay out a process
and plan wth target deliverables for the first quarter
of Jan -- of 2017.

Q And by "deliverables," could you expl ain what
you nean?

A A proposal -- two things. Proposals on howto
address any changes in the | ow income weatherization

program and then also any proposals on how to nodify
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the low incone bill assistance programas that cones to
the end of its five-year plan in 2017.
Q And | think you used the word "nodify." Wuld

that also include taking a | ook at the budgeting for

bill assistance?
A Yes.
Q Among ot her things?
A | don't believe there's anything off the table.
Q That's great. Thank you.

Regardi ng these col |l aboratives, wll the Conpany
give its assurance that it wll provide adequate data
and staffing resources necessary to identifying -- with
respect to low inconme information, identifying the total
nunmber of |ow incone custoners in the Conpany's service
territory?

A Correct. And I think as part of those
di scussions that will be held is, we will |ook at what
data we have avail able, what data is publicly avail abl e,
and figure out the best way to put it all together and
answer the questions that the Energy Project and the
Commi ssi on and ot her stakehol ders may have.

Q Thank you. And simlarly, will the Conpany
provi de the necessary data and staffing resources
necessary to eval uate the energy burden and energy

consunption and other inpacts of energy bills that |ow
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1 I ncome househol ds receive?

2 A Possi bly, but | don't want to close the door to
3 other entities being able to assist with that as well.

4 Q kay. Certainly. Thank you.

5 And regarding the study itself, | think that

6 there was a -- or I'"'msorry -- the attenpt to obtain

7 better |ow incone data, at one point in your rebuttal --
8 and | can find it if you need to, if you need it -- you
9 expressed sone hesitation as to having to do anot her

10 st udy.

11 | just want to clear up for the record that you
12 do agree, do you not, for a continued exam nation of the
13 study of the | ow inconme popul ati on, or consunption

14 patterns and behavi or, but doing it through a

15 col | aborative process where all parties involved woul d
16 put their collective heads together and brainstormfor
17 hopefully a way to obtain better data than we had

18 previ ousl y?

19 A Well, possibly. But | nean, we do have -- we

20 did a consunption survey. W have data that we can pul
21 fromour billing system about residential custoners who
22 have sort of self-identified as | ow incone. W can | ook
23 at the other survey responses.

24 But | think first we have to assess where are

25 t he data gaps we have, after fully exam ning what data
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1 we currently have avail abl e, before sayi ng we need
2 better data that we woul d have to go out and acquire.
3 Q And | assune that you' ve heard from a nunber of
4 W t nesses over the last few rate cases that the proxy
5 group that we've been using to identify the |ow i ncone
6 custoners and study themis roughly 5.6 percent of the
7 total custoner residential population of the Conpany; is
8 t hat not true?
9 A | cannot confirmthat nunber right now.
10 Q Do you recall --
11 A I --
12 Q Go ahead.
13 A You said it earlier today, but | haven't
14 verified that.
15 Q Do you recall M. Roger Cucci's (phonetic)
16 testinony fromthe 2014 rate case, by any chance?
17 A | don't recall the data that he presented in
18 t hat .
19 Q Ckay. GCenerally, would you agree that we do not
20 have a conplete picture as to the nunber of |ow and true
21 | ow i ncone custoners for the purposes of these various
22 prograns that the Conpany actually has?
23 A In our service area?
24 Q Yes, in your service area.
25 A No.
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1 Q kay.
2 MR. PURDY: [Excuse ne just one second,

3 your Honor. That is it. Thank you very nuch. |

4 appreciate it.

5 JUDGE FRI EDLANDER:  Thank you.

6 Any redirect, Ms. Rackner?

7 M5. RACKNER: Yes, just briefly.
8 **% EXAM NATI ON BY MS. RACKNER ***

9 BY M5. RACKNER:

10 Q Ms. Steward, | want to ask you a question about
11 sonething that M. Cowel|l asked you about with respect
12 to the Boise DR-131, which is a part of Cross-Exhibit
13 19X

14 A. Ckay.

15 Q And wth respect to that DR, M. Cowell asked
16 you whet her or not the Conpany had prepared a cost of

17 service study to support its proposal in this case, and
18 you answered that it had not.

19 And | wanted to ask you why you believe it was
20 appropriate to make the proposal w thout having first
21 performed a cost of service study.

22 A Well, yeah. We didn't performa new cost of

23 service study for this case. W prepared this case, we
24 tried to keep it to a limted nunber of issues. |

25 eval uated whether or not the result of the |ast cost of
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1 servi ce study showed that the custoner classes were
2 Wi thin a reasonable range of parity and they were.
3 And ny experience with the practice of this
4 Comm ssion has been to | ook at a reasonabl e range of
5 parity. Four out of the last five rate cases have
6 resulted in equal percent spread. The |ast case, there
7 were sonme slight tweaks. As a result of those tweaks,
8 all classes were again in that reasonabl e range of
9 parity.
10 So it was really just a way to limt the issues
11 that would be litigated in this case. |t does not nean
12 that the results of our rates -- or our rate spread
13 proposal s are not based on cost of service. They are.
14 We just did not update a new cost of service study.
15 M5. RACKNER: Thank you, Ms. Steward.
16 That's all | have.
17 JUDGE FRI EDLANDER: Thank you.
18 Any questions fromthe bench?
19 CHAl RVAN DANNER:  Yeah.
20 **% EXAM NATI ON BY CHAI RVAN DANNER ***
21 BY CHAI RVAN DANNER:
22 Q Good afternoon, Ms. Steward.
23 | was -- | saw that the Shawn Collins testinony
24 requested a personal facilitator for the stakehol der
25 col l aborative. And in your testinony, you're saying
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1 that that's not -- you don't believe that's necessary.
2 Has that been resolved, or is that still a point
3 of contention?
4 A | don't believe it's a point of contention. W
5 di scussed this norning and that was not raised. | think
6 we have a good relationship wth the Energy Project and
7 with the agencies in our service area.
8 Q So you think that the participants can basically
9 facilitate thenmselves, and if you need sone dispute
10 resolution, that would be avail abl e?
11 A Then we coul d seek that through the Conmi ssion's
12 processes, yes.
13 Q Al right. Thank you.
14 We had our public hearings in Walla Walla and in
15 Yakima, and | can tell you that there were
16 representatives fromthe CAP agencies, and they were
17 both very strongly in support of this stakehol der
18 process, and so that will be reflected in the public
19 conment s.
20 CHAI RVAN DANNER:  Thank you.
21 *** EXAM NATI ON BY COWM SSI ONER RENDAHL ***
22 BY COWM SSI ONER RENDAHL:
23 Q Good afternoon, Ms. Steward.
24 A Good aft ernoon.
25 Q So while you did not have cross-exam nation
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questi ons about decoupling, you are the decoupling
W t ness, so do you m nd answering a few questions about
t hat ?

A Not at all.

Q kay. So you heard ny question to Ms. MCoy,
and so I'mjust confirmng this with you, that the
Conpany stated that it would limt its decoupling
adjustnments to three percent, but didn't reference three
percent of what.

It is revenue requirenent, correct?

A Yes. And actually, in the tariff that we
proposed itself, which is in JRS-16, we actually specify
how t hat woul d be done.

And so it's a three percent limtation would be
cal cul ated based on the total normalized revenues for
the 12-nmonth period ending June 30 each year. So it's
not the revenue requirenent that cones out of this case;
it's sort of a noving target in order to keep it to be a
nore real three percent.

Q Thank you. That's very hel pful.

And further, on the Conpany's commtnent to file
quarterly reports wth the Conm ssion and to eval uate
the effectiveness of the decoupling nmechanism is there
an expectation that these quarterly reports would, in a

sense, as a cunulative effect, end up with a third-party
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eval uation? They'd be part of that process or be part
of the history of that?

A Yes, they would be available to that third-party
eval uat or.

Q kay. And will those reports be filed in this
docket, or have you had discussions wth Staff at al
about whether there's a new docket for this?

A We have not had discussions. | think we're open
to what ever process the Comm ssion or Comm ssion Staff
want on that.

Q Ckay. And then on the issue of the power cost
adj ust nent nechani sns, so the Conpany is proposing to
track and recover only non-power-rel ated costs through
t he decoupling nmechanism correct?

A Yes.

Q And you're famliar with Avista's and Puget

Sound Energy's proposal s?

A Their decoupling proposal s?

Q Yes.

A Yes. O nmechani sns.

Q So Avista's nechanismincludes all fixed costs,

I ncl udi ng production costs, correct?
A Yes.
Q Ckay. And in August of |ast year, we nodified

Puget Sound Energy's power costs and decoupling to nove
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production -- fixed production costs fromthe P-CA-M
PCAM into its decoupling nmechanism so it |ooks |ike
there's a trend here.

Is there -- so the proposal for fixed production
costs in PacifiCorp's, they're deferred into the PCAM
correct, in PacifiCorp's proposal, fixed production
costs?

A Not exactly. So net power costs, all the
vari abl e fuel costs that go through the PCAM those are
in the PCAM W renove those costs for the decoupling.
So it's -- everything else is essentially in the
decoupling nmechanism So I'm not sure what you nean by

"fixed production costs."

Q | guess |I'm asking whether, is there an intent
to -- so you have the decoupling proposal for this
proceeding. |Is there interest in ensuring that all of

t he mechani sns across the three utilities operate
consistently in the future? O is there a reason why
Paci fi Corp should be different related to power costs

and PCAM and decoupling?

A | thought we were actually quite simlar in our
approach. | don't have -- you know, | certainly didn't
try to -- they're very simlar approaches. | don't know

that everything has to be cookie cutter across all three

utilities.
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| made a couple refinenents to decoupling
mechani sns | saw on the other two utilities that |
t hought worked better for us. So | can't speak to if we
have an interest in all three marching forward together,
but | think there is consistency generally across the
t hr ee.

COW SSI ONER RENDAHL: Ckay. Well, thank
you. That's all | have. | don't know if ny coll eagues
have ot her questi ons.

COW SSI ONER JONES: No questi ons.

CHAI RVAN DANNER:  Good.

JUDGE FRI EDLANDER: Ckay. Thank you.

Thank you, Ms. Steward. You're excused.

THE W TNESS: Thanks.

JUDGE FRI EDLANDER: And | believe that
concludes the Uility's wtnesses?

M5. MCDOWELL: Your Honor, it does
i nclude -- that does conclude our case.

Wth respect to one of the wi tnesses who was
not called for questioning today either by the parties
or the Conm ssion, Ms. Hymas, we have one change to her
pre-filed testinony. | could either read it into the
record now, or we could file an errata, however you want
to handl e that.

JUDGE FRIEDLANDER: | think an errata would
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be nost efficient.

M5. MCDOWNELL: We will do that. Thank you.
JUDGE FRI EDLANDER: And | believe the next

witness is M. Ball.

JASON BALL, W t ness herein, having been

seat ed.

* % %

first duly sworn on oath,
was exam ned and testified

as foll ows:

JUDCGE FRI EDLANDER: Thank you. You can be

Is it going to be Ms. Caneron-Rul kowski ?
M5. CAMERON- RULKOWSKI @ Yes, your Honor.
JUDGE FRI EDLANDER: Ckay.

EXAM NATI ON BY Ms. CAMERON- RULKOWBKI  * **

BY M5. CAMERON- RULKOASKI :

Q
A
Q
A
Q

A

Good afternoon, M. Ball.

Good afternoon.

Wul d you pl ease state your full nane?
Jason Bal | .

And where are you enpl oyed?

Washington State Uilities and Transportation

Comm ssi on.

Q

And what position do you currently hold with the
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Commi ssi on?
A |'"'ma regul atory anal yst.
Q And pl ease direct your attention to Exhibit No.
JLB-1T.
Is this the testinony that you prepared in
response to Pacific Power's pre-filed direct testinony?
A It is.
Q And in the course of your direct testinony, you
refer to Exhibit Nos. JLB-2 through JLB-6.
Were these exhibits prepared by you?
A Yes.
Q Are there any corrections that you need to nake
to your testinony or to the exhibits?
A Yes. | have a correction to JLB-1T, ny direct
testi nony, on page 13.
Begi nning on -- please incorporate the changes
that were reflected in the errata filed on Friday.
Begi nning on line 5, the nunbers should read 5, 330, 704,
or 1.58 percent.
In Table 2, beginning at line 8, JimBridger SCR
Rate Plan or Columm Rate Plan, Year 1, should read,
1,443, 576.
Row CGeneral Adjustnents Other should read
6, 774, 280.
CHAI RVAN DANNER:  |'msorry, M. Ball.
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1 Coul d you repeat that, please?
2 THE W TNESS: 6, 774, 280.
3 Tot al Mbdel ed Revenue Requi renent Change,

4 t he next row, should read 5, 330, 704.

5 And the last row, Staff Proposed Rate Change
6 in Rate Plan Year 2, 728, 690.

7 And finally on row 12 -- or excuse ne, line
8 12, it should read, 728,690, or .216 percent.

9 JUDGE FRI EDLANDER: And - -

10 M5. CAMERON- RULKOWSKI :  And we will --

11 JUDGE FRI EDLANDER: | was just going to

12 say -- you read ny mind -- you'll be filing those

13 el ectronically as well, right?

14 M5. CAMERON- RULKOWSKI ;@ That's correct.

15 JUDGE FRI EDLANDER:  Thank you.

16 BY M5. CAMERON- RULKOWSKI :

17 Q Now, M. Ball, if | asked you the questions in
18 your testinony today, would your answers be the sane?
19 A They woul d.

20 M5. CAMERON- RULKOWSKI :  And M. Ball is

21 avai |l abl e for cross-exam nation and for questions from
22 t he bench.

23 JUDGE FRI EDLANDER: Thank you.

24 Ms. Rackner?

25 M5. RACKNER  Yes.
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1 *** EXAM NATI ON BY M. RACKNER ***

2 BY M5. RACKNER

3 Q Good afternoon, M. Ball.

4 A Good aft ernoon.

5 Q | wanted to start by asking you sonme questions
6 about Staff's recommendation with respect to the Idaho
7 Power Asset Exchange. And if you don't mnd, just to
8 get us all on the sane page, |'d like to just review

9 Staff's recommendati on.

10 First, you recommend that the Conm ssion reject
11 t he Conpany's proposal to allocate to the WCA the assets
12 t he Conpany gained in the exchange, correct?

13 A Yes. That particular group we refer to as the

14 Exchange Assets.

15 Q kay. And then there's another set of assets
16 that Staff refers to as the Reassignnent Assets, and
17 those are the assets that the Conpany had been -- had
18 owned, but now the Conpany is proposing to reallocate

19 themto the WCA because the Conpany believes that

20 they're now available to serve custoners on the Wst

21 side; is that correct?

22 A Yes. That particular set of assets refers to

23 assets along the Bridger to Goshen and Goshen to Kinport
24 I i ne.

25 Q kay. And so it's your position that those
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shoul d not be allocated to the WCA, is that correct?

A That's correct.

Q kay. And your position is that Staff seriously
questions whether the benefits of the transaction are
commensurate with the cost; is that correct?

And why don't | direct you to your testinony at
page 71, lines 4 through 5.

A Yes, that's correct.

Q Ckay. So begi nning on page 67 of your
testinony, starting at line 19 --

A Yes.

Q -- you di scuss an open neeting nmenorandum t hat
was filed by M. Twitchell for Staff in the docket that
t he Conpany filed for approval of |Idaho Power Asset
Exchange; is that correct?

A That is correct.

Q And now, in the approval docket, Staff analyzed
the petition that was brought by the Conpany under the
Comm ssion's no-harm standard; is that correct?

A | believe that's the standard M. Tw tchell used
and | cited in your testinony -- in ny testinony, yes.

Q And in anal yzi ng whet her the exchange net the
no- harm standards, Staff, in their neno, addressed both
t he expected costs and the expected benefits of the

exchange; is that correct? And let nme direct you to
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your Cross-Exhibit No. 7.

A OCkay. Wi ch page?

Q And -- well, first let me ask you, is that the
open neeting nmenorandumthat you referred to in your
testi nony?

A Yes.

Q kay. And -- well, let ne just ask you, wth
respect to the benefits of the transaction, do you agree
with ne that those are summari zed on pages -- starting
at the bottom of page 6 going onto page 7 of the
exhi bit?

A Well, | believe the way M. Twitchell phrased it
s what the transaction would do and what the
transacti on woul d not do.

Q kay. So let's start with what the transaction
woul d do.

So first of all, M. Twitchell concluded that
the transaction would increase reliability for the
Conpany's | daho service territory; is that correct?

A That is correct.

Q The transacti on would increase the Conpany's
ability to serve |loads in the Wst Balancing Area in
certain line outage situations; is that correct?

A That's correct.

Q The transaction would i nprove adm nistrative
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1 efficiency by replacing the | egacy agreenents wth
2 transparent owed-based transactions; is that correct?
3 A That's correct.
4 Q And woul d i nprove the prospects for cost sharing
5 with I daho Power on future transm ssion projects and
6 I ncrease Pacific Power's ownership in the transm ssion
7 lines that it uses to serve the West Bal ancing Area,
8 t hereby reducing the need for wheeling on |Idaho Power's
9 lines; is that correct?
10 A That's correct.
11 Q Ckay. And with respect to the costs, | want to
12 direct you to page three of that sane nenorandum
13 And at the very bottom of the page, Staff states
14 that, relying on data responses that were provided by
15 Pacific Power in that docket, Staff woul d expect a
16 near-termincrease in rates of about $575,000; is that
17 correct?
18 A That's correct.
19 Q So based on those costs and those benefits,
20 Staff did conclude that the no-harm standard had been
21 satisfied, did they not?
22 A Yes. But to be clear, this neno and this
23 particul ar docket were late into the approval of --
24 approval of the actual exchange, not necessarily
25 approval of the ratemaking treatnent associated with it.
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Q That's correct. But the -- but Staff did | ook
at what the potential or expected costs would be; is
that correct?

A Correct. The potential or expected costs and
benefits that were known at the tine.

Q And have you read M. Vail's testinony in this
case?

A | have.

Q And woul d you agree wwth ne that, generally,
that the benefits that are listed in M. Twitchell's
menor andum are generally the sane benefits that the
Conpany discusses in M. Vail's testinony?

A Yes, | would agree with that.

Q Ckay. So | next want to direct your attention
to page 73 of your testinony. And starting at line 4 --
excuse ne. |I'mon the wong page nyself. Ckay.

Starting on line 4, you state, "Further, the
Conpany has stated the reason for acquiring the Exchange
Assets was not to serve an entity located in the WCA. "
Do you see that?

A Yes, | see that.

Q And you support that statenent with a quote.
The quote says, "Follow ng the exchange, Pacifi Corp has
ownership on the JimBridger to Goshen |ine that

facilitates service to the Goshen area |load. Pacifi Corp
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did not have this ability before the exchange."
Did | read that correctly?

A Yes.

Q And you cite, as support for that statenent,
Pacific Power's response to Staff, Data Request Nunber
5?

105.

Excuse ne, yes. 105.

> O >

Yes.

Q kay. And -- but you didn't offer into evidence
t hat Response 105, did you?

A | don't believe so, no.

Q kay. So | want to direct your attention to
your Cross-Exhibit 10CX

So is that the Data Request 105 that you're

gquoting in your testinony?

A Yes, it is.

Q kay. And the question that's posed in that DR
Is as follows: "Regarding the direct testinony of
Richard Vail, Exhibit No. RAV-1T, page 8, lines 10
t hrough 13, please explain in detail how the |daho Power
Asset Exchange will enable the Conpany to nore
efficiently operate its transm ssion system"”
Did | read that correctly?

A. Yes.
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Q Ckay. The response the Conpany provides, the
first paragraph is the sentence that you quoted in your
testinony, but it's the second paragraph that | wanted
to call your attention to.
Do you need a nonent to get there?
A No, I'mjust looking for a different exhibit.
Q kay. And that second paragraph reads as
follows: "In addition, the conversion of PacifiCorp's
| egacy contract transm ssion service to | daho Power
tariff service in the Hurricane and La G ande areas
provides new flexibility, including the benefits of
redirecting service, firmservice, and all other
benefits of tariff service."
Did | get that right?
A Yes.
Q So can you tell ne where the Hurricane and

La Grande areas are?

Well, let nme ask you this: Are they in the WCA?
A | believe so.
Q So wouldn't it be a fair summary of this data

response that it discusses benefits fromthe |daho Power
Asset Exchange that would accrue both within and w thout
t he WCA?

A Yes, that's a fair characterization.

Q Okay. Thank you.
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Ckay. | want to take you back to the schematic
that you provided on -- | believe it was on page 65 of
your testinmony. |I'Il try not to refer to colors know ng

t hat not everybody's got col or here.

But first let me just ask you, do you agree
that, as a result of the exchange, there are certain
assets that are currently included in the WCA t hat
Paci fic Power no | onger owns?

A By "currently included,"” you nean assets that
have been previously included as part of rates and were
transferred to | daho Power?

Q Yes, that's correct.

A Yes, | believe -- | believe that would be true.

Q Ckay. And | just want to direct your attention
to this schematic that shows there's three transm ssion
lines | eaving the JimBridger generation plant, and it's
the bottomtwo lines that are solid |lines that
Paci fi Corp previously owned 100 percent of; is that
correct?

A That's correct.

Q And is it your understandi ng now that Pacifi Corp
owns a two-third interest in each of those |ines?

A Yes.

Q And isn't Staff's recommendati on that

100 percent of the cost of those |ines would continue to
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1 be allocated to the WCA?
2 A Effectively, for the tine being, yes. But |
3 nean, that's part of the issue with regulatory lag in
4 that, until regulatory treatnent is approved, there are
5 going to be itens included in rate base that are not
6 technically owned by Pacific Power anynore.
7 Further, ny understandi ng of the exchange was
8 that it is virtually a like-kind -- in-kind exchanges
9 that have very little gap between the value of the
10 assets.
11 So to say that the -- to say that there are
12 certain assets included in the WCA that are no | onger
13 part of the Pacific Power systemis true, but the val ue
14 of those assets would not necessarily have changed very
15 much.
16 Q Wll, isn't it true that, in M. Twitchell's
17 menor andum Staff certainly acknow edged at that tine
18 that there would be sone change to rates based on the
19 exchange?
20 A Yes.
21 Q kay. And I'ma little puzzled by your coment
22 about requlatory |ag, because we're here in a rate case
23 ri ght now asking that the correct assets that are
24 actually serving Washi ngt on custoners now as a result of
25 t he exchange be properly reflected in the WCA;, is that
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correct?

A Correct. | was just referring to that when this
exchange was approved and effected, it did not
I mredi ately change rate base in Washi ngt on.

Q And is it your understanding that the Conpany is
asking today to update rate base to incorporate the
assets that were acquired in the WCA?

A Yes.

Q kay. And it's Staff's recommendation that the
Comm ssion refuse to do so; is that correct?

A For the tinme being. The basis of that rationale
Is principally based on the idea that the Conpany hasn't
reflected the full level of benefits and the full |evel
of costs yet. And part of that has to do with the fact
that NPC, net power costs, haven't been updat ed.

And sone of this transaction -- sone of the
effects of this transaction will be realized through net
power costs, and sone of the benefits of this
transaction will be reflected through EEIM

Wt hout an update to NPC, net power costs, we
won't be seeing the full level and full inpact this
transacti on may be having on Washington rates. That's
why we recommend hol ding off to evaluate it until
there's a tine when we actually have -- can evaluate the

full |level of benefits and costs.
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| include in here also Staff's additional
concerns wth this exchange and with the reassi gnnent
assets. W support the correction assets, assets which
are related to a msallocation, and those do get
changed.

We just think that in the -- that until such
time as the full |evel of benefits and costs can be
reflected, it would be inappropriate to reflect parti al
anount of the exchange.

Q Vell, let me direct your attention to your
testinony, page 71, line 15, and | think this gets to
t he point that you're making.

You state that "The Conpany does not include the
benefits associated with flexibility and the resource
di spatch and wheel i ng across the PACW and PACE systens
because there is no change in baseline power costs."

Is that -- do | have that right?

A Yes, that's correct.

Q And in addition, you say, "Reliability benefits
woul d appear as avoi ded market purchases, and therefore
decreased rel ative power costs, fromdi spatch of cheaper
JimBridger power"; is that correct?

A That's correct.

Q And then on line 21, you say, "Further, the

benefit of the dynam c overlay in the formof EIM nmarket
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1 transactions has not been included in the power cost

2 baseline up to this point"; is that correct?

3 A That is correct.

4 Q So woul d you agree that the benefits of

5 reliability, flexibility and dynam c overlay wll show
6 up -- or let's put it this way -- may show up through a
7 decrease to net power costs?

8 A Yes. May show up, yes.

9 Q And between rate cases, then those benefits

10 woul d be passed through to custoners through the PCAM?

11 A They pass through in the formof actuals versus
12 baseline, but they're not reflected in the baseline.

13 Q But -- but through the PCAM custoners may well
14 receive the benefits; is that correct?

15 A Not necessarily. Again, thisis -- we're

16 tal ki ng about actuals versus rates. The PCAM conpares
17 basel i ne power cost rates wth actuals.

18 The benefits fromthis transaction nay appear in
19 the actuals, but they're conpared agai nst the baseline
20 rate. So if the baseline rate doesn't have them and

21 those benefits, all else equal, appear, then it hits --
22 It occurs inside of the deadband when the Conpany gets
23 to keep the revenue.

24 Q And if those benefits woul d exceed the deadband,
25 woul d you agree with ne that custoners woul d receive the
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benefits of the flexibility, the dynam c overlay and
reliability that | believe even you contenpl ate nmay
result fromthe transaction?

A Al else equal, it would have to exceed the
deadband and then it would reach into the sharing bands
where the conpany -- custoners woul d begin sharing
50/ 50, and then ostensibly into the third band.

Q And if that were to occur and the Comm ssion
accepted your recommendation that the investnent in the
| daho Power Asset Exchange not be included in rates,
woul dn't there be a msmatch with custoners receiving
the benefits and -- but w thout paying for the

I nvest nent ?

A It would have to becone a very, very big benefit
to get to that kind of level. | nean, the baseline
power costs -- excuse ne, the sharing bands are set at a

pretty wi de gap around net power costs. W' re talking
mllions of dollars' worth of benefits. And if those
mllions of dollars of benefits were -- were or are
going to be realized, |I would have expected the Conpany
to propose a change in that power cost baseline in this
case, and | do believe there would be serious eyebrows
raised if that ever happened.

M5. RACKNER: That's all | have.

JUDGE FRI EDLANDER: Thank you.
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M. Cowell?
*** EXAM NATI ON BY MR, CONELL ***
By MR COWELL.:

Q Good afternoon, M. Ball.

A Good afternoon.

Q So M. Ball, you' ve testified that the Conpany's
proposed rate plan is a well-designed stay-out period,
ri ght?

A | believe those are the words | used, but could
you point me to --

Q No, | can -- I'mreferring actually to page 3 of
your testinony, JBL-1T [sic], page 3, lines 11 and 12.

A Yes, a well-designed stay-out period with
di screte adj ustnents.

Q Okay. Now, when you consider a stay-out period,
what does that termnean to you? What does "stay-out"
mean?

A The stay-out period neans that the Conpany woul d
not be filing a general rate case during that period.

Q kay. So you've testified that Staff support
for the proposed rate plan is because it may hel p change
or address the trend of continuous Pacific Power rate
cases, right, followng along with what you just said?

And that, I"'mreferring to your testinony at

page 9, lines 4 through 5, also page 10, lines 13 and
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14.

A Yes, that's -- yes.

Q So would it be fair to say, then, that Staff
supports the proposed rate plan because the stay-out
peri od woul d reduce rate case, process?

A That's one of the reasons, yes.

Q kay. M. Ball, did you review M. Dalley's
rebuttal testinony?

A Yes.

Q And do you recall M. Dalley testifying that the
Conpany woul d determ ne whether to accept a nodified
rate plan? You might recall a simlar conversation this
nor ni ng.

A | recall the conversations this norning. |
don't have a copy of M. Dalley's testinony, | don't
believe. O mybe | do.

Q If you do have his testinony --

A | do.

Q Ckay. His rebuttal testinony, RBD 3T at 20 --
page 20, lines 13 through 14.

A Yes.

Q kay. Now, under circunstances in which the
Conmpany no | onger agreed to a stay-out period, would
Staff continue to support a nulti-year rate plan?

A W will continue to support it, but if the
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1 Conpany doesn't agree to a stay-out period, there's no
2 rate plan.

3 Arate plan -- that's one of the -- one of the
4 primary characteristics of a rate planis that there is
5 an incentive to the Utility, through sone form of annual
6 rate i ncrease or sonething else, and in exchange, the

7 Conpany agrees to a stay-out period. Wthout the

8 stay-out period, | don't believe you have a rate plan.
9 Q Ckay. Now, you've also testified, in what we
10 were just looking at in your testinony in pages 9 and

11 10, that the Conpany's proposed use of end-of-period

12 rate base, EOP rate base, may help to change or address
13 Pacific Power's trend of continuous rate cases, correct?
14 A Correct.

15 Q Now, in supporting the Conpany's current

16 proposed use of EOP rate base, did you consider the

17 Comm ssion's determ nation on the Conpany's proposed use
18 of EOP rate base in the |ast general rate case, the

19 Conpany's | ast general rate case, UE-1407627

20 A. Yes.

21 Q Okay. What's your understandi ng of the

22 Comm ssion's EOP determ nation in that case?

23 A | believe the Comm ssion did not allow EOP in
24 t hat case.

25 Q Do you recall the basis or any bases?
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A | believe one of the bases was that there was
only one party who provided anal ysis supporting it
besi des the Conpany, and that was -- or excuse ne. The
only party that provided anal ysis supporting it was the
Conpany, and the anal ysis was thin.

Q Now, would it be accurate to say that, in your
testinony, that you didn't cite to the Conm ssion's EOP
determ nation in that case?

A Yes.

Q Sol'd like to nove to anot her issue.

On page 31 of your testinony, lines 14 and 15,
is a reference for confirmng that Staff supports the
Conpany' s decoupl i ng proposal, right?

A Correct.

Q And staying on this page, lines 6 and 7, you've
characterized the Conpany's proposed decoupling
mechani sm as "designed to separate the recovery of costs
fromthe sale of kilowatt hours," correct?

A Correct.

Q Now, M. Ball, if you turn to page 40 and |lines
8 through 10, you've also testified that "the rate
desi gn for non-decoupl ed custoners should mrror as
cl osely as possible the effects of decoupling," right?

A Correct.

Q So that recommendati on woul d apply to Schedul es
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1 47 and 48, which are not included in the Conpany's

2 decoupl i ng proposal, correct?

3 A Correct. But as | say on that line, Staff

4 proposes a cost of service study coll aborative that

5 addresses costs of service and rate design. The

6 col | aborative woul d convene either -- or | believe we
7 wer e hoping the col |l aborative would convene very shortly
8 after the conclusion of this case; therefore, we would
9 be able to take into account the effects of decoupling
10 if it was approved.

11 Q (kay. Let's nove on. Last topic, M. Ball.

12 If you could turn to page 48 of your testinony,
13 and referring to lines 24 through 26, you expressed

14 Staff's concern over |ow incone inpacts w thout an

15 analysis that you're looking for; is that correct?

16 A Correct.

17 Q And if you turn the page to page 49, lines 1

18 through 4, you testified that, w thout detail ed

19 analysis, it is actually inpossible to determ ne the

20 sufficiency of low incone basis in funding, right?

21 A That is correct.

22 Q So in your opinion, M. Ball, do you think it
23 woul d be appropriate for the Comm ssion not to increase
24 | ow i ncone funding given that -- given the absence of
25 | npact studies or analysis in this proceedi ng?
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1 A | believe I've laid out a recommendation that is
2 t he good option for the Conm ssion in increasing | ow
3 i ncome funding to address the |ack of detail ed anal ysis.
4 However, if the Conm ssion believes that nore or |ess
5 funding is necessary, |I'mpretty sure that's their
6 deci si on.
7 Q Wuld it be accurate to say that Staff
8 recomrends | ow i nconme fundi ng i ncrease precisely
9 because -- and actually, let's hold back a second.
10 Page 49, lines 5 through 8. Start over again.
11 Wuld it be accurate to say that Staff
12 recomends a | ow i ncone funding increase precisely
13 because of -- and according to your testinony -- what
14 t he Conpany has shown or, rather, elected not to
15 denonstrate in this proceedi ng?
16 A Yes.
17 MR. COWNELL: Thank you, M. Ball.
18 No further questions, your Honor.
19 JUDCGE FRI EDLANDER:  Thank you.
20 M. Purdy?
21 MR. PURDY: Thank you, your Honor. | should
22 have nentioned this after ny cross of M. Steward.
23 G ven that we reached an agreenent that ended well wth
24 the cross as far as we're concerned, we don't have a
25 need to cross either M. Ball or Ms. Van Meter.
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JUDGE FRI EDLANDER: All right. Thank you.
s there any redirect by Staff?
M5, CAMERON- RULKOWBKI @ Yes, your Honor.
*** EXAM NATI ON BY Ms. CAMERON- RULKOWBKI  * * *
BY M5. CAMERON- RULKOWEKI :
Q M. Ball, would you please refer to Exhibit
No. JLB-7CX, and please turn to page 3.
Down at the bottom of the page in the section
"The rates and risks faced by ratepayers,"
M. Twitchell's nenp states that "the transaction is
‘financially neutral' to retail custoners.™
M. Ball, would you agree that that has turned
out to be the case?
A No. The transaction reflects a revenue
requi rement increase as detailed in the Conpany's direct
testi nony.
M5. CAMERON- RULKOWSKI @ Thank you, M. Ball.
No further questions.
M5. RACKNER: If | could, your Honor, |
believe that the Staff just slightly m sstated what the

meno says. | don't believe that it's M. Twtchell who
said that the -- that the transaction would be
financially neutral. M. Twitchell noted that the

Conpany initially stated that the transacti on woul d be

financially neutral, but then |later on provided data
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1 requests show ng a near-termincrease.

2 So it's just a fine correction, but | think
3 an i nportant one.

4 M5. CAMERON- RULKOWBKI @ It's correct --

5 that's correct. The neno stated that it was reflecting

6 what the Conpany had st at ed.
7 JUDGE FRI EDLANDER: Ckay. Thank you.
8 Are there any Comm ssion questions for

9 M. Ball?

10 COWMM SSI ONER RENDAHL: | have just a few,
11 M. Ball.
12 **x EXAM NATI ON BY COWM SSI ONER RENDAHL ***

13 BY COVMM SSI ONER RENDAHL:

14 Q So in terns of the decoupling nechani sm and

15 Staff's proposal for a trigger to the proposed

16 decoupl i ng nechanism is there sonething unique to

17 public -- to Pacific Power's WAshi ngton | oad and

18 non- power electric service costs that support your

19 recommendation for a trigger as this isn't included in
20 ei ther Avista or PSE s decoupling nechanisnf

21 A No. W proposed that because, as -- | believe
22 the phrase that Ms. Steward used was cookie cutter. W
23 don't really like using cookie cutters to just graft a
24 mechani smonto a particul ar conpany.

25 What we were looking at in this case was to
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1 evaluate this conpany in the con -- or evaluate this
2 decoupling nechanismin the context of the Conpany as
3 well as in the broader policy goals of Comm ssion Staff
4 for all the conpani es.
5 W make minute changes with every decoupling
6 mechani sm and proposals to see and test how t hese m ght
7 af fect a decoupling nechani smand how they m ght affect
8 a utility's opportunity to earn.
9 The deferral nechanismwas an idea to try and
10 see if we could propose -- propose a decoupling
11 mechani sm or support a decoupling mechani smwhile, at
12 the same tine, limting the nunber of rate changes that
13 occur with a traditional decoupling nmechanismthat PSE
14 or Avista has where it changes annually.
15 Q So in a sense, the trigger proposal is in
16 response to the experiences you' ve gained with both
17 Avista's and PSE' s decoupling proposal s?
18 A That's correct.
19 Q Ckay. So you heard the questions | asked
20 Ms. Steward about the PCAM?
21 A Yes.
22 Q Ckay. And |I'mnot sure they were entirely
23 clear, so ny apologies to Ms. Steward.
24 What does -- what do you think -- what does
25 Staff think of the proposal to include EIMcosts in the
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1 PCAM actual s as Boi se and t he Conpany propose?

2 A We didn't undertake a detailed review of power
3 costs in this case, and it's not an issue that |

4 testified to.

5 Power costs -- we actually think power costs

6 should just be left alone. W set the baseline -- we
7 set the baseline very recently, and we don't support

8 changi ng t he basel i ne.

9 As far as including actuals, if the EIMis an
10 actual cost that occurs when the Conpany is operating
11 and di spatching power in their system then it's an

12 actual cost and it needs to be included in actuals.

13 Q kay. So if the Conm ssion were to approve of
14 Boi se and the Conpany's proposal, would Staff want to
15 revisit the inclusion of the fixed production costs and

16 the PCAMin the Conpany's next rate case?

17 A |'"'msorry. Wat do you nean by "fi xed

18 production costs"?

19 Q The fixed power costs.

20 A I'"'mhaving a little troubl e understandi ng. |
21 t hi nk there m ght be sone confusion here. | don't

22 bel i eve the Conpany has proposed to include fixed power

23 costs in the PCAM at all.
24 The way | understand it is, the PCAM

25 I ncorporates only variable costs, simlar to what was
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recently proposed with the PSE nechani sm and what is
currently in operation with the Avista nmechani sm

Fi xed power costs or fixed production rel ated
costs would flow through with the decoupling nechani sm

COWM SSI ONER RENDAHL: CGkay. Thanks.

That's all | have.

JUDGE FRI EDLANDER: Ckay. Thank you.

| believe that's it. You're excused. Thank
you very nuch.

Why don't we di scuss what to do about the
end of today and whether we're going to be going
tonorrow. Let's go off the record to do that.

(A break was taken from
4.32 p.m to 4:43 p.m)

JUDGE FRI EDLANDER: We're ready to go back
on the record.

And we have Ms. Huang. Ckay.

M5. CAMERON- RULKOWSKI @ Your Honor, it
sounds |ike, since there are no questions for
Ms. Van Meter, can she be excused?

JUDCGE FRI EDLANDER: Yes. Yes. Thank you.

M5. CAMERON- RULKOWSKI @ Thank you.

JUDGE FRI EDLANDER: And before we -- we are
back on the record now, so before we get into additional

testinony, M. ffitch, if you wanted to give that U ah
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1 citation.

2 MR. FFITCH:  Yes, your Honor. Thank you.
3 The Utah statute that was referenced is

4 Session Law, Chapter 393, Enrolled Senate Bill 115,

S signed on March 29, 2016, effective May 10, 2016.

6 JUDGE FRI EDLANDER:  Thank you.

7 MR. FFI TCH:  Thank you, your Honor. And
8 it's nmy understanding that official notice is being

9 t aken of that.

10 JUDCGE FRI EDLANDER: Yes, that's correct.
11 And as agreed to prior to the testinony begi nning, all
12 of the exhibits on the exhibit list, including the

13 cross-exam exhi bits, have been adm tted.

14 So Ms. Huang, if you would stand up and
15 rai se your right hand.

16

17 JOANNA HUANG, w t ness herein, having been
18 first duly sworn on oath,

19 was exam ned and testified
20 as foll ows:

21

22 JUDCGE FRI EDLANDER: Thank you. You can be
23 seat ed.

24 MR. BEATTIE: Thank you, Judge Fri edl ander.
25 Il
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1 *** EXAM NATI ON BY MR BEATTIE ***
2 BY MR BEATTI E

3 Q Ms. Huang, could you please state and spell your
4 nanme for the record?
5 A My nane is Joanna, J-O-A-N-NA, [|ast nane

6 HUA NG

7 Q What is your position with the Conm ssion?
8 A Regul at ory anal yst.

9 Q Are you the sane Joanna Huang who fil ed

10 pre-filed responsive testinony in this case?

11 A Yes.

12 Q Is that testinony JH 1T?

13 A Yes.

14 Q And in the course of your direct testinony,

15 JH 1T, you refer to Exhibits JH 2 through JH 67
16 A Yes.

17 Q Were these exhibits prepared by you?

18 A Yes.

19 Q Do you have any corrections to either your

20 exhibits or your direct -- or excuse ne, your direct

21 responsi ve testinony?

22 A No.

23 Q Do you affirmthat testinony as though you were
24 repeating it here today?

25 A Yes.
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MR. BEATTIE: Thank you.
Ms. Huang is avail able for cross-exam nation
and for questioning fromthe bench.
JUDGE FRI EDLANDER:  Thank you. And |
believe that it's M. Cowell.
MR. COWNELL: Thank you, your Honor.
*** EXAM NATI ON BY MR, COWELL ***
BY MR COWELL.:
Q Good afternoon, Ms. Huang.
A Good afternoon.

Q So Ms. Huang, if you would start by turning to

page 3 of your testinony, lines 19 and 20.
A Yes.
Q Now, you testified that plant and service

bal ances at EOP | evels are a nore accurate reflection of
rate base bal ances during the rate year in conparison to
an average of nonthly averages, or AMA, the AMA
approach, correct?

A Yes.

Q Now, in support of your position, did you
di scuss your cite to the Conm ssion's determ nati on on
t he Conpany's EOP proposal in Pacific Power's |ast
general rate case?

A No.

Q Are you famliar with that determnation in the
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1 | ast general rate case?

2 A It's the four factors?

3 Q Correct. W were discussing it earlier, right?
4 A Yeah.

5 Q Now, do you think, Ms. Huang, that the

6 Comm ssion's determ nation on the Conpany's use of EOP

7 rate base in Pacific Power's general rate case is

8 sonet hing that should be considered in this proceedi ng?
9 A Yes.

10 Q If you could turn to the next page of your

11 testinony, page 4, lines 1 through 4.

12 Now, you believe that M. Dalley and Ms. MCoy

13 have adequately supported the Conpany's ECP proposal in

14 this case, correct?

15 A Yes.

16 Q And in support of your opinion, in footnotes 1
17 and 2 of your testinony, | count that you cite to

18 five pages of direct testinony for M. Dalley and
19 Ms. McCoy; is that accurate?

20 A Yes.

21 Q Now, if you would turn to page 9 of your
22 testinony, please, lines 6 and 7.

23 Now, you were al so asked in your testinony

24 whet her the Conpany had adequately supported its

25 accel erated depreciation proposal; is that correct?
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Yes.
And your answer to that question was no, right?

That's correct.

o >» O »

Ckay. And you went on to testify that the
Conpany supported its accel erated depreci ati on proposal
with only cursory and qualitative testinony by

M. Dalley and Ms. McCoy; is that correct?

A Yes.

Q Now, this statenent of your testinony was
supported by footnote 16, right, on page 9?

A Yes.

Q Now, as | cal cul ate here on page -- on footnote
16, you cited to six pages of testinony from M. Dalley
and Ms. McCoy to support your position, right?

A That's true.

Q Ckay. Now, going back again to the five pages
of Conpany testinony you cited to support for testinony
t hat Pacific Power had adequately supported its ECP
proposal, do those five pages not constitute cursory and
gualitative testinony?

In other words, what I'mtrying to get at it, it
woul d seem on face value to be about the sane anmount of
testinony. 1In one, you have testified that it was
adequat e support, and the other one you said was nerely

cursory and qualitative testinony.
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Does that nmake sense?

A The reason | don't support the accel erated
depreciation is, the main factor, the Conpany proposed
only two. One is to align for Oregon's depreciation,
and the other one is for flexible resources planning.

So it's very skinpy to ne.

Q Okay. So in substance, even though it's about
t he same anmobunt of testinony, you think there's a
significant difference; is that correct then?

A Yes. And then they don't have -- they didn't
provi de the depreciation study for this purpose.

Q So staying here on page 9, Ms. Huang, lines 13
t hrough 17, you quoted, and even included as an exhibit,
what you described as a candid response fromthe Conpany
stating that Pacific Power has not done any anal ysis or
studies in its evaluation of whether to shorten
depreciable lives of JimBridger and Colstrip units in
its current filing; is that accurate?

A Yes.

Q And if you would turn to page 11, lines 8
t hrough 10, pl ease.

You offer the opinion that the Conpany failed to
justify its accel erated depreciation schedule, right?

A Yes.

Q And in lines 13 through 14 on that page, you
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1 al so recommend that the Comm ssion shoul d postpone any
2 adjustnents related to accel erated depreciation until
3 t he Conpany updates its depreciation study, right?

4 A Yes.

5 Q (kay. So do you think it would be appropriate
6 to approve the Conpany's proposal, though, considering
7 the schedule in this proceeding is accel erated?

8 A In this proceedi ng?

9 Q Yeah. On the basis that it's accel erated?

10 A No.

11 Q Ckay.

12 MR. COWNELL: Actually that's -- no further
13 guesti ons.

14 Thank you, Ms. Huang.

15 JUDCGE FRI EDLANDER: Thank you. Are there

16 any -- | should ask for redirect.

17 MR. BEATTIE: No redirect, your Honor.

18 Thank you.

19 JUDCGE FRI EDLANDER:  Thank you.

20 Any questions fromthe bench?

21 CHAI RVAN DANNER:  No.

22 *** EXAM NATI ON BY COWM SSI ONER JONES ***

23 BY COW SSI ONER JONES:
24 Q Ms. Huang, Conm ssioner Jones here. Wre you

25 here this norni ng when comm ssioners and ot hers were
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1 aski ng questions of M. Dalley?
2 A Yes.
3 Q Was there anything on the -- you spent a great
4 deal of tinme on these two issues, alignnent and
5 flexibility.
6 A Yes.
7 Q Was there anything that you heard this norning
8 t hat caused you to change your opinion on the alignnment
9 | ssue?
10 A No, | will not change ny position.
11 Q And when is the new depreciation study schedul ed
12 to be delivered to Comm ssion Staff?
13 A Usually they file every five years, so last tine
14 It was in 2013, so | assunme they will file in 2018.
15 COWM SSI ONER JONES:  That's all | have.
16 Thanks.
17 JUDGE FRI EDLANDER: Thank you.
18 Ckay. Thank you. You' re excused.
19 Thank you. And | believe we have
20 Ms. O Connel | next.
21
22 ELI ZABETH O CONNELL, W t ness herein, having been
23 first duly sworn on oath,
24 was exam ned and testified
25 as follows:
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JUDGE FRI EDLANDER: Thank you. Pl ease be

seat ed.
Ms. Caner on- Rul kowski ?
M5. CAMERON- RULKOWSKI @ Thank you,

your Honor.

*** EXAM NATI ON BY Ms. CAMERON- RULKOWBKI  * * *

BY M5. CAMERON- RULKOWSKI :

Q Good afternoon, Ms. O Connell.

A Good aft ernoon.

Q Wul d you pl ease state your full nane?

A My nane is Elizabeth O Connell. [It's
E-L-1-Z-A-B-E-T-H, capital O apostrophe, capital
CONNE-L-L.

Q Pull the m crophone a little closer to you if
you coul d.

Where are you enpl oyed, Ms. O Connel | ?

A "' menployed with the Washington State Utilities
and Transportati on Comm ssi on.

Q And what is your position with the Comm ssion?

A |'"'ma regul atory anal yst.

Q Pl ease direct your attention to Exhibit
No. ECO 1T.

Is this testinony that you prepared on behal f of
Staff in response to Pacific Power's pre-filed direct

testi nony?
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A Yes, it is.
Q And in the course of your direct testinony, you
referred to Exhibits ECO 2 t hrough ECO 9.
Do you have any corrections to be nmade to your
testinony or to your exhibits?
A | have a correction to make to ny testinony.
On page 32, line 11, it reads the "Wst Control
Area," and it should read "Wshi ngton."
Q Thank you. And were all of these exhibits
prepared by you?
A Yes, they were.

M5. CAMERON- RULKOWBKI :  Ms. O Connell is
avai |l abl e for cross-exam nation and for questions from
t he bench.

JUDGE FRI EDLANDER: Ckay. Thank you.

*** EXAM NATI ON BY MR, LOMNEY ***

BY MR LOMEY:

Q Ms. O Connell, ny nanme is Adam Lowney. |'m
counsel for Pacific Power. Good afternoon.

A Good afternoon.

Q So | actually -- | just have a few questions
about your environnental renediation adjustnent.

So the first one is, | just want to nmake sure

we're clear on the correction you just nade. So your

original proposal, at least as it was stated in lines 10

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 367



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

EXAM NATI ON BY MR- LOMEY / O CONNELL
and 11, was to include all environnental renediation
expenses for projects that are |ocated in the Wst
Control Area, and now you woul d just include projects
that are located in Washington; is that correct?

A That is correct.

Q kay. And | just wanted to -- just to make sure
we're all on the sane page, there was another correction
that relates to your adjustnent that was included in
M. Ball's revenue requirenent exhibit that was filed on
Friday; is that correct?

A That is correct.

Q And just for franme of reference, that would be

Exhibit JLB-2R, and it's page 52?

A | believe so, yeah.

Q That's correct?

A That's correct.

Q And just so we -- to nmake sure | understand this

adjustnent or this correction, in the original exhibit
you had taken -- or M. Ball had taken -- |I'mnot sure
who -- the renediation costs for projects located in
Washi ngton, and then you had applied the SO factor to
t hose costs in calculating the revenue requirenent,
correct?

A That was initially filed, yes.

Q And now you're allocating 100 percent of the
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Washi ngton -- of the costs associated with WAshi ngton
projects to the revenue requirenent, correct?

A That is correct.

Q Ckay. So | think -- | just wanted to make sure
we're all on the sane page.

And so based on -- on the two corrections that
have happened, both in M. Ball's testinony and to your
own, you woul d agree that, under your proposal,

Washi ngt on custoners woul d pay 100 percent of the
remedi ati on costs associated with projects that are
physically located within the state of Wshi ngton,
correct?

A On non-nmgj or projects, environnental projects
that are |located i n Washi ngton, yes.

Q And to be clear, Washington custoners woul d pay
no costs for any environnental renediation project
that's not |ocated in Washi ngton, correct?

A For any non-maj or environnmental renediation
projects that are not |ocated in Washi ngton, yes.

Q kay. If you could turn to your exhibit, it's
ECO- 7, and this exhibit identifies the renediation
projects that you include in your adjustnent.

And just to give everybody a franme of reference,
there's four projects at the top of this table that are

all identified as Washi ngton projects, and those are the
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four projects that you include in your revenue -- in
Staff's revenue requirenent, correct?

A That is correct.

Q And all the projects at the bottomof the table
you exclude fromyour revenue requirenment, correct?

A That is correct.

Q And just | ooking, for instance, at the |ast
three projects that are located -- or that are at the
bottomof this table, they relate to the Bridger -- the
JimBridger generating plant and coal mine; is that
correct?

A That is correct.

Q And your position is that Washi ngton custoners
shoul d pay no renedi ati on costs associated with the

Bri dger plant because it's not |ocated in Washi ngton,

correct?
A That is correct.
Q Now, you agree that the Bridger plant does serve

Washi ngton custoners and is included in rates under the
WCA net hodol ogy, right?

A Correct.

Q But under your proposal, WAshington custoners
receive that benefit but don't pay any costs associ ated
with renediation efforts?

A That is correct.
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Q And you believe that that satisfies the
Comm ssion's standards for cost causation related to
interstate all ocation of costs?
A In this case, it does.
Q How so?
A Um basically, ratepayers in the state of
Washi ngt on have no control over the decisions that |ed
to these environnental projects, so | believe that
it's -- the approach that I'mtaking is a better
approach for this particul ar project.
MR. LOWNEY: Thank you, Ms. O Connell.
That's all the questions | have.
JUDGE FRI EDLANDER: Thank you.
M. Cowell ?
MR. COWELL: Thank you, your Honor.
*** EXAM NATI ON BY MR, COWNELL ***
BY MR COWNELL.:
Q Good afternoon, Ms. O Connell.
A Good afternoon.
Q So Ms. O Connell, if you would turn, please, to
page 6 of your testinony and lines 3 and 4.
A Um hmm
Q kay. Now, you've testified that the Comm ssion
only allows pro fornma adjustnents that give effect for

the test period to all known and neasurabl e changes t hat
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are not offset by other factors, correct?

A Correct.

Q And on lines 13 and 14, you then explain that
"An offsetting factor is any factor that dimnishes the
effect of a known and neasurabl e event,"” right?

A Correct.

Q And sane page, lines 14 and 15, you even
testified that the exclusion of offsetting factors
creates a mismatch in that a known and neasurable --
known and neasurabl e changes are either overstated or
understated, correct?

A Correct.

Q Now, if you'd turn, please, to page 8 of your
testinmony, lines 19 and 20.

You have testified that certain pro forma
adj ustnents are appropriates for inclusion in the second
year of the Conpany's proposed rate plan, right?

A Correct.

Q Ckay. And sane page, lines 23 through 25, in
support of this position, you explain that "Staff wll
have an opportunity follow ng the Conpany's attestation
filing to review the final costs for both projects
bef ore any costs are included in the 2017 rate year,"
right?

A Yes.
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Q Now, Staff anticipates that this attestation
period woul d | ast about 60 days; is that right?

A | believe so, subject to provision, yeah.

Q Now, during this 60-day attestation period,
woul d Staff also be review ng any offsetting factors
that m ght dimnish the effect of known and neasurabl e
costs to be included in the second rate year period
[sic]?

A | believe so, that we could review any potenti al
of fsetting factors. But at this point, Staff doesn't
have any reason to believe that there will be an
of fsetting factor.

Q So internms of -- I'msorry.

A So given that -- we don't expect that to happen,
but we could review the possibilities of any offsetting
factor in the future, yeah.

Q And that would apply to all parties, right, by
your testinony, could review any offsetting factors
during that attestation period?

A | would defer the answer to that question to

M. Ball to be nore precise.

Q Okay. But your testinony is that Staff could --
A Yes.

Q -- is that correct?

A Yes.
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Q Ckay. So in preparation for your testinony in
this proceeding, you famliarized yourself with the
Comm ssion's known and neasurabl e standards; is that
true?

A Yes.

Q Ckay. And on page 8 of your testinony, do you
see lines 3 to through 12, you provided a bl ock quote as
to how the Comm ssion described this standard, right?

A Yes.

Q Okay. Now, have you reviewed the testinony of
M. Millins?
| believe so, yeah.
kay. Do you have a copy with you there?

| don't have a copy with ne.

o > O >

Let nme maybe ask it this way.

In your -- in your block quote, are you aware
that you omtted the | ast sentence fromthat paragraph
t hat you cited?

A Can you rephrase that?

Q In the block quote, lines 3 through 12 on page
of 8 of your testinony, are you aware that there's one
nore sentence in the paragraph that you cited there?

A | am not aware of that, no.

Q kay.

MR. COWNELL: No further questions,
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1 your Honor. Thank you.

2 JUDGE FRI EDLANDER: Thank you.

3 Does Staff have any redirect?

4 M5. CAMERON- RULKOWSKI : | do, your Honor.
5 ***x EXAM NATI ON BY MS. CAMERON- RULKOWABKI  ** *

6 BY M5. CAMERON- RULKOWEKI :

7 Q Ms. O Connell, I'mgoing to refer you back to
8 ECO 7.
9 You were asked about the projects below the --

10 all of the projects bel ow Washi ngton. And what | woul d

11 | i ke to ask you about those projects is, are those

12 projects major environmental remediation projects or

13 non- maj or environnmental remedi ati on projects?

14 A According to the Conpany, they're non-najor

15 remedi ation -- environnental renediation projects.

16 Q Now, what is the source of the definition of

17 “maj or"?

18 A The definition of "major" environnmental project

19 cones fromthe Order UE -- UE-031658, where it iIs

20 defined that "Any environnental projects that involve a
21 total Conpany expenditure of nore than $3 million

22 systemm de are defined as major environnmental projects.”
23 M5. CAMERON- RULKOWSKI :  Thank you. That's
24 all | have.

25 JUDGE FRI EDLANDER:  Thank you.
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1 Are there any questions fromthe bench?
2 CHAI RVAN DANNER:  No questi ons.
3 COW SSI ONER JONES: No questi ons.
4 COW SSI ONER RENDAHL:  No.
5 JUDCGE FRI EDLANDER: Ckay. Then you're
6 excused. Thank you so nuch for your testinony.
7 THE W TNESS: Thank you.
8 JUDGE FRI EDLANDER: | believe the
9 conm ssioners may have had -- or Comm ssioner Rendahl,
10 did you have a question for Ms. Ranas? |Is it Ramas --
11 M. ffitch, is it "Raymas" or "Ramas"?
12 M5. RAMAS: Ranas.
13 COW SSI ONER JONES: | do.
14 JUDCGE FRI EDLANDER:  Thank you.
15 MR. FFITCH  You don't want to get that
16 Wr ong.
17 COMM SSI ONER RENDAHL: | think actually
18 Commi ssi oner Jones has questi ons.
19 JUDGE FRI EDLANDER: Ckay. |If you would
20 approach the w tness stand.
21
22 DONNA M RAMAS, wi t ness herein, having been
23 first duly sworn on oath,
24 was exam ned and testified
25 as follows:
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JUDGE FRI EDLANDER: Thank you. You can be
seat ed.
Comm ssi oner Jones?
*** EXAM NATI ON BY COWM SSI ONER JONES ***
BY COWM SSI ONER JONES:
Q Good afternoon, Ms. Ranms.
A Good afternoon.
Q Thank you for your patience. W're just nearing
t he end, | think.
A Happy to be here.
Q In your testinony, and | think it is in pages --
what is your exhibit?
A | believe it's DVR- 1T.
Q Yeah, DWVR-1T.
So starting on page 29, you suggest the
Comm ssion determne that a regulatory liability account
shoul d be established, correct?
A Actually, ny primary recomendation is that no
change be nade at this tine.
Q Correct, yeah.
A But if the Conm ssion determ nes that sone
action should be taken as part of this case, then the
preferred approach would be to set up a regul atory

liability as opposed to putting changes in depreciation
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rights that would result in depreciation no | onger being
based on the current anticipated |life of the plan.

Q kay. Yes, | realize that this is your
alternative recommendati on.

A Yes.

Q Ckay. And before we get to the details of that,
| have a few detail ed questions.

On the Oregon -- you were here this norning, and
| think a few of us asked questions about the Oregon
Public Uility Conm ssion's decision in 2008 to track
I ncrenment al depreci ati on expenses for out-of-state coal
units in this manner.

Did you hear anything -- have you been invol ved
i n those cases?

A No, but | did go back and read the order in that
past Oregon case, as well as sone of the exhibits that
have been submtted in those cases.

And it's ny understanding that they didn't set
up a regulatory liability, but what they did is actually
went back to the previous depreciation lives. So they
did actually change that depreciation rates that are
bei ng used in Oregon.

Q kay. Thank you.

And then you go on to say that a separate

proceedi ng woul d probably be best to get into the

BUELL REALTIME REPORTING, LLC 206 287 9066 Page: 378



Docket No. UE-152253 - Vol. V WUTC v. Pacific Power & Light Company

EXAM NATI ON BY COWM SSI ONER JONES / RAMAS
1 details of howto establish this regulatory liability
2 account if we choose to do so?
3 A Yes, absol utely.
4 Q So have you reviewed -- have you had a chance to
5 review Staff's proposal to require what | call D and R
6 deconm ssi oni ng and renedi ation reporting? |Is there
7 I nformation that the Commi ssion would need in order to
8 set the anmount for recovery through such a regulatory
9 liability account?
10 A Yeah. | think the deconmm ssioning and
11 remedi ati on concern was different fromthe
12 depreciation-type issue. | believe Staff had a concern
13 t hat, based on the current depreciation, assuned
14 depreciation |ives, that there nmay not be enough
15 deconm ssi oning and renedi ation being built up at this
16 time. So that -- | viewed that as a little bit of a
17 di fferent issue.
18 But as part of any case where you | ook at these
19 assets and whether or not sone sort of advanced fundi ng
20 shoul d occur, as part of that, certainly | would
21 recommend | ooking at the current renediation funds and
22 decomm ssi oni ng funds that have been coll ected as part
23 of that.
24 Q Have you had a chance to review the Staff
25 I nvestigation report on Colstrip Units 1 and 2 that
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1 Staff did on D and R, on deconm ssi oni ng and

2 renmedi ati on? Have you seen that?

3 A | have seen it, and | read it, but | have to be
4 honest that it's not real fresh in ny mnd at the

S nonent .

6 Q VWll, ny sense is it would be sonething |ike

7 that. It would cover a whole range of issues both on

8 t he deconm ssioning of the plant and then the wastewater
9 ponds and ot her EPA regul ati ons on coal residuals, and
10 it would probably | ook sonething |ike that. But the

11 Conpany -- the burden woul d be on the Conpany to prepare

12 t hat report.

13 And is that sonething you agree with in this

14 regul atory proceeding is that the Conpany shoul d prepare
15 such a report?

16 A Yes. The Conpany has the burden of

17 denonstrating what its current projections of the

18 remedi ati on and deconm ssioning costs would be. And |

19 woul d hope that, as part of any future depreciation

20 cases, that that would all be factored into and

21 consi dered as part of the setting and determ nation of
22 t he depreciation rights going forward.

23 But again, if the Conm ssion determ nes that,

24 I nstead of doing this through the next depreciation case
25 that they would rather do sonething sooner -- and again,
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1 that's not ny recomendation --

2 Q Ri ght.

3 A -- but if that was what the Conm ssion wanted, |
4 woul d assune that, as part of that, they should direct

5 the Conpany to file that sort of information. That

6 woul d be considered as part of it.

7 Q Yes. And again, | realize you recommend this as
8 an alternative, not as your prinmary reconmmendation, but

9 in that report would be included things |ike accounting

10 type nechani sns, |ike an ARO, an asset retirenent

11 obligation, and things |like that, right?

12 A Yeah. That's all itens that are considered as
13 part of the depreciation rates, too. But if you're
14 | ooking to set up a separate regulatory liability type
15 approach, then you probably should consider all that as
16 part of determ ning what anount should be coll ected

17 through the regulatory liability.

18 Q And then would it be reasonable to create and

19 start funding such a regulatory liability in this

20 case -- again, | realize it's an alternative -- and then
21 adj ust the anount collected annually after considering

22 the D and R reports?
23 A | wouldn't recomend doing it as part of this
24 case because, in ny opinion, there hasn't really been

25 enough evi dence offered by the Conpany at this point to
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justify what a reasonable anobunt to start collecting
woul d be based on any sort of econom c study or
analysis, or plant |ife anal ysis.

Q So --
A And | wouldn't recommend changing it on an

annual basi s.

Q No?
A Yeah.
Q Ckay. So how woul d we go about picking an

initial anount? Can you list sonme criteria that we
shoul d | ook at?

A Un | intentionally did not recomend a specific
anount because it's ny opinion that there really isn't
enough information in this case to determ ne what a
reasonabl e amount woul d be.

We still -- the Conpany's current plans, as of
respondi ng to discovery in this case for these plants,
are the service lives that are currently rolled into the
current depreciation rates.

So | haven't seen anything to base a regul atory
liability on different assunptions or periods. | wsh |
had better guidance in that, but it's my opinion that
there hasn't been enough econom ¢ anal ysis and study
offered in this case to conme up with a regul atory

liability amount. It would have to be conpleted at the
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1 Commi ssion's discretion, and | really don't know what
2 you woul d base that on.
3 Q Right. But you did have a chance to review, and
4 | think you go into it in sone detail in your testinony,
5 the depreciation study for the Bridger -- especially for
6 the Bridger and the Colstrip 3 units in the 2013
7 depreciati on study, did you not?
8 A Yes, | did. And in fact, the adjustnents |
9 recommend in this case would reflect those rates that
10 were approved in that study.
11 Q Ckay.
12 A And again, if those rates stay in effect as a
13 result of this case, then I'mnot sure, you know, if you
14 continue collecting at that pace until a future date.
15 "' mnot sure you need to establish a regulatory
16 liability at this tinme as a result of this case.
17 Q No, | understand that, but |I -- I'"Il finish
18 her e.
19 Your recommend -- or your analysis is that, in
20 this case, it is difficult to find sufficient vetted
21 I nformati on, both on depreciation and all the other
22 liabilities associated with Colstrip 3 and Bridger, to
23 set up a reqgqulatory liability account right now?
24 A Yeah, that would be ny opinion.
25 Q kay.
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COW SSI ONER JONES: Thank you.

JUDGE FRI EDLANDER: Thank you. Are there
any ot her questions?

Al right. And | inadvertently preenpted
M. ffitch fromlaying his foundation. | did not do
that intentionally. So if you would Iike to make any
corrections on the record to your wtness's testinony, |
believe we're using the April 4th filed testinony as the
nost current for this w tness.

**% EXAM NATI ON BY MR, FFI TCH ***
BY MR FFI TCH:

Q Yes. |'ll just ask the witness to confirmthat
that April 4th version of the testinony is the version
that's presented to the Comm ssi on.

A Yes, it is.

Q And do you have any changes or corrections to
t hat testinony?

A No, | do not.

MR FFITCH I'll -- unless you' d like ne to
go t hrough --

JUDGE FRI EDLANDER:  You did that very well.
No, that's fine. Thank you. Thank you. | appreciate

it.
And with no further questions, you're

excused. Thank you for your testinony.
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1 THE W TNESS: Thank you.

2 JUDGE FRI EDLANDER: One npbre w t ness.

3 M. Millins?

4

5 BRADLEY G MJLLI NS, W t ness herein, having been
6 first duly sworn on oath,

7 was exam ned and testified
8 as follows:

9

10 JUDCGE FRI EDLANDER: Thank you. You can be
11 seated. M. Cowell?

12 MR. COWNELL: Thank you, your Honor.

13 *** EXAM NATI ON BY MR, COWNELL ***

14 BY MR COWELL:

15 Q For the record, M. Millins, could you pl ease
16 state and spell your full nanme?
17 A Yes. M nane is Bradley Miullins, spelled

18 B-R-A-D-L-E-Y, last nane MU L-L-I-NS.

19 Q And how are you enployed, M. Millins?

20 A | ama consultant that represents |arge energy
21 users throughout the West.

22 Q And in this role, did you prepare testinony and

23 exhi bits on behalf of Boise Wite Paper, LLC?
24 A | did.
25 Q And are those Exhibits BGH 1CT t hrough BGW 11,
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1 I ncl udi ng revi sed versions of BGW 3 and BGW 117

2 A They are.

3 Q And M. Millins, do you have any changes or

4 corrections to your testinony or exhibits?

5 A I'I'l make one slight change to ny direct

6 testi nony.

7 On page 27 of Exhibit No. BGW 1CT, there's a
8 Table 3 at the top of that page -- and I'll let folks
9 get there -- and | just wanted to clarify that those
10 nunbers are on a Washi ngton allocated basis. So the

11 title should read "Colstrip Unit 3, O%M (WAshi ngton

12 Al | ocated)."

13 Q Any ot her corrections, M. Millins, or changes?
14 A No.

15 Q So M. Mullins, if | were to ask you the sane
16 guestions today in your exhibits -- | nean in your

17 testi nony, would your answers be the sane?

18 A Yes.

19 MR. COWELL: Thank you, your Honor. |

20 believe the witness is available for cross-exam nation.
21 JUDGE FRI EDLANDER:  Thank you.

22 MR. LOMNEY: Thank you, your Honor.

23 *** EXAM NATI ON BY MR, LOMNEY ***

24 BY MR, LOMEY:

25 Q Good norning, M. Millins.
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A Good afternoon.

Q I"d like to first start by asking a few
guestions about the Conpany's proposed rate plan.

So just to get us all on the sane page, you
woul d agree that the Conpany has proposed a second-year
rate increase in this case, correct?

A The Conpany has proposed a second-year rate
i ncrease, correct.

Q And if you could turn to page 9 of your response
testi nony, please.

A kay.

Q Now, directing your attention to lines 5 through
10 on that page, you oppose the Conpany's requested
second-year rate increase because the Conpany has not
perfornmed an attrition study; is that correct?

A Correct. So w thout such an analysis, it's not
possible for us to denonstrate persuasively that there's
attrition outside of the Conpany's control.

Q And in those sane |lines of testinony, you
specifically contrast the Conpany's approach in this
case wth Avista's approach in its 2015 rate case, where
that conpany did rely on an attrition study, correct?

A Correct.

Q And you testified in that Avista case also; is

that correct?
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A | did.
Q Now, if you could just turn to
Cross- Exhi bit 12CX
A kay.
Q And this is an excerpt fromyour testinony in

that Avista case; is that correct?

A Correct.

Q kay. If you could turn to -- it's page 2 of
the exhibit, which is page 12 of the original testinony.
And beginning on line 3 on page 2 of the

exhibit, you testify regarding Avista's use of a
trend- based revenue requirenent nethodol ogy used in
their attrition study; is that correct?

A Yes.

Q Now, begi nning down on |ine 5 of page 2, you
testified that one of the consequences of using an
attrition study is that "a utility that is working hard
to reduce its costs and prioritize capital expenditures
could, in fact, be penalized and subject to a negative

attrition adjustnent,"” correct?

A So this -- in general, correct. So this
testinony here generally showed or indicated that, if
you have downward trendi ng costs, that you wouldn't have
an attrition adjustnent under the Avista -- Avista's

approved net hod.
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And I'Il just note that this -- the -- you know,
this testinony was in opposition of that nethodol ogy,
and the Conm ssion has subsequently accepted that
net hodol ogy for ratemaking in Avista's prior general
rate case.

Q Ckay. And let's just continue on.

If you could turn to page 3 of that exhibit, and
it's the same paragraph.

So beginning on line 1, you testified, and |'|
guote here, "It is bad policy to reward those utilities
with rapidly escalating costs while penalizing those
utilities that are undertaking efforts to control costs.
Such a policy will send a strong incentive for a utility
to disregard cost controls and to engage in unrestrained
spendi ng on capital projects.”

Now, that's your testinony in that Avista case,
correct?

A Correct.

Q And in that sane section of your testinony in
the Avista case, you specifically cite Pacific Power as
a utility that has actively managed its costs and woul d
be penalized by an attrition adjustnent, correct?

A Sol -- 1 cite to words that were used by
M. Dalley in the 2014 general rate case. So it's not

nmy testinony, necessarily, the extent to which
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1 Pacific Power is working to control its costs. |[If this
2 Is true, however, that their costs are actually
3 declining, that be would an indication that they do not
4 need an attrition all owance.
5 Q So to be clear, in the Avista case, you argued
6 that it's bad policy to set rates based on an attrition
7 study; and here you claimthe Conm ssion cannot set
8 rates without an attrition study, correct?
9 A No. So | think the Conm ssion can set rates
10 W thout an attrition study. | think the question is
11 whet her the -- whether a second-year rate increase is --
12 IS -- is an attrition adjustnent or is warranted based
13 on clainms of attrition. And | think w thout an
14 attrition study, | don't think you can get to that
15 poi nt .
16 Q Now, if you could turn to page 6 of your
17 response testinony, please.
18 And I'mgoing to ask you a question about the
19 testinony on lines 1 and 2, which actually is the tail
20 end of a sentence that begins on the previous page.
21 But you recommend in this portion of your
22 testinony that the Comm ssion reject the Conpany's
23 proposed rate plan because the Conm ssion, quote,
24 ought -- or excuse ne -- the plan, quote, "ought to be
25 supported by a holistic review of the Conpany's earnings
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rat her than di screte changes."
s that your testinony?
A Yes.
Q Ckay. Let's go back to Exhibit 12CX, which
again was your testinony in the Avista rate case.
A kay.
Q And this tinme, if you could refer to page 4 of
t hat exhibit, please, which is page 23 of your original
testi nony.
A kay.
Q And there on lines 13 to 15, you criticized

Avi sta's proposal because, quote, "...the mgjority of
capital itens are not discrete capital itenms, which the
Commi ssion has any ability to review on the basis of
bei ng known and neasur abl e and used and useful ."

Is that a correct reading of your testinony in
t he Avista case?

A Yeah. So nmaybe to put this into context, so if
you note here, the page nunbers kind of junp around, so
this testinony was kind of structured in two pieces. So
the first part was on the concept of attrition, and then
the second part was just the traditional pro forma
revenue requirenent adjustnents.

And so this was, | believe, the second part

where we were going through the Conpany's pro forma
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revenue requi renent adjustnments and trying to figure
out, you know, what nade sense in the case.

And so -- and so that's what this specific
section is -- is testifying to, is whether the pro forma
capital additions included in the Conpany's pro forma
study were appropriate.

Q Now, you woul d agree, though, that in this case,
unli ke the Avista case, the Conpany's second-year
I ncrease i s based on discrete -- three discrete capital
projects and the expiration of production tax credits,
correct?

A Yeah. Maybe -- could you repeat that?

Q The Conpany's second-year rate increase in this
case is based on three capital projects and the
expiration of production tax credits, correct?

A So the -- well, kind of. So the second-year
rate increase is based off of pro forma case and -- for
the first rate period, and then it's a few discrete pro
forma adjustnents beyond that. And we, Boise, don't
think it's appropriate to go that far beyond the test
period and to only analyze those very limted, discrete
changes wi thout being able to | ook at all of the
of fsetting factors that mght transpire over the next
year as we sort of nove forward.

Q Now, going back to the Avista case, unlike that
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1 case, the Conpany in this case has also agreed to file
2 attestations related to each project prior to the
3 second-year rate change, correct?
4 A | believe so.
5 Q So you woul d agree that, before the capital
6 projects are included in rates, the Comm ssion and the
7 parties wll have an opportunity to verify that the
8 costs are known and neasurable and the projects are used
9 and useful, correct?
10 A Vell, so this is a question -- | nean, so
11 there's a ot of details to be worked out in that sort
12 of process. So, for exanple, if the capital costs cone
13 i n higher than what they're proposing in this case,
14 Is -- | nmean, are they limted only by what is included
15 in this case, or can they have nore capital included
16 afterwards if the costs cone in higher. So | think
17 there's a lot of details that -- that | certainly don't
18 understand yet if that was to be approved.
19 Q But you agree that, under an attestation, the
20 costs wll be known and neasurabl e before they are
21 I ncluded in rates?
22 A Yeah. | think you could probably structure it
23 in such a way that it would be known and neasur abl e.
24 Q Ckay. Let's turn to your response testinony on
25 page 8, please.
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A kay.

Q Now, on lines 8 to 13 to page 8, you testify
t hat the Conpany's proposed rate plan constitutes
"single issue" ratenaking; is that correct?

A Correct.

Q And you argue that single-issue ratenmaking is
di sfavored as a matter of policy, and you cite in
footnote 8 to an Avista order from 2007; is that
correct?

A That's correct.

Q And |'d just like to ask you a few questions
about that order.

Do you have a copy of it with you?
A | do not.
Q kay. | thought you m ght not, so |'ve got one.
MR. LOMNEY: And if anybody el se would |ike
copi es. ..
BY MR LOMEY:

Q Al right, M. Millins. So going back to the
Avi sta case that you cite, now, in that case -- and just
so the record's clear, this is the Avista case that's
cited in footnote 8 of your testinony. |It's docket
UG 060518, Order 04, the service date is February 1st of
2007.

That's the order that you're referring to at
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this point, correct, M. Millins?

A Just a mnute. Al right. That's the correct
order.

Q Now, in this order, Avista had requested a
decoupling proposal; is that correct?

A That's my under st andi ng.
Q Al right. Now, let's turn to paragraph 19.
And for the record, this is the paragraph, the

specific pinpoint cite that you included in your

testinony --
A kay.
Q -- as the basis of your recommendation regarding

si ngl e-i ssue rat emaki ng.

Now, this paragraph in the order describes a
Publ i ¢ Counsel argunent that decoupling violates the
mat chi ng principle through single-issue ratenaking,
correct?

A Correct.

Q And as you quote in your testinony on |line 13,
the -- excuse ne -- page 8, line 13, "The problemwth
single-issue ratemaking is that it could result in
over-earning by the Conpany and over-payi ng by
custoners," correct?

A Correct.

Q And that's also reflected in this paragraph 19
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1 of the Conm ssion's order, correct?

2 A Correct.

3 Q But you would al so agree that, in this case, the
4 Comm ssi on approved decoupling over the objection that
5 It constitutes single-issue ratenmaking, correct?

6 A Correct.

7 Q And if you could just turn to paragraph 25 of

8 this order, which is on page 8, |I believe, and the very
9 | ast sentence in paragraph 25, the Comm ssion

10 specifically indicated that [as read] "It is reasonable
11 to conclude that the application of an earnings cap and
12 excl usion of weather fromthe nmechanismw || prevent

13 such a significant shift in risks that the Conpany would

14 earn wi ndfall profits.™

15 So would you agree that, in this case, the

16 Commi ssion found that the earnings test that was a part
17 of the proposed decoupling nmechanismwould mtigate

18 concerns over single-issue ratenaking and potenti al

19 wi ndfall of profits?

20 A I"'msorry. You' re going to have to point ne to
21 that specific --

22 Q It's the --

23 A -- those specific words.

24 Q -- last sentence on paragraph 25.

25 A kay.
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Q It begins with the words, "It is also reasonable
to conclude..."

A Ckay.

Q So you woul d agree that the -- at least as this
sentence reads, one of the reasons that the Conmm ssion
cites for approving the decoupling nmechanism over
objections that it's single-issue ratenmaking, is because
there was an earnings test involved that woul d prevent
the Conpany fromearning wndfall profits, correct?

A That certainly seens to be one of the -- one of
the reasons why it was approved.

Q And you woul d agree that the Conpany's
decoupling proposal in this case al so includes an
earni ngs test, correct?

A So just to be clear, ny testinony is not on the
decoupl i ng nechani sm per se.

Q Are you famliar at all with the Conpany's
proposed decoupl i ng nmechani sn?

A | am

Q And are you famliar with the fact that it
I ncl udes an earnings test?

A Yes.

Q kay. Now, let's nove on and I'I|l ask you a few
questi ons about sone of your proposed adjustnents to the

WCA.
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1 If you could turn to page 29 of your response

2 testi nony, please.

3 A Al right.

4 Q Now, on |ines 15 through 17 of that page of your
5 testinony, you recommend that, for purposes of

6 i nter-jurisdictional cost allocation, transm ssion O&M
7 expense should be allocated using a different

8 net hodol ogy than the Conpany's proposal in this case,

9 correct?

10 A Yeah, that's right. So the current nethodol ogy

11 that the Conpany uses for transm ssion O&Mis based on a
12 system al |l ocation. However, the anpunt of transm ssion

13 pl ant physically | ocated on the West side of the system
14 I's nmuch I ess than the anount of plant |ocated on the

15 East side of the system So therefore, we think that

16 &M shoul d foll ow that sane pattern, just as the Conpany

17 does for wheeling revenue. So wheeling revenues, the --
18 Washi ngton actually gets a | ower share of wheeling
19 revenues because there's less plant on the -- on the

20 West side of the system

21 Q So |l think -- just so we're on the sane page

22 here, | want to make sure that what you just said is

23 consistent with your testinony.

24 So if you could just | ook at page 27, please,

25 lines 4 to 5, and | believe this is consistent wth what
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you just testified to.

And that is, quote [as read], "The Conpany
currently allocates transm ssion O&M based on a system
generation or SG factor."

And that's consistent with what you just
testified to, correct?

A Correct.

Q Now, despite your testinony, both pre-filed and
t oday, you know the Conpany does not actually allocate
transm ssion -- all transm ssion OM expense using that

factor, correct?

A That's true. | believe that sone is allocated
on an SE factor. | believe that's correct. But it's
still a system allocation.

Q Vell, let's turn to the exhibit that you

attached to your testinony. This is Exhibit BGW7. And
this is the -- for reference, this is the Conpany's West
Control Area Inter-Jurisdictional Allocation Methodol ogy
Manual , correct?

A Correct.

Q Now, if you'd turn to page 3 of the exhibit.

A Ckay.

Q Now, at the bottom of that page under subheadi ng
2, whichis -- for reference is -- states Allocation of

Resource Costs and Wol esal e Revenues, it states,
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1 "CGeneration and transm ssion resources are assigned to
2 either the East Control Area or the WCA " correct?
3 A Correct.
4 Q And then it says, the next sentence [as read],
5 "The factors used to allocate these costs are the
6 Control Area Generation East, the CAGE, or the Control
7 Area Generation West, the CAGNfactors," correct?
8 A Correct.
9 Q And the next sentence says [as read], "Certain
10 generation and transm ssi on expenses such as
11 adm ni stration and engi neeri ng cannot be assigned to
12 specific resources. These costs are allocated using SG
13 factor," correct?
14 A Correct.
15 Q So what we've just established is that the only
16 costs that are allocated using the SG factor are costs
17 that are not assigned to a particular resource, right?
18 A Pursuant to this docunent.
19 Q Which is the docunent you attached to your
20 testinony justifying your position on the WCA, correct?
21 A Correct.
22 Q And woul d you agree that the CACE and the CAGW
23 factors that are applied to transm ssion O&M expenses
24 allocated to a particular resource does take into
25 account the different |levels of transm ssion resources
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on the East and West side of the systen?
A No.
Q And why not?
A Wel |, because it doesn't.
Q Vel l, would you agree that if you apply the CACE
factor to a resource |located in the East Control Area,

that allocates zero percent of that cost to the WCA?

A So transmission is allocated on a system basi s.
So the -- so there's no -- or the &M itself is
al l ocated on a systembasis. So there's no -- no O&M

that's explicitly assigned to the Western [sic] Control
Area. It's all systens.

So that's why it nmakes sense to first carve it
out on a system plant basis, and assign a certai n anount
to the West on -- in proportion to the anmount of plant
in the West, and then assign it on the basis of
generati on.

Q Now, you agree that your -- your testinony
regardi ng your understanding of the allocation of
transm ssi on O%M expense is contradi cted both by the WCA
manual we just discussed as well as the Conpany's Data
Request No. 93 that you also attached to your testinony
as BGW 5C, correct?

A | don't agree with that, no.

Q Vel |, both of these docunents say that
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transm ssion O&%M expense is allocated first by
all ocating the particul ar expense to a resource, and
then only if the expense cannot be allocated to a
resource is it allocated systemm de, correct?
A | don't -- | don't believe that that's correct,
no.
Q Well, |I'm asking you --
A That's not ny understandi ng, no.
Q Wl |, both of these docunents say that that's
the way it's done, correct?
A But it's not ny understandi ng.
Q And so what | asked you is, your testinony is
bei ng contradicted by both of the attachnents you
I ncl ude as exhibits to your testinony, correct?
A VWhat's the -- what's your --
Q It's page 27 of BGUW5C. It's the Conpany's
response to Data Request -- to Boise Data Request 93.
JUDGE FRIEDLANDER: And this is a
confidential exhibit. W're not going to get into any
confidential information, are we?
MR. LOMNEY: No. This particular response
I's not confidential.
JUDGE FRI EDLANDER: Ckay. Thank you.
COW SSI ONER JONES: So what page nunber are

we on?
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MR. LOWNEY: Page 27.
COMM SSI ONER JONES: 27 in the upper right.
BY MR LOMEY:
Q M. Millins, are you on that page?
A | am
Q And you woul d agree that the way that you've
just described how transm ssion O&%M expense [sic] is
different than what is reflected in this data request
and is different than what's reflected in the WCA

manual , correct?

A Well, so | guess | don't really agree that this
Is -- | don't agree that there is -- or ny understandi ng
Is -- was that there is no O&M expense that's explicitly

allocated to the West. So | don't necessarily agree
with this, no.

Q M. Millins, are you famliar with testinony of
Ms. McCoy that was filed by the Conpany?
Yes.
And do you have that testinony in front of you?

Whi ch -- which version?

o >» O »

It would be her direct testinony, | believe.

A You know, | didn't bring her direct in this
book, but we can grab it.

Q kay. Al right. If you could refer to Exhibit
No. SEM 3 --
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A kay.
Q -- which is the Results of Qperations for the
Twel ve Mont hs Ended June 30, 2015.
A On this one, it says that it's vol um nous and

provi ded under a separate cover so...

Ckay.

Q Al right. If you could turn to -- under tab 2,
which is -- says Results of Operation, turning to page
2.12.

A kay.

Q Al right. Now, if you |look down on --
begi nning on lines 509 on that page -- hopefully we're
all on the sane page at this point -- and 509 says,

Summary of Transm ssi on Expense by Factor.

Do you see that?

A Ckay. | do.

Q Now, the first line, 510, shows SE, which is the
factor you previously testified is used in addition to
SGto allocate transm ssi on expense.

And if you just follow that |ine over, you'l
see that there's no expenses actually allocated by that
factor, correct?

A Correct. That's right. So that would be a
correction fromwhat | said earlier.

Q And if you nove down to line 512, that's the
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1 CAGW factor that we just discussed that | believe you
2 al so testified does not apply to transm ssion. And if
3 you |l ook at the total nunber, it looks |like there's

4 $125 nmillion of transm ssion expense allocated using

5 t hat factor.

6 A Correct, but that's not necessarily the O&M

7 expense that we're tal king about here. So the expense
8 that we're reviewing is on line 511, and so that was --
9 those were the anounts that | was reviewing in ny

10 adj ust ment .

11 Q But that's not -- that's not all the O&M

12 expense, is it?

13 A Well, | guess it depends on how you define O8M
14 expense. | nean, so ny definition was the -- was the
15 costs specifically on that -- on that |ine.

16 Q So | guess, just to clarify, when you testified

17 t hat the Conpany assi gned O&M expenses using the SG

18 factor, you weren't actually tal king about O&M expenses;
19 you were tal king about the O&M expenses that -- a

20 limted subset of those expenses that could not be tied
21 to a particular resource?

22 A You know, that's actually generally right.

23 So as I'mlooking at this, it |ooks like the --
24 so for exanple, on row 491, for exanple, there are

25 anounts that are explicitly allocated to a -- on CAGW
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basis, so | think that's right.
Q Al right. Now, let's nove on to the second

adj ust ment you proposed to the WCA al | ocati on
nmet hodol ogy related to general office expense.

If you could turn to page 32 of your testinony,
pl ease.

Now, on lines 5 to 11 of this page of your
testinony --

JUDCGE FRI EDLANDER: Um before we get into
that, we're not -- again, this is a page that's been
designated as confidential. This isn't going to touch
on the actual confidential information on the page, is
it?

MR. LOMNEY: That's correct.

JUDGE FRI EDLANDER. (Okay. Thank you.

BY MR, LOMEY:
Q Now, M. Muillins, going back to -- so lines 5 to

A kay.

Q -- you recomrend an adj ustnent that would use
the system overhead or SO factor to allocate certain
anount s booked to FERC account 557.

A Ckay. Yep.

Q That's correct?

A. Correct.
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Q Now, to support this recommendation in the
footnotes, you cite to BGW7, correct?

A Ckay. Yep.

Q And that's the docunent we were just |ooking at,
which is an exhibit to your direct testinony -- or
excuse ne -- your response testinony. That is an
excerpt fromthe West Control Area Inter-Jurisdictional
Al | ocati on Met hodol ogy Manual , correct?

A Correct.

Q Now, you only included a small excerpt of that
manual in your testinony, right?

A Correct. |It's a large docunent, and | know t hat
you provided a cross-exhibit.

Q Yeah, | did provide it. So let's |ook at that.
This is BGw 13CX.

And woul d you agree that this is the full vol une
of the WCA nmanual ?

A Correct.

Q Al right. And | assune you've reviewed the
entire docunent in preparation of your testinony in this
case?

A. | have.

Q And you woul d agree, then, that the nmanual
I ncl udes a section where it describes the applicable

al location factors for every single FERC account,
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1 correct?

2 A General ly, yes.

3 Q Al right. Please turn to page 29 of the

4 exhi bit.

5 A kay.

6 Q Now, the second box fromthe bottomis FERC

7 Account 557, which is the account your adjustnent

8 applies to, correct?

9 A Correct.

10 Q And just going up a fewlines to sort of get the
11 heading for this account, this is an account that falls
12 under the O her Power Supply heading, correct?

13 A Correct.

14 Q And if you | ook over in the third colum, the

15 furthest one to the right, it lists each of the
16 allocation factors that apply to FERC 557, correct?
17 A Correct.

18 Q And the SO factor which you proposed to apply is
19 not included here, correct?

20 A Correct.

21 Q So you woul d agree that your proposal is

22 I nconsistent with the allocation nethodology that's

23 currently approved by the Conm ssion, correct?

24 A Not necessarily. | nean, so the -- the manual
25 does clearly say that general office expenses are
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all ocated on an SO basis. | think that the Conpany
does, and nmaybe rightly so, point out that generation
costs that aren't assignable to a specific side of the
system are allocated generally on an SG factor. So --
but | don't think it's so clear-cut as your question
m ght make it out to be.
MR. LOMNEY: Thank you, M. Millins.
| have no further questions.
JUDCGE FRI EDLANDER:  Thank you.
Do we have any redirect?
MR. COWNELL: Yes. Thank you, your Honor.
*** EXAM NATI ON BY MR, COWELL ***
BY MR COWELL.:

Q So M. Mullins, we -- the cross-exam nation
started out wwth reference to your testinony in Avista's
recently conpl eted general rate case.

And coul d you please explain the result of that
case?

A Yeah. So -- so in that case, as the Comm ssion
is well aware, an attrition all owance was accepted based
on the use of a trending study, which went against our
recomendati on, or ny recommendati on on behalf of | CNU
to adopt a traditional revenue requirenent nethodol ogy.

Q M. Millins, we al so tal ked about your testinony

i n single-issue ratenaking, and we tal ked about the
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citation to your statenent that single-issue ratenaking
was di sfavor ed.

Did you -- could you please explain if you went
beyond that to say that single-issue ratemaking is nore
t han di sfavored by the Comm ssion?

A Vll, | think it's a matter of policy.

Singl e-issue ratenmaking is very bad for consuners
because it allows the Conpany just to pick those itens
whi ch are increasing and pass those through to rates,
while ignoring itens that will potentially decrease.

And we've seen it -- just kind of a trend of
si ngl e-i ssue ratemaki ng requests kind of throughout the
West, and so it gets very concerning froma ratepayer
perspective that this sort of trend is expandi ng.

Q And we al so tal ked -- or you discussed with
Counsel about the Conpany's decoupling proposal.

And what is your understandi ng of the decoupling
proposal application to Schedul e 48?

A So we have accepted the Conpany's recomendati on
to exenpt Schedule 48 fromthe decoupling proposal;
however, our recommendation is that we nake sone rate
desi gn changes that will better align that schedule with
t he goal s of decoupling.

MR. COWNELL: Thank you, M. Millins.
No further redirect.
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JUDGE FRI EDLANDER: Ckay. Thank you.
Are there any questions fromthe bench?
COW SSI ONER RENDAHL: None for ne.
JUDCGE FRI EDLANDER:  Thank you.
**% EXAM NATI ON BY CHAI RVAN DANNER ***
BY CHAI RVAN DANNER:

Q So | wanted to just ask you a question about the
Avista Order 04 in Docket UG 060518, and just -- is it
your understanding that that is a pilot progranf

A Yes. Yes.

Q Ckay. And so as a pilot program is it your
under st andi ng there woul d be sone additional flexibility
and | earning involved? |In other words, by doing that,
it's not necessarily the Conm ssion taking a hard stand
for or against any particular attributes init; it's
really nore of an opportunity to |earn?

A Yeah, | think so.

Q It's al so your understanding this is a

settl enent case --

A Ri ght .
Q -- the case involved settl enent?
A Ri ght.

CHAI RVAN DANNER: Al right. Thank you.
| have no further questions.

JUDGE FRI EDLANDER: And we'll go ahead and
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take official notice of this as well just to have it in
t he record.
COW SSI ONER JONES: Just one qui ck
questi on.
*** EXAM NATI ON BY COWM SSI ONER JONES ***
BY COWM SSI ONER JONES:
Q If you could turn to page 10 of your testinony,
pl ease.

On lines 2 through 8, you tal k about your
proposal for a second -- for the second rate increase.
Are you there?

On page 10, lines 2 through 8?
Yeah.
Ckay.

> O >

Q And you propose a stay-out on new rate increases
t hrough January 1st, 20197

A Correct.

Q And so what is the basis of that? A few of us
have been very involved in the regional |1SO and the | SO
I ntegration issues, but I don't -- I'ma little puzzled
about how you tie the two together.

A Well, first of all, I think we want to thank the
Commi ssion for being so involved in the process. |
think it's a very inportant process, and | think nowis

the tinme to be involved if you want to have an inpact on
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1 the end result.
2 As far as the rate plan goes, you know, when we
3 were kind of working through the revenue requirenent
4 | ssues, we kind of viewed it as an overall sort of
5 package of what we viewed to be reasonabl e.
6 And you know, | think what we don't want is to
7 be in a situation where the Conpany is filing for new
8 rates in June of 2018, and then joins the | SO wthin,
9 you know, a matter of six nonths, and by doing so, it
10 has a sort of dramatic or a different inpact on their
11 costs. And so from our perspective, it would be nice to
12 sort of line those two up to have it be a little nore
13 cl eaner.
14 Q So it's not any advocacy at this point because
15 it's going to be a huge issue if it happens. There's
16 going to be alot of litigation, and | would assune a
17 | ot of issue with the transm ssion assets. This goes
18 far beyond an EIM so -- but what you were tal ki ng about
19 Is just lining up the dates here?
20 A. Ri ght.
21 COW SSI ONER JONES: kay. Thank you.
22 That's all | have.
23 JUDGE FRI EDLANDER: Thank you. | believe
24 that's all that we have, M. Millins. Thank you for
25 your testinony and you're excused.
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|'ve been |l ooking at ny notes. | don't see
that there's any other issues that we need to address
bef or e adj our ni ng.

Does anyone el se have sonething they' d |ike
to raise?

Al right.

M5. MCDOWELL: So your Honor, we were just
having a brief conversation about the followup from
M. Strunk, and he did send an e-nmail which has the
I nformati on.

Is it -- I"mjust wondering if it's better
to provide it through sone kind of formal witing or --
| mean, |I'm happy to look at ny e-mail and see what it
says, but perhaps it would be best to present it in a
formal letter to you or sonething -- subm ssion to you
t onmor r ow.

JUDGE FRI EDLANDER: | think that would be
appropriate, and that way you can file it electronically
as well, and we'll have it all in the record.

M5. MCDOWELL: Yeah, | thought that m ght be
a better way to cover it for the record, so we're happy
to follow up tonorrow norning with that.

JUDGE FRI EDLANDER: Thank you. That woul d
be great.

Is there anything el se?
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1 Al right. W're adjourned for this phase
2 until we get to phase two.

3 (Hearing concluded at 5:55 p.m)
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 01              OLYMPIA, WASHINGTON; MAY 2, 2016

 02                          9:33 A.M.

 03                            -o0o-

 04  

 05               JUDGE FRIEDLANDER:  We'll go on the record.

 06               My name is Marguerite Friedlander.  I'm an

 07   administrative law judge with the Washington Utilities

 08   and Transportation Commission.

 09               We're here for an evidentiary hearing in

 10   Docket UE-152253, the two-year rate plan increase

 11   requested by Pacific Power & Light Company.

 12               I'm going to start out by taking

 13   appearances, address the admission of exhibits, and then

 14   deal with any procedural issues before I go get the

 15   commissioners.

 16               So let's begin with appearances, starting

 17   with Ms. McDowell.

 18               MS. MCDOWELL:  Thank you, Judge Friedlander,

 19   and good morning.  This is Katherine McDowell appearing

 20   on behalf of Pacific Power.  With me today is Adam

 21   Lowney, sitting at counsel table, and my partner, Lisa

 22   Rackner, who will be appearing also.

 23               JUDGE FRIEDLANDER:  And for the court

 24   reporter's benefit, do you need them to spell their last

 25   names?

�0139

 01               THE REPORTER:  No.

 02               JUDGE FRIEDLANDER:  Okay.  Thank you.

 03               MS. MCDOWELL:  Thank you.

 04               JUDGE FRIEDLANDER:  Appearing today on

 05   behalf of Staff?

 06               MS. CAMERON-RULKOWSKI:  On behalf of Staff,

 07   Jennifer Cameron-Rulkowski, Assistant Attorney General.

 08   And with me is Julian Beattie, and also with me is

 09   Patrick Oshie and also Christopher Casey.

 10               JUDGE FRIEDLANDER:  Thank you.  Appearing

 11   today on behalf of Public Counsel?

 12               MR. FFITCH:  Good morning, your Honor.

 13   Thank you.  Simon ffitch with the Office of Public

 14   Counsel, the Washington State Attorney General's Office.

 15               JUDGE FRIEDLANDER:  Thank you.  Appearing

 16   today on behalf of the Energy Project?

 17               MR. PURDY:  Good morning.  This is Brad

 18   Purdy appearing on behalf of the Energy Project.

 19               JUDGE FRIEDLANDER:  Thank you.  Appearing

 20   today on behalf of Boise White Paper?

 21               MR. COWELL:  Appearing on behalf of Boise

 22   White Paper, your Honor, Jesse Cowell.

 23               MR. PURDY:  I'm not sure we have a good --

 24               MR. COWELL:  Sorry.  Again, for the record,

 25   good morning.  Appearing on behalf of Boise White Paper,
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 01   Jesse Cowell.

 02               JUDGE FRIEDLANDER:  Thank you.  And

 03   appearing today on behalf of the Sierra Club?

 04               MR. RITCHIE:  Your Honor, Travis Ritchie on

 05   behalf of the Sierra Club.

 06               JUDGE FRIEDLANDER:  Thank you.  Is there

 07   anyone representing the Northwest Energy Coalition?

 08               MS. GERLITZ:  We don't have legal counsel

 09   here today, no.

 10               JUDGE FRIEDLANDER:  Okay.

 11               MS. GERLITZ:  I'm Wendy Gerlitz.

 12               JUDGE FRIEDLANDER:  Okay.  Thank you.

 13               MS. GERLITZ:  Okay.

 14               JUDGE FRIEDLANDER:  Can you come up and

 15   spell your last name?

 16               MS. GERLITZ:  Oh, sure.

 17               JUDGE FRIEDLANDER:  Thanks.

 18               MS. GERLITZ:  Wendy Gerlitz, G-E-R-L-I-T-Z.

 19               JUDGE FRIEDLANDER:  Thank you.  So I think

 20   we've heard from the parties.

 21               Is there anyone on the conference bridge who

 22   wishes to make an appearance?

 23               Hearing nothing, it's my understanding that

 24   the parties wish to admit all exhibits that are

 25   pre-filed, including cross-exam exhibits; is that
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 01   correct?

 02               MS. CAMERON-RULKOWSKI:  That's correct,

 03   your Honor.

 04               JUDGE FRIEDLANDER:  Thank you.

 05               MS. MCDOWELL:  This is Katherine McDowell

 06   for Pacific Power.  We also agree with that stipulation,

 07   which we were able to resolve over the weekend.

 08               JUDGE FRIEDLANDER:  Thank you.

 09                      (All proposed exhibits admitted.)

 10               JUDGE FRIEDLANDER:  Are there any procedural

 11   matters that need to be addressed before we begin the

 12   hearing?  Okay.

 13               MS. CAMERON-RULKOWSKI:  Your Honor, one

 14   question.

 15               JUDGE FRIEDLANDER:  Sure.

 16               MS. CAMERON-RULKOWSKI:  Did you want a

 17   shorter form of direct examination when we introduce our

 18   witnesses and tender them for cross?

 19               JUDGE FRIEDLANDER:  I was just about to get

 20   to that, but thank you.  That was a good segue.

 21               So I do want the parties who are sponsoring

 22   the testimony to lay the foundation for each of the

 23   witnesses after I swear them in, and then we'll begin --

 24   we'll get into cross-examination and possible

 25   clarification questions from the bench.
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 01               So are there any other procedural issues

 02   before I bring in the commissioners?

 03               MS. MCDOWELL:  Your Honor, Katherine

 04   McDowell again.  Are you -- in terms of the order of the

 05   cross-examination, will you just go over across the

 06   column, Staff --

 07               JUDGE FRIEDLANDER:  Yes.  Yes.

 08               MS. MCDOWELL:  Okay.  Great.

 09               JUDGE FRIEDLANDER:  We'll start with

 10   Mr. Dalley and then -- is it "Daley" or "Dalley"?

 11               MS. MCDOWELL:  Dalley.

 12               JUDGE FRIEDLANDER:  We'll start with

 13   Mr. Dalley and go right across the board, Staff, Public

 14   Counsel and Boise.

 15               MS. MCDOWELL:  Thank you.

 16               JUDGE FRIEDLANDER:  You're welcome.  All

 17   right.  If there's nothing else, I'll go get the

 18   commissioners.  Thank you.

 19               Mr. Dalley, if you would remain standing.

 20   Raise your right hand.

 21  

 22   R. BRYCE DALLEY,         witness herein, having been

 23                            first duly sworn on oath,

 24                            was examined and testified

 25                            as follows:
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 01  

 02               JUDGE FRIEDLANDER:  Thank you.  Please be

 03   seated.

 04               Ms. McDowell.

 05               MS. MCDOWELL:  Thank you, Judge Friedlander,

 06   and good morning, commissioners.

 07             *** EXAMINATION BY MS. MCDOWELL ***

 08   BY MS. MCDOWELL:

 09      Q.   Mr. Dalley, how are you employed?

 10      A.   I'm Vice President of Regulation for

 11   Pacific Power.

 12      Q.   And in that capacity, have you prepared exhibits

 13   and testimony for the proceeding today?

 14      A.   I have.

 15      Q.   And for the record, are those exhibits and

 16   testimony RBD-1T through RBD-4?

 17      A.   That is correct, yes.

 18      Q.   Mr. Dalley, do you have any changes or

 19   corrections to your pre-filed testimony or exhibits?

 20      A.   I do.  I have one correction.

 21      Q.   Is that to your direct testimony or your

 22   rebuttal testimony, Mr. Dalley?

 23      A.   Rebuttal testimony that's identified as Exhibit

 24   RBD-3T.

 25      Q.   Can you identify the correction or change that
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 01   you have, Mr. Dalley?

 02      A.   Yes.  It's on page 25 of that exhibit, RBD-3T,

 03   line 8, should be corrected.  The word "retirement" --

 04   it says "post-retirement benefits."  The word

 05   "retirement" should be replaced with "employment."  So

 06   it should read "post-employment benefits."

 07      Q.   Thank you, Mr. Dalley.

 08           Do you have any other changes or corrections to

 09   your pre-filed testimony?

 10      A.   I do not.

 11      Q.   If I were to ask you the questions set forth in

 12   your pre-filed testimony today, would your answers be

 13   the same?

 14      A.   Yes, they would.

 15               MS. MCDOWELL:  Mr. Dalley is available for

 16   cross-examination, Judge.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               Ms. Cameron-Rulkowski?  Or Mr. Beattie.

 19   Thank you.

 20               MR. BEATTIE:  Thank you, Judge Friedlander.

 21             *** EXAMINATION BY MR. BEATTIE ***

 22   BY MR. BEATTIE:

 23      Q.   Good morning, Mr. Dalley.

 24      A.   Good morning.

 25      Q.   My name is Julian Beattie.  I'm with the
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 01   Attorney General's Office representing Commission Staff.

 02   Thank you for being here this morning.

 03           I'd like to talk about accelerated depreciation.

 04           Are you familiar with the testimony of Joanna

 05   Huang that was filed in this docket?

 06      A.   Yes, I am.

 07      Q.   Then you know that Commission Staff has a

 08   concern about whether the evidentiary record is

 09   sufficient to support the Company's proposal in this

 10   matter, right?

 11      A.   Yes.  It's my understanding that Staff's

 12   position is that there's not a depreciation study.

 13      Q.   Well, this morning I'd just like to find out if

 14   you can help me figure out whether there is a sufficient

 15   evidentiary basis for the Company's proposal.

 16           Okay?

 17      A.   Okay.

 18      Q.   So you have testified that Pacific Power's

 19   proposal is a policy-based response to new laws and

 20   regulations that may shorten the useful lives of coal

 21   plants, correct?

 22      A.   That is correct.

 23      Q.   So it must be the Company's position that the

 24   Commission may establish new depreciation rates for

 25   policy reasons only; is that correct?
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 01      A.   Not necessarily only for policy reasons, but

 02   that is certainly a consideration for the Commission

 03   when establishing depreciation rates.

 04      Q.   Did the Company provide any non-policy reasons

 05   for its proposal in this case?

 06      A.   No, it did not.  As part of this case, we have

 07   not submitted a new engineering or technical study

 08   associated with the facilities at our Jim Bridger plant

 09   or our Colstrip plant, but we have proposed to modify

 10   those lives to address the emerging environmental

 11   policies that exist here in Washington and federally.

 12      Q.   The currently-approved depreciation rates are

 13   based on a study, correct?

 14      A.   Yes, they are.  The rates that are currently in

 15   effect were approved by the Commission as part of our

 16   '13 -- it was actually our 2012 depreciation study, but

 17   it was approved in 2013.

 18      Q.   So to confirm, the Company's position is that

 19   the Commission can depart from those study-based

 20   depreciation rates for policy reasons, correct?

 21      A.   Yes.  The Commission can reset and adjust

 22   depreciation rates in any proceeding, and we've proposed

 23   that the time is right in this proceeding for the

 24   Commission to do so based on the policy -- environmental

 25   policy, I guess, framework for conditions that exist
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 01   today, yes.

 02      Q.   Thank you.  One of the rationales provided by

 03   the Company for accelerated depreciation in this case is

 04   that doing so will align the depreciation rates with

 05   those currently approved in Oregon; is that correct?

 06      A.   Yes.

 07      Q.   I'd like to probe the alignment rationale for a

 08   few minutes.

 09           Adopting Oregon's depreciable lives will not

 10   actually align the rates.  Do you understand?

 11      A.   Yes, I follow.  I mean, I could --

 12      Q.   And that's because, even if we were to set the

 13   end life at the same end point, we have a lot of

 14   catching up to do in Washington because Oregon has

 15   already been operating on these shortened lives; isn't

 16   that right?

 17      A.   That is correct.

 18      Q.   So we're not really aligning with Oregon except

 19   for the very last day when we finally catch up under the

 20   Company's proposal?

 21      A.   We are aligning the useful lives of the

 22   facilities between Washington and Oregon, so that's the

 23   alignment I'm describing.

 24      Q.   Isn't it true that aligning with Oregon means

 25   falling out of alignment with the other states in which
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 01   the Company operates?

 02      A.   Yes, it would.  Our other states are using the

 03   depreciation lives that are currently approved here in

 04   Washington.  So it would deviate from those other

 05   states, but would align with Oregon that has a shorter

 06   life for those facilities.

 07      Q.   So what have we accomplished if we fall out of

 08   alignment with Utah, Idaho, Wyoming and California?

 09      A.   Well, I think we've -- we'll have made

 10   significant progress here for our Washington customers

 11   in that we will be minimizing the future rate impacts

 12   associated with, potentially, acceleration of

 13   depreciation rates in the future.

 14           And so by addressing this issue now and

 15   accelerating those lives to a shorter life today, we

 16   could do so at a modest impact to customer rates.  If we

 17   wait and adjust those rates at a future date, the impact

 18   to customers could be much greater, and that's what

 19   we're trying to address here by aligning the lives now.

 20      Q.   But true or false, aligning rates with those in

 21   Oregon has no impact on, say, how the Utah Commission

 22   treats the operating life and the depreciable lives of

 23   these plants?

 24      A.   That is correct.  Each Commission has

 25   jurisdiction over the depreciation rates that are used
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 01   in that state.

 02      Q.   So Mr. Dalley, your assumption -- your big

 03   assumption, I'll say, is that Colstrip 4 and Jim

 04   Bridger, the plants that we're talking about, will, in

 05   fact, undergo early retirement?

 06      A.   That's not my testimony.  My testimony is that,

 07   with the existing and emerging environmental policies

 08   here in Washington and federally, the risk associated

 09   with early retirement is greater than what we had when

 10   we established those rates in 2013.  And by acting now,

 11   the Commission and the Company can position our

 12   customers for a future where it does not have as

 13   significant of impacts to our customers to adjust those

 14   rates.

 15      Q.   I understand your rationale.  What would you say

 16   is the probability that either of these plants will

 17   actually go out of service earlier than their

 18   currently-approved depreciable lives?

 19      A.   I think it's difficult to determine, but I would

 20   say, based on the political environment, and as well as

 21   the policies, it's more likely than not that the useful

 22   lives would be shortened rather than -- to even maintain

 23   their existing ones, or be lengthened.

 24      Q.   And that's just your hunch, correct?

 25      A.   There's -- there's no specific requirement, no,
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 01   to shut down these facilities on those dates, but our

 02   proposal here is one to mitigate risk for customers in

 03   the future.

 04      Q.   Okay.  So the answer, again, is you're just

 05   speculating?

 06      A.   We're -- I guess we're trying to adapt and make

 07   sure that we could position customers and the Company

 08   for a future where we don't have to have those dramatic

 09   increases, but there is no specific shutdown date

 10   identified at this time for those facilities.

 11      Q.   And when you say there is no specific shutdown

 12   date, you mean the Company has not committed to a

 13   specific shutdown date for either of these facilities?

 14      A.   That is correct.

 15      Q.   How do we know that the Company will not simply

 16   continue to invest in these facilities beyond what you

 17   are currently advocating as their depreciable lives?

 18      A.   Each of the investments the Company makes at its

 19   facilities will be reviewed by the Commission for

 20   prudency, and they will be also be evaluated based on

 21   the economic conditions that exist when those investment

 22   decision are made.  And so the Commission would have

 23   full transparency and record for those decisions should

 24   they be made.

 25      Q.   Do you think that the Company's inability to
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 01   commit to a specific shutdown date for either of these

 02   facilities undermines the flexibility rationale offered

 03   by the Company for this proposal?

 04      A.   No, I do not.  I believe this is a -- the ripe

 05   opportunity to adjust these rates.  We could do it at a

 06   modest increase to customer rates, and I think it

 07   provides significant risk mitigation for customers in

 08   the future, so I think it's an ample time to do this.

 09      Q.   Those modest increases, they are still very

 10   real, however?

 11      A.   Certainly.  Every increase that we have impacts

 12   our customers.  I was just in Yakima and Walla Walla

 13   last week at public comment hearings and heard our

 14   customers articulate concerns over upward pressure on

 15   rates, but I also heard customers say that they would

 16   prefer to have modest or smaller increases this year and

 17   next year rather than a big increase in 2018.

 18           And so although each of those increases has an

 19   impact on our customers, I think that they would prefer

 20   them to be modest and predictable.

 21               MR. BEATTIE:  All right.  That's all the

 22   questions I have.  Thank you very much.

 23               THE WITNESS:  Thank you.

 24               JUDGE FRIEDLANDER:  Thank you, Mr. Beattie.

 25   And thank you for the correction on your name as well.
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 01   I apologize for the mispronunciation.

 02               I believe Mr. ffitch.

 03               MR. FFITCH:  Thank you, your Honor.  Good

 04   morning, commissioners.

 05              *** EXAMINATION BY MR. FFITCH ***

 06   BY MR. FFITCH:

 07      Q.   Good morning, Mr. Dalley.  Simon ffitch for the

 08   Public Counsel office.

 09           MR. FFITCH:  A number of the topics that we had

 10   intended to cover were covered by Staff, so I apologize

 11   to the bench.  I may be a little bit stop-start here as

 12   I try to edit on the fly.

 13               JUDGE FRIEDLANDER:  Thank you.

 14   BY MR. FFITCH:

 15      Q.   Just to get one thing, I think, clear on the

 16   dollars here, Mr. Dalley, in the rebuttal presentation,

 17   the Company is now requesting a somewhat reduced

 18   increase for the first year of approximately $9 million,

 19   correct?

 20      A.   That is correct.

 21      Q.   And am I correct in the Company's rebuttal case

 22   that the revised adjustments for accelerated

 23   depreciation on Jim Bridger and Colstrip has an impact

 24   on revenue requirement of approximately 10.1 million,

 25   correct?
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 01      A.   Subject to check, yes.  I don't have that figure

 02   right in front of me, but that sounds about right.

 03      Q.   And so for year one, the impacts of accelerating

 04   the depreciation on Jim Bridger and Colstrip actually

 05   exceeds the amount of the increase that you're

 06   requesting in the first year of your two-year rate plan

 07   proposal?

 08      A.   That is correct.  With the other elements of the

 09   test period considered, that is certainly true.

 10      Q.   Now, we just heard a response to questions from

 11   Staff that the current depreciation rates were put in

 12   place in 2013, so they've been in place for just a

 13   little over two years; is that right?

 14      A.   Yes, that's correct.

 15      Q.   And during the intervening period, PacifiCorp

 16   had a rate case before this Commission for Washington

 17   rates, did it not?

 18      A.   Yes, it did, in 2014.

 19      Q.   And in your rebuttal testimony, you indicate

 20   that the filing provides the Company needed cost

 21   recovery, enabling investments necessary to provide safe

 22   and reliable utility service.

 23           Is that your testimony?

 24      A.   Yes.

 25      Q.   Have you identified any specific safety and
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 01   reliability investments in evidence in this case that

 02   PacifiCorp has been unable to make as a result of the

 03   current coal plant depreciation rates?

 04      A.   Can you rephrase or ask me that again?  I'm not

 05   sure I tracked right the last piece of that question.

 06      Q.   I'll restate the question.

 07      A.   Thank you.

 08      Q.   Have you identified any specific safety and

 09   reliability investments in evidence in this case that

 10   PacifiCorp has been unable to make as a result of the

 11   current coal plant depreciation rates?

 12      A.   Well, we have certainly identified safety and

 13   reliability investments that are necessary, and they are

 14   part of this case.  Two of those that I would mention

 15   are upgrade to the Union Gap substation, just outside of

 16   Yakima, which is needed for reliability.  And as far as

 17   safety and reliability, our EMS, or Emergency Management

 18   System, has also been proposed as part of this rate

 19   case.  So those are two investments that are necessary

 20   for those items you mentioned, safety and reliability.

 21      Q.   In the 2014 rate case that you mentioned, that

 22   was -- that took place subsequent to the adoption of the

 23   current depreciation rates, did PacifiCorp take the

 24   position that those depreciation rates prevented the

 25   Company from making investments necessary to provide
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 01   safe and reliable service?

 02      A.   No, it did not.

 03      Q.   Is it your position that if the Company is not

 04   allowed to accelerate the recovery of Jim Bridger and

 05   Colstrip plant depreciation in this case, the Company

 06   will not make investments that are needed to provide

 07   safe and reliable utility service?

 08      A.   No, that's not my testimony.  I think you have

 09   to look at the test period kind of in totality, all of

 10   the elements.  And here, in this case, we have some

 11   significant capital investments that are necessary to

 12   maintain the system and keep our system safe, but

 13   there's also a proposal to accelerate depreciation.

 14   Those components together comprehensively equate to the

 15   rate increases that we're proposing as part of this

 16   case.

 17           So in the first year, as revised in our rebuttal

 18   testimony, 2.69 percent, and in the second year,

 19   2.99 percent.  But a significant element of that

 20   increase is associated with accelerated depreciation of

 21   our coal facilities.  And because of that kind of modest

 22   impact to customer rates, with all of those things

 23   considered, we think it is the right time to make that

 24   adjustment on accelerated depreciation.

 25      Q.   All right.  Can you please turn to what's been
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 01   marked as Cross-Exhibit RBD-8CX.

 02           Do you have that?

 03      A.   Yes, I do.

 04      Q.   And would you agree that that is testimony filed

 05   by or on behalf of PacifiCorp by Mr. Henry Lay in the

 06   2013 depreciation docket?

 07      A.   Yes, it is.

 08      Q.   And if you look at the testimony on the page,

 09   Mr. Lay provides a definition of depreciation and

 10   generally explains the concept of depreciation, correct?

 11      A.   Which page was that?

 12      Q.   Page 4.  I apologize.  I hadn't yet directed you

 13   to the page.  So if you could please turn to page 4.

 14               MS. MCDOWELL:  Mr. ffitch, is that page 4 of

 15   the exhibit or page 4 of the testimony?

 16               MR. FFITCH:  Let's use the exhibit page.

 17   It's page 5 of the exhibit.

 18               MS. MCDOWELL:  Thank you.

 19   BY MR. FFITCH:

 20      Q.   Is it correct, Mr. Dalley, that starting at

 21   page -- starting -- pardon me -- starting at line 14,

 22   Mr. Lay restates the definition of depreciation

 23   accounting from the American Institute of CPA's as

 24   follows:  Depreciation accounting is a system of

 25   accounting which aims to distribute the cost or other
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 01   basic value of tangible capital assets, less salvage (if

 02   any), over the estimated useful life of the unit (which

 03   may be a group of assets) in a systematic and rational

 04   manner.

 05           That's the definition he provides, correct?

 06      A.   Yes, it is.

 07      Q.   And then later at -- immediately following that,

 08   at lines 20 and 21, he states that "The actual payment

 09   for an electric utility plant asset occurs in the period

 10   in which it is acquired through purchase or

 11   construction," correct?

 12      A.   Yes, that's what it says.

 13      Q.   Now, if you would, can I get you to turn to

 14   Cross-Exhibit RBD-7?

 15      A.   I'm there.

 16      Q.   Do you have that?

 17      A.   Yes.

 18      Q.   And those are general instructions from FERC for

 19   the uniform system of accounts specifically regarding

 20   depreciation, correct?

 21      A.   That is correct.  In preparing -- once I

 22   received this cross-exhibit -- this is an excerpt from a

 23   rather voluminous CFR, or Code of Federal Regulations,

 24   but yes, the page 3 of that exhibit is -- describes

 25   depreciation accounting.
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 01      Q.   Yes.  Thank you.  You're correct, it is an

 02   excerpt.

 03           So if you could turn to page 3.  You've

 04   anticipated my direction there.  Page 3 is really the

 05   substance of the exhibit.  If you could look at

 06   Section A there, Section A describes the method of

 07   depreciation accounting and states, "Utilities must use

 08   a method of depreciation that allocates in a systematic

 09   and rational manner the service value of depreciable

 10   property over the service life of the property,"

 11   correct?

 12      A.   Yes.

 13      Q.   And do you agree with that?

 14      A.   Yes.

 15      Q.   Is PacifiCorp's proposed accelerated

 16   depreciation of the Jim Bridger coal plant assets based

 17   on the Company's current best estimate of the service

 18   life of the property?

 19      A.   Yes.  Our proposal considers a number of

 20   different factors, and it kind of -- maybe point to part

 21   B of that where it talks about service lives.  It says,

 22   "The estimated useful service lives of depreciable

 23   property must be supported by engineering, economic or

 24   other depreciation studies."

 25           And so when we're talking about service life,
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 01   it's important to note that operational life and

 02   economic life could be two different things.  And the

 03   Commission has flexibility to determine which lives it

 04   will use in setting depreciation rates and customer

 05   rates.

 06           And our proposal here is not one that looks at

 07   how long a particular facility such as Jim Bridger or

 08   Colstrip will last.  It's not an evaluation or an

 09   engineering study of how long that actual equipment will

 10   last.  But rather it's a proposal to adjust the useful

 11   service life from an economic basis to be able to adapt

 12   to the future to address existing and emerging

 13   environmental policies.

 14      Q.   Thank you.  And just to be sure that I have your

 15   answer, you're stating that the Company's current best

 16   estimate of the service life of the Jim Bridger coal

 17   plant assets is the year 2025; is that your testimony?

 18      A.   Yes.  Our testimony is that 2025 is a more

 19   accurate reflection of the economic service life of the

 20   facility, and would be more appropriate to be included

 21   in customer rates for those risk mitigation factors I

 22   mentioned.

 23      Q.   And if I ask you the same question with regard

 24   to Colstrip, it would be your testimony that the best

 25   estimate of the service life of Colstrip would be the

�0160

              EXAMINATION BY MR. FFITCH / DALLEY

 01   year 2032?

 02      A.   Yes.  A better estimate anyway, and one that

 03   could also be reevaluated by the Commission in a future

 04   proceeding.  The Commission's decision in this case

 05   would not lock in that life permanently; it would --

 06   could be reevaluated based on economic and other policy

 07   considerations in the future.

 08      Q.   All right.  Let's look at subpart B of this

 09   definition, which is titled "Service lives."  And that

 10   states that the "Estimated useful service lives of

 11   depreciable property must be supported by engineering,

 12   economic, or other depreciation studies," correct?

 13      A.   Yes.

 14      Q.   And do you agree with that?

 15      A.   I do.

 16      Q.   All right.

 17      A.   Maybe another just point, in this same

 18   voluminous document, it has a Definition section in that

 19   Code of Federal Regulations.  It's a few pages before,

 20   if you have the actual hard copy book.  In that

 21   Definition section, under item 11 -- or excuse me --

 22   item 12, it describes depreciation and considerations or

 23   factors that should be considered when determining

 24   depreciation.

 25           In that section it goes through a list of items
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 01   that should be considered when establishing

 02   depreciation.  And it says, and I quote, "Among the

 03   causes to be given consideration are wear and tear,

 04   decay, actions of the elements, inadequacy,

 05   obsolescence, changes in the art, changes in demand, and

 06   requirements of public authorities."

 07           I think that the latter part of that quote

 08   describes the flexibility that the Commission has in

 09   determining depreciation in that it doesn't have to be

 10   solely based on an engineering or operational life of an

 11   asset, but it could be based on other policy

 12   considerations, which is what the Company's proposal

 13   here in this case is.

 14               JUDGE FRIEDLANDER:  And if I can break in

 15   for just a moment, we don't have the full CFR in the

 16   record.  So I'm going to take administrative notice of

 17   it.

 18               You were referring to which part of the CFR?

 19               THE WITNESS:  Yes, Judge.  It's the

 20   Definitions sections.  The title is Uniform System of

 21   Accounts Prescribed for Public Utilities and Licensees

 22   Subject to the Provisions of the Federal Power Act, and

 23   it's under the Definitions section, and the reference I

 24   just quoted was item 12, Depreciation.

 25               JUDGE FRIEDLANDER:  Thank you.
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 01               MR. FFITCH:  Thank you, your Honor.  We're

 02   fine with that -- inclusion of that in the record.

 03   BY MR. FFITCH:

 04      Q.   Just following on with talking about subpart B,

 05   Mr. Dalley, as we've just read, the explanation states

 06   that the useful service lives must be supported by

 07   engineering, economic or other depreciation studies.

 08           Have you or has PacifiCorp in this case

 09   presented any engineering, economic or other

 10   depreciation studies that demonstrate or result in a

 11   service life for the Jim Bridger units that would end in

 12   2025?

 13      A.   We have not performed an engineering or

 14   economic -- or engineering or depreciation study

 15   associated with these facilities, as I've mentioned in

 16   some of the questions with you, Mr. ffitch, and from

 17   Staff.

 18           But what we have presented is a request to the

 19   Commission to adjust those rates based on emerging

 20   policy considerations, which, under the CFR, are

 21   perfectly permitable [sic] and allowed by our state

 22   utility commissions.

 23      Q.   And you have not presented any such studies for

 24   the Colstrip 4 unit indicating a service life ending in

 25   2032 either, have you, or has Pacific Power?
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 01      A.   No.  There's no depreciation study as part of

 02   this case.

 03      Q.   When will your next depreciation study be filed

 04   in Washington?

 05      A.   We typically file them every five years, and our

 06   last depreciation study was effective January of 2014,

 07   filed in -- I think it was a 2012 study approved in

 08   2013.  So to get to your question, five years from that

 09   point would be the 2018 timeframe, potentially, for

 10   depreciation rates effective in 2019.

 11      Q.   The Company has some discretion about when to

 12   file its next depreciation study, does it not?

 13      A.   Certainly.

 14      Q.   So if -- so you can file a new depreciation

 15   study sooner than your current plan if situations arise

 16   that would warrant a new study being filed earlier,

 17   correct?

 18      A.   We could, but I would note that, even if we

 19   filed a depreciation study tomorrow, the conclusion

 20   that would -- would not change, in that a depreciation

 21   study looks at a number of factors, including, as you've

 22   mentioned, Mr. ffitch, engineering and other analysis of

 23   facilities.

 24           But there's also other factors that need to be

 25   considered when establishing depreciable lives, and
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 01   those other factors could be and are policy implications

 02   or environmental regulations.  And so even if we were to

 03   conduct a depreciation study tomorrow, the result of our

 04   proposal in this case would not change.

 05      Q.   And you didn't file an economic study with

 06   regard to either Bridger or Colstrip in this case,

 07   correct?

 08      A.   That's correct.  It's not the calculations of

 09   the adjustment to the -- the lives that we're proposing

 10   to adjust, to shorten, are based on policy

 11   considerations and align with depreciable lives that

 12   were previously approved by this Commission.

 13      Q.   And when will PacifiCorp's next IRP be presented

 14   to the Commission?

 15      A.   Our next -- we just filed our 2015 IRP update at

 16   the end of March, and our next depreciation or IRP will

 17   be presented to the Commission in March of next year.

 18   And so it's a two-year cycle, so we filed in March of

 19   2015, we will file in March of 2017.  In those

 20   in-between years, we present an IRP update.

 21      Q.   So it would be possible for the Company to file

 22   a depreciation study in the same timeframe as the IRP

 23   before this Commission, would it not?

 24      A.   It 's certainly possible.  We do have the

 25   flexibility.  There's no requirement that we have to
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 01   wait five years.  We could file in that timeframe, but

 02   then it would take some time for that to be evaluated

 03   and approved.

 04           And the reason we're making the proposal as part

 05   of this case is we think it's a prime opportunity to

 06   make this change.  Any further delay compresses the

 07   window of opportunity you have to adjust rates without

 08   having a significant impact on customer rates.  And so

 09   the longer you wait, the greater the risk that

 10   increasing the depreciation expense or shortening the

 11   lives will have a more drastic impact to customer rates.

 12      Q.   If you did file a depreciation study sooner, for

 13   example, in 2017, that depreciation study would be able

 14   to take into account the additional policy

 15   considerations you're talking about along with all of

 16   the other elements that are contained in the CFR, would

 17   it not?

 18      A.   It would, but when it comes to coal facilities,

 19   I think the overriding element that will determine those

 20   depreciation rates is not the engineering component;

 21   it's the policy component.

 22      Q.   But again, you could -- the Commission and the

 23   Company itself could consider that in the context of the

 24   full depreciation analysis and also of an IRP that was

 25   being presented in approximately the same timeframe?
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 01      A.   It could, yes.

 02      Q.   You acknowledge in your testimony -- in your

 03   rebuttal testimony that changing the depreciation lives

 04   would not restrict PacifiCorp from using generation

 05   resources from Jim Bridger or Colstrip to serve

 06   Washington customers after 2025 in the case of Jim

 07   Bridger, or 2032 in the case of Colstrip, correct?

 08      A.   That is correct.

 09      Q.   So it's quite possible that the plant -- both

 10   those plants would be running after the accelerated

 11   useful life dates that you propose here, and they would

 12   be serving Washington customers; isn't that true?

 13      A.   Yes, that's a possibility.

 14      Q.   And it's correct, is it not, that Pacific is

 15   planning to put into service SCRs or scrubbers as a

 16   substantial expense in 2021 and 2022 for the Jim Bridger

 17   plants just prior to the service life date of 2025 that

 18   you're proposing here?

 19      A.   There are investment decisions associated with

 20   Jim Bridger Units 1 and 2 that will need to be made.

 21   The Company has not made those decisions, and

 22   anticipates evaluating all options associated with

 23   complying with federal and state requirements when it

 24   makes those investment decisions on those units.

 25      Q.   Okay.  Thank you.
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 01           Mr. Dalley, are you aware of recent legislation

 02   in Utah that provides for the establishment of a

 03   regulatory liability that could be used at some future

 04   date to depreciate a thermal generation plant?

 05      A.   Yes, I'm generally familiar.

 06      Q.   And in that legislation, Utah Commission would

 07   determine that it's in the public interest for

 08   compliance with environmental regulation or other

 09   purposes; that is, the regulatory liability would be

 10   used for that purpose?

 11      A.   Yes.

 12      Q.   And it's true, isn't it, that under that

 13   legislation, the depreciation rates are not being

 14   changed for Pacific Power?

 15      A.   That is correct.  The -- the legislation in Utah

 16   is a bit different.  And as I mentioned earlier, each

 17   state has kind of jurisdiction over how they want to

 18   treat depreciable lives for investments, and there's

 19   differing perspectives, as you could imagine, among our

 20   service territory.

 21           The Utah specific legislation allows for a pool

 22   of dollars to be used and set aside for potential early

 23   retirement of coal facilities, but it's packaged

 24   together with a number of different factors, including

 25   changing the way the Company recovers its -- the cost of
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 01   its demand-side management programs.

 02           And so it's different than what we have here

 03   before this Commission as part of this case, but it's

 04   a -- it's another way to address some of the risks that

 05   we're talking about here.

 06               JUDGE FRIEDLANDER:  So Mr. ffitch --

 07               MR. FFITCH:  Yes.

 08               JUDGE FRIEDLANDER:  -- is this proposed

 09   legislation or is this passed legislation?

 10               MR. FFITCH:  It's passed, adopted

 11   legislation, your Honor.

 12               JUDGE FRIEDLANDER:  And what is the citation

 13   to that?  We'll take official notice of it.

 14               MR. FFITCH:  I can get that with you after

 15   consultation with our witness.

 16               JUDGE FRIEDLANDER:  Okay.  Thank you.

 17   BY MR. FFITCH:

 18      Q.   I'd like to switch gears a little bit,

 19   Mr. Dalley, and talk about the rate plan proposal in the

 20   case.

 21           In your rebuttal testimony, you state that the

 22   purpose of the rate plan is to address asserted, quote,

 23   "earnings attrition," end quote, and cost increases,

 24   correct?

 25      A.   Could you point me to the cite?  That sounds
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 01   correct.

 02      Q.   I sure can.  That's rebuttal testimony, RBT-3

 03   [sic], page 18.

 04      A.   Okay.  Thank you.

 05      Q.   And it's at line 14, I believe.

 06               COMMISSIONER JONES:  What page is that,

 07   Counsel?

 08               MR. FFITCH:  Page 18, your Honor, and it's

 09   lines 14 and 15.

 10   BY MR. FFITCH:

 11      Q.   Do you see that, Mr. Dalley?

 12      A.   Yes, I do.  Thank you.

 13      Q.   And PacifiCorp has not filed an attrition study

 14   in this case, has it?

 15      A.   It has not.  I clarify in my testimony that we

 16   have not filed a formal attrition study in support of

 17   our second-year rate increase.  We've taken a different

 18   approach.  We've used our historical under-earnings and

 19   ten-year trend of under-earnings as support of that

 20   two-year rate plan, but the way we've calculated that

 21   second-step rate increase is with discrete and

 22   measurable adjustments that will happen to our revenue

 23   requirement in that second year.

 24      Q.   And you state in your testimony over on page 22,

 25   line 5 -- this is your rebuttal testimony, RBT-3 [sic],
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 01   that "PacifiCorp is not proposing an attrition

 02   adjustment that relies on trending analysis or

 03   escalation factors" the way that Avista did in its last

 04   general rate case, correct?

 05      A.   That is correct.  I think the next sentence kind

 06   of describes what I was just referring to; it's "based

 07   on limited, discrete adjustments."

 08      Q.   Isn't the Company essentially just asking for a

 09   future test year approach in this case?

 10      A.   No.  That's not what we've proposed.  A future

 11   test year would walk all elements of revenue requirement

 12   forward to the future rate year.  We tried to make our

 13   two-year rate plan relatively easy to audit and review

 14   and transparent for parties, as we've identified four

 15   discrete items, three capital investments, and the

 16   expiration of production tax credits as the calculation

 17   to quantify that increase for the second year.

 18      Q.   So is that a future test year for just those

 19   particular cost items?

 20      A.   No.  Each of those components will be known and

 21   measurable well in advance of that second step rate

 22   increase.  Each of those investments will be completed

 23   by the end of this year.  In fact, one of them, our

 24   EMS/SCADA project, has already been completed; Union

 25   Gap, which is the second of the three capital
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 01   investments, will be completed this month; and the SCR

 02   and Bridger Unit 4 will be completed in November of this

 03   year.

 04               MR. FFITCH:  May I have a moment,

 05   your Honor?  I'm getting relatively close again.

 06               JUDGE FRIEDLANDER:  That's fine.  Thank you.

 07   BY MR. FFITCH:

 08      Q.   Mr. Dalley, could you please turn to your

 09   rebuttal testimony, RBT-3 [sic], page 30?

 10      A.   Yes, I'm there.

 11      Q.   And then looking at lines 8 through 10, and

 12   there you indicate, "The Commission found that the

 13   record in the 2014 rate case was inadequate to

 14   demonstrate that the use of end-of-period rate base did

 15   not violate the matching principle."

 16           That's your testimony, correct?

 17      A.   Yes.

 18      Q.   And then on this same page, lines 1 through 5 up

 19   above, you state that "the Commission found that

 20   PacifiCorp had not established that it met one of the

 21   four conditions that justify the use of end-of-period

 22   rate base," right, and you list those four items?

 23      A.   Yes, I do.

 24      Q.   The first condition you identify is "abnormal

 25   growth in plant."
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 01           You're not contending that the Company has had

 02   abnormal growth in plant in this case, are you?

 03      A.   I didn't specify that in my testimony, although

 04   I think an argument can be made.  The four investments

 05   that we have included as part of this case are

 06   substantial.

 07           The Jim Bridger Unit 3 and 4 upgrades are in the

 08   $130 million range each; and our EMS/SCADA project is

 09   around 32 million; the Union Gap substation is around 20

 10   million.  And so all of those are significant capital

 11   additions in the Company's rate base.

 12      Q.   Those are proposed for inclusion in year two,

 13   not by means of an end-of-period rate base analysis;

 14   isn't that right?

 15      A.   The Jim Bridger Unit 3 addition is part of year

 16   one.

 17      Q.   The next condition that's listed is [as read]

 18   "inflation and/or high attrition."

 19           You're not claiming that we are in a period of

 20   high inflation at this time, are you?

 21      A.   No.

 22      Q.   And then the third criteria that you identify is

 23   "as a means to reduce regulatory lag."

 24           Do you agree that, in this case, even with an

 25   end-of-period rate base included, there would be no rate
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 01   increase at all in year one if the adjustment to

 02   accelerate depreciation is removed?

 03      A.   While that is true that there would be a reduced

 04   revenue requirement from what we're proposing, our

 05   proposal to use end-of-period rate base is important in

 06   this case and is different than the 2014 rate case

 07   because we're requesting a two-year rate plan.  And

 08   those circumstances are different than what we had in

 09   the last case.

 10           And so establishing end-of-period balances in

 11   that first year of the revenue requirement is important

 12   because we don't plan to have a case, or we're planning

 13   to stay out of a rate case for that rate plan.  And so

 14   that element is different than what we had in the prior

 15   case.

 16      Q.   But how do you explain that if there's no

 17   increase -- absent the depreciation acceleration, if

 18   there's no increase otherwise shown for year one that's

 19   demonstrative of regulatory lag?  I guess that's what

 20   I'm having trouble understanding.

 21      A.   Well, I think, as Staff points out in its

 22   testimony, that when establishing a multi-year rate

 23   plan, aligning rate-based balances with the levels that

 24   are anticipated for the rate effective period are

 25   important.  And if you have annual rate cases where you

�0174

              EXAMINATION BY MR. COWELL / DALLEY

 01   could reset those rate-based balances each year, I think

 02   that's what the Commission was referring to in the 2014

 03   order that you referred me to on lines 8 through 10 of

 04   my testimony.

 05           But in this case, we've taken a different

 06   approach.  We've proposed two modest increases and a

 07   two-year rate plan, and so establishing those rate-based

 08   balances at the end-of-period levels for that first year

 09   is important to allow us to kind of honor that rate

 10   plan.

 11      Q.   All right.  Thank you, Mr. Dalley.

 12               MR. FFITCH:  Your Honor, I have no further

 13   questions for this witness.

 14               JUDGE FRIEDLANDER:  Thank you, Mr. ffitch.

 15               Mr. Cowell?

 16               MR. COWELL:  Thank you, your Honor.  Good

 17   morning, commissioners.

 18              *** EXAMINATION BY MR. COWELL ***

 19   BY MR. COWELL:

 20      Q.   And good morning, Mr. Dalley.

 21      A.   Good morning.

 22      Q.   So Mr. Dalley, if we could start with

 23   Cross-Exhibit 5.

 24      A.   Okay.  I'm there.

 25      Q.   And the first page, which is the response you
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 01   prepared to Boise Data Request 102, quoted therein,

 02   there's mention of your testimony that the Company's

 03   second-year rate increase is based on limited, discrete

 04   adjustments, right?

 05      A.   Are you referring to the question or the answer?

 06      Q.   Within the actual request.

 07      A.   Okay.

 08      Q.   And we can -- I can refer to the testimony

 09   specifically if you'd like.

 10               JUDGE FRIEDLANDER:  I'm sorry.  Which --

 11   this is multiple data request responses, so which one

 12   are you specifically referring to?

 13               MR. COWELL:  Oh, I'm sorry, your Honor.

 14   This is page one --

 15               JUDGE FRIEDLANDER:  Okay.  Thank you.

 16               MR. COWELL:  -- of Boise Data Request 102.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               THE WITNESS:  Yes.  Thank you, Mr. Cowell.

 19   I just wanted to just orient myself to the question and

 20   the response here, but --

 21   BY MR. COWELL:

 22      Q.   It's about three-quarters of the way down.

 23      A.   Yes.  I see that, yes.

 24      Q.   And in the response you prepared, you also

 25   stated that, quote [as read], "Basis for the Company's
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 01   second-year increase is earnings attrition," correct?

 02      A.   Yeah.  It's the two elements in conjunction.

 03      Q.   Sure.

 04      A.   And so the Company's second-year rate proposal

 05   and two-year rate plan is based on our ten-year trend of

 06   earnings attrition, and then it is calculated using

 07   discrete and known and measurable items for that second

 08   year.  And so it's those two elements together.

 09      Q.   Right.  So to clarify, are you asserting that

 10   the earnings attrition basis for the second-year

 11   increase is founded on a discrete attrition adjustment?

 12      A.   No.  As I've mentioned earlier in the discussion

 13   with Mr. ffitch, we have not prepared a formal attrition

 14   study as part of this rate case.  We've taken a

 15   different approach, one that we believe is easy for

 16   parties to review, audit, for the Commission to verify,

 17   which are discrete and measurable cost increases

 18   associated with plant investments and the expiration of

 19   production tax credits.

 20      Q.   Okay.  Thank you.

 21           Let's turn to the next page, please, page 2 of

 22   Exhibit RBD-5CX, and this is our Boise Data Request 103.

 23           Now, would it be fair to say that the Company

 24   takes the position that certain adjustments proposed by

 25   Public Counsel and Boise are not appropriate for
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 01   presentation in a limited issue case?

 02      A.   Yes.

 03      Q.   Now, you prepared this data response citing to

 04   Staff testimony in a prior case in which Staff indicated

 05   in an expedited rate filing that certain adjustments

 06   would not be included; is that correct?

 07      A.   Yes.

 08      Q.   And if you would please turn to

 09   Cross-Exhibit 6 -- RBD-6CX.

 10           So this is that exhibit that you referred to,

 11   right?

 12      A.   That is correct.

 13      Q.   And if we turn to the first page of that

 14   exhibit, right in the subtitle, it's subtitled For Use

 15   in a 2014 PacifiCorp Expedited Rate Filing, correct?

 16      A.   Yes.

 17      Q.   And at other times in this testimony, it also

 18   discusses developing rates in an expedited rate filing,

 19   that exact term, correct?

 20      A.   In this exhibit?

 21      Q.   Yes.

 22      A.   You said testimony in this exhibit?  Yes.

 23      Q.   Mr. Dalley, would you agree that in Order 3 in

 24   this proceeding, the Commission explicitly did not

 25   recognize this filing as an expedited rate filing or an
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 01   ERF?

 02      A.   Yes, that is my understanding, that the order

 03   was issued saying it was not an ERF, but it was a

 04   limited issue filing and set it for an expedited

 05   procedural schedule.

 06               JUDGE FRIEDLANDER:  And just for the court

 07   reporter's benefit, that's E-R-F.  Thank you.

 08               MR. COWELL:  Thank you, your Honor.

 09   BY MR. COWELL:

 10      Q.   Mr. Dalley, if you would, please, turn to page 3

 11   of Exhibit RBD-5CX, which is Boise Data Request 104.

 12           And in this data request, Boise asks the Company

 13   whether it agreed that both Pacific Power and Boise are

 14   recommending a determination on accelerated depreciation

 15   on a policy basis, right?

 16      A.   Yes.

 17      Q.   And you prepared a response to Boise DR 104

 18   stating that Pacific Power's proposal is for a

 19   policy-based change in asset depreciation; is that

 20   correct?

 21      A.   Yes.

 22      Q.   In the same request, and this would be right at

 23   the end of the actual request, the testimony of

 24   Mr. Mullins on behalf of Boise was quoted, recommending

 25   that the Commission should evaluate accelerated
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 01   depreciation as a, quote, "policy question."

 02           Is that accurately stated there?

 03      A.   Yes.  That's what it says here in the question.

 04      Q.   Would you agree, then, that Boise's also

 05   requesting a policy-based resolution of the accelerated

 06   depreciation issue just as Pacific Power is?

 07      A.   Yes, I think that's what my answer says here, is

 08   my understanding is Boise is in agreement with

 09   Pacific Power that we should adjust depreciation rates

 10   on a policy basis.  There are some differences in

 11   Boise's proposal as discussed by Mr. Mullins that we

 12   don't agree with, but from -- on the policy basis of the

 13   depreciation change, yes, that is correct.

 14      Q.   Okay.  So fair enough.

 15           The first sentence of your response,

 16   "Pacific Power agrees that its proposal" also includes

 17   an agreement with Boise, not just agreeing to what your

 18   proposal states?

 19      A.   Yeah.

 20      Q.   Okay.

 21      A.   Yes, we agree that it's a policy-based decision.

 22      Q.   Okay.  Thanks for that clarification.

 23           If we could turn to page 4 of that same exhibit,

 24   which is Boise Data Request 105, the response you

 25   prepared addresses an assumption -- and this is right at
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 01   the very first sentence here of your response -- and

 02   addresses an assumption that the Commission could adopt

 03   a policy related to rate treatment of the Jim Bridger

 04   plant at the end of the plant's depreciable life; is

 05   that correct?

 06      A.   Yes.

 07      Q.   Let's skip to the next page of this exhibit,

 08   which is Boise Data Request 107.  And I wanted to ask

 09   about the Company's commitment to a stay-out.  The

 10   Company's commitment to a stay-out -- to stay out --

 11   excuse me -- or not file an expedited or general rate

 12   case with a rate effective date prior to June 1st, 2018,

 13   is based upon whether the Commission chooses to, in your

 14   words, materially modify Pacific Power's revenue

 15   requirement proposals; is that right?

 16      A.   Yes.

 17      Q.   And so I want to follow up on the condition

 18   here.

 19           Could you elaborate or provide any objective

 20   standard around what you mean by "materially modify"?

 21      A.   Well, in order for a rate plan to be effective,

 22   there has to be an incentive for the Company to agree to

 23   that stay-out provision.  And if there is no rate

 24   adjustment, or if there is no incentive for the Company

 25   to stay out of rate cases, then it wouldn't necessarily
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 01   be in the Company's best interest to agree to that rate

 02   plan.

 03           And so in Staff's testimony in this case, they

 04   talk about those incentives and how a rate plan can be

 05   effective.  And so my reference in this answer is simply

 06   stating that the Commission has to take into

 07   consideration the entirety of the Company's proposal

 08   here, and to the extent that that is materially

 09   modified, it may not be in the Company's best interest

 10   to have a two-year rate plan.  It may be better to go

 11   back to the -- kind of the annual rate case cycle to

 12   address the costs that we're experiencing.  So that's

 13   what I'm trying to describe in this answer.

 14      Q.   Sure.  At the beginning of that answer, I

 15   believe that you said, if there's no rate adjustment.

 16   But what I'm trying to get to is, is there any bright

 17   line or objective basis that we can look at of when the

 18   Company -- at what point do they commit to a stay-out or

 19   at what point do they say, no, we're not going to commit

 20   to a stay-out.

 21           So when you said "no rate adjustment," that's

 22   nothing.  You've got a $10 million request for the first

 23   rate year.  Is there any point in between that we can

 24   put a definition on what "materially modified" means?

 25      A.   I don't think I have a specific number for you,
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 01   Mr. Cowell, but there are proposals as part of this case

 02   for zero rate increase, and so trying to -- and I would

 03   view that as material.

 04      Q.   Sure.

 05      A.   And so we -- we have already before the

 06   Commission two modest increases, less than three percent

 07   in each of the years, and so we really have limited the

 08   issues that we've brought forth as part of this

 09   proposal.

 10           To the extent that those are significantly

 11   modified from what we've proposed, and then imposing a

 12   rate plan, that may not be in the Company's best

 13   interest, and we may need to evaluate other regulatory

 14   options.  But we're really trying to adapt to what this

 15   Commission has communicated through prior orders, to

 16   look for innovative regulatory solutions and to avoid

 17   this annual cycle of rate cases.

 18           I've been doing this here with Pacific Power

 19   since 2007, since I've been in Portland, and I've been

 20   part of a number of these rates cases in front of this

 21   Commission, and we're trying to break that cycle.

 22           And so our proposal in this case really needs to

 23   be evaluated in its entirety, which is a limited issue

 24   filing, a decoupling proposal and a two-year rate plan.

 25   And I think that those three components hang together.
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 01      Q.   Thank you.  That's a good segue to the next

 02   question I wanted to ask.

 03           If you could turn to the next page, which is

 04   page 6 of Cross-Exhibit 5, and this is Boise Data

 05   Request 108.  Now, as I read the response you prepared,

 06   I interpret you to define a stay-out period according to

 07   rate effective dates; is that correct?

 08      A.   Can you give me just a moment --

 09      Q.   Sure.

 10      A.   -- to refresh my recollection on this response?

 11           I believe the question is asking about the

 12   stay-out provision, and my answer here is clarifying

 13   when the rates from the Company's next rate case would

 14   be effective, which would be in the middle of 2018 at

 15   the earliest.

 16      Q.   Okay.  Well, just to disengage it maybe from

 17   this particular request, just to ask you your conception

 18   of -- you were talking about innovative rate solutions

 19   and trying to match the Commission's desires there.

 20           As you -- as you think about what's the value of

 21   a stay-out period, does that involve a stay-out of rate

 22   case processes?

 23      A.   That's one consideration.  I think that this

 24   Commission has articulated that in prior orders where it

 25   has noted, you know, the burden on the Commission and
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 01   other parties for annual, litigated rate cases.  And so

 02   that is definitely a consideration.

 03      Q.   Okay.  Thank you.

 04           Mr. Dalley, if you would turn to page 23 of your

 05   rebuttal testimony, RBD-3T.

 06      A.   I'm there.

 07      Q.   And if you would just look at lines 12 through

 08   15 and Note 47.

 09               CHAIRMAN DANNER:  I'm sorry.  What page?

 10               MR. COWELL:  Oh, sorry, Commissioner.  This

 11   is page 23 of RBD-3T.

 12               CHAIRMAN DANNER:  Thank you.

 13   BY MR. COWELL:

 14      Q.   So in lines 12 through 15, and also there's a

 15   footnote there to Note 47, you were asked to respond to

 16   a statement that the Commission previously made a

 17   finding about, quote, "the Company's inability to

 18   achieve its authorized returns since 2006," correct?

 19      A.   Yes.

 20      Q.   And if you would -- maybe if you can keep your

 21   place there, but if you would also just turn to page 8

 22   of Exhibit RBD-5CX.  It's the last page of that exhibit,

 23   Boise Data Request 111.

 24           And you confirmed that the actual Commission

 25   order paragraph cited in your testimony states that,
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 01   quote, "the Company failed in the past to earn its

 02   authorized return" is distinct from a finding concerning

 03   the Company's inability to earn its authorized return;

 04   is that correct?

 05      A.   I think we're -- can you -- can you ask the

 06   question again?  I'm just trying to make sure I

 07   understand the distinction you're making.

 08      Q.   Sure.  Well, I guess that's what I'm asking

 09   here.  You confirmed that the terminology was different

 10   between the Company -- the Commission allegedly finding

 11   that the Company was -- had an inability to achieve its

 12   authorized return, and you confirmed in the data

 13   response that the Commission actually stated that the

 14   Company failed in the past to earn its authorized

 15   return.

 16           And do you see a distinction there between those

 17   terms?

 18      A.   I mean, the words are different.  I think that

 19   the facts that are in this case speak for themselves.

 20   I've demonstrated that, since 2006, the Company has

 21   not -- maybe I'll use a different word -- has not earned

 22   it authorized return.  And I believe that's what the

 23   Commission order says.

 24      Q.   Okay.  I'll switch gears here, Mr. Dalley.

 25           The last topic I want to address with you
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 01   concerns the Company's updates to revenue requirement

 02   made on rebuttal.  And just as a caveat here, I realize

 03   that some of these questions may be best suited for

 04   Ms. McCoy, but as lead Company witness, and because I

 05   think it gets to more of an overall Company strategy, I

 06   wanted to ask you about this.

 07           So to begin, the Company's updated its revenue

 08   requirement request in rebuttal testimony, right?

 09      A.   Yes, it has.

 10      Q.   Now, I understand from Ms. McCoy's testimony

 11   that the updated revenue requirement has been prepared

 12   assuming a July 1st effective date for both 2016 and

 13   '17, correct?

 14      A.   Yes.

 15      Q.   And that's based on the procedural schedule

 16   approved in this case, right?

 17      A.   Yes.

 18      Q.   And I assume that you can confirm you

 19   participated in that decision-making process to update

 20   based on the procedural schedule?

 21      A.   Certainly.  And when we -- we had originally

 22   asked for a May 1, 2016, effective date for the first

 23   increase, and then the second-year increase a year after

 24   that.  Based on the procedural schedule that was

 25   identified early on in this proceeding, that target date

�0187

              EXAMINATION BY MR. COWELL / DALLEY

 01   was moved to July.  And so as part of our rebuttal

 02   testimony, we adjusted the revenue requirement to match

 03   that rate effective period based on that kind of

 04   targeted rate effective date.

 05      Q.   Right.  And as you said, the procedural schedule

 06   was established early on, and subject to check, would

 07   you agree that that was December 29th, 2015?

 08      A.   Yes, subject to check.

 09      Q.   And again, subject to check, that Appendix A of

 10   Order 3 contained that procedural schedule?

 11      A.   Yes, subject to check, that's my understanding.

 12      Q.   Sure.  Now, the Company filed supplemental

 13   testimony and exhibits in this proceeding following the

 14   issuance of Order 3; is that correct?

 15      A.   That is correct.  I believe -- I was here at the

 16   prehearing conference for that, for this docket, and I

 17   believe that was a request from Staff to file additional

 18   cost of capital testimony.

 19      Q.   And so more specifically, Mr. Bruce Williams

 20   sponsored supplemental testimony and, subject to check,

 21   that was -- I have it as January 7th, 2016.

 22      A.   Yes, that sounds right.

 23      Q.   That sounds about right?

 24      A.   Subject to check, yeah.

 25      Q.   Okay.  And the -- that supplemental testimony
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 01   updated and provided additional information on certain

 02   cost of capital issues.  Would that be fair to say?

 03      A.   Yes, it was on the capital structure and cost of

 04   debt that was requested.  I think Staff, the concern

 05   they raised at the prehearing conference was that there

 06   be a complete record on that issue, and so the Company

 07   agreed to turn that supplemental testimony around in a

 08   short timeframe and provide that to the Commission and

 09   other parties for review.

 10      Q.   Correct.  And I think you've stated that the

 11   original Company request for a rate effective date for

 12   the first year was May 1st, 2016?

 13      A.   That is correct.

 14      Q.   And the dates for this hearing, May 2nd, May

 15   3rd, 2016, as well as other proceeding dates, those were

 16   established in that prehearing conference order, right?

 17      A.   Yes, that's my understanding.

 18      Q.   So would it be fair to say that, at least by

 19   December 29, 2015, the Company knew that first-year

 20   rates would not be effective by the initially-proposed

 21   date of May 1st, 2016, under the procedural schedule

 22   established?

 23      A.   Yes, I think that's fair.  I think that, as

 24   we've found in the last week, that that effective date

 25   for the first-year rate increase will likely be modified
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 01   again based on the conference we had last week on

 02   Friday.

 03      Q.   Right.  But --

 04      A.   And so I think it's -- the Commission has the

 05   discretion under its rules to take the full 11 months

 06   for this case.  We've requested it to be more expedited,

 07   and the schedule was accommodated to allow for a more

 08   expedited process.  But that kind of hard date for when

 09   rates will be effective, I guess, is not -- it's not a

 10   bright line or a defined date.

 11      Q.   Okay.  So you know, all that kind of foundation

 12   leads up to this question.

 13           Why did the Company wait until the rebuttal

 14   filing to update its revenue requirement based on a July

 15   1st, 2000 [sic] effective date, as contemplated in that

 16   December 2015 procedural schedule?

 17      A.   I think in the -- in the schedule outline for

 18   how the case proceeds, I think that's typical for the

 19   Company to update its revenue requirement as part of its

 20   rebuttal.  The updates that were made as part of that

 21   change of the rate effective period had both kind of

 22   increases and decreases associated with them based on

 23   the different elements.

 24           Ms. McCoy would be able to address them more

 25   specifically.  But in the procedural schedule that was
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 01   set by the Commission, that was the next opportunity for

 02   the Company to update its revenue requirement, and so

 03   that's what we did.

 04      Q.   And maybe this is a question better addressed to

 05   Ms. McCoy, but do you know the difference between what

 06   the Company's revenue rebuttal -- revenue requests would

 07   have been had they not updated the rate period?

 08      A.   I don't have that specific number off the top of

 09   my head.  It would be better addressed to Ms. McCoy.

 10   But I could speak generally about what's driving that

 11   difference in revenue requirement if you adjust that

 12   rate effective period.

 13           And so if you adjust the rate effective period

 14   farther out, our production tax credits expire, and as

 15   they start to expire, that means the tax credits will be

 16   available for less months of the test for the rate year,

 17   and so that would drive revenue requirement up.  But

 18   there also could be additional depreciation associated

 19   with our investments that could bring the revenue

 20   requirement down.

 21           Another driver for how it might change the

 22   revenue requirement is our proposal to accelerate

 23   depreciation.  If you have fewer months to accelerate

 24   the depreciation, so instead of May 1 you're using

 25   July 1, then that will also put a little upward pressure
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 01   on the revenue requirement as you have fewer months to

 02   achieve the same end-of-life target date that we've

 03   proposed in this case.

 04           And so those are some of the elements, and

 05   really what we've tried to do for the Commission is

 06   provide an update of what that looks like using a new

 07   rate effective period based on the procedural schedule

 08   established, and trying to have a complete record that

 09   aligns with that schedule.

 10               MR. COWELL:  Thank you, Mr. Dalley.

 11               No further questions, your Honor.

 12               JUDGE FRIEDLANDER:  Thank you, Mr. Cowell.

 13               We can either take a break or get into bench

 14   questions.  So we'll go on a ten-minute break and we're

 15   off the record.  Thank you.

 16                      (A break was taken from

 17                       10:48 a.m. to 11:02 a.m.)

 18               JUDGE FRIEDLANDER:  We'll go back on the

 19   record.  And I believe instead of Commissioner

 20   clarification questions, we'll go into redirect and then

 21   Commissioner clarification if that's all right.

 22               MS. MCDOWELL:  That's fine, your Honor.

 23               JUDGE FRIEDLANDER:  And then when we're

 24   finished with the witness, we'll go ahead and impanel

 25   both Mr. Parcell and Mr. Strunk.
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 01               MS. MCDOWELL:  Okay.  Thank you, your Honor.

 02               JUDGE FRIEDLANDER:  Thank you.

 03             *** EXAMINATION BY MS. MCDOWELL ***

 04   BY MS. MCDOWELL:

 05      Q.   Good morning, Mr. Dalley.

 06      A.   Good morning.

 07      Q.   So I just have a couple of questions to follow

 08   up on the cross-examination.

 09           Staff counsel asked you about the fact that

 10   alignment with Oregon in terms of accelerated

 11   depreciation would result in unalignment [sic] or

 12   falling out of alignment with some of the other states

 13   in the PacifiCorp system.

 14           Have you considered those -- you know, those

 15   variables, that aligning with Oregon would mean that you

 16   would fall out of alignment with the other states, and

 17   how did that influence the decision or your proposal in

 18   this case?

 19      A.   Well, I think it's important to acknowledge

 20   that, under the West Control Area allocation

 21   methodology, California, Oregon and Washington are the

 22   three states in the WCA.  And so Oregon, being the

 23   largest of the WCA states, we believe it's more

 24   important to align kind of with our western regional

 25   states, California, Oregon and -- California, Oregon and
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 01   Washington, having those aligned is more advantageous

 02   than alignment potentially with our East side of the

 03   system.

 04           And so -- and the policy and environmental

 05   objectives of the western states are much closer in

 06   alignment than what we see on the eastern side of our

 07   system.  So we do believe it's more appropriate to align

 08   with the Oregon lives than some of the other states.

 09      Q.   Mr. Dalley, Staff counsel also asked you about

 10   your proposal to move the lives of the Colstrip and

 11   Bridger units from 2037 and 2046, which are the Bridger

 12   and Colstrip current depreciable lives, to 2025.  And

 13   his question was, was that just your hunch or just

 14   speculation that the 2025 lives would be, you know, more

 15   likely to be the foreseeable lives of those units.

 16           Can you answer the question?  Was your -- is the

 17   Company's proposal to use a 2025 life based on a hunch

 18   or speculation?

 19      A.   No.  It's -- it's based on our professional

 20   judgment, and it reverts back to the depreciable lives

 21   that the Commission here in Washington has approved.

 22      Q.   Mr. Dalley, you were also asked by Public

 23   Counsel about the -- it's Exhibit 8CX.

 24           Do you have that exhibit in front of you?

 25      A.   I do.
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 01      Q.   And Mr. ffitch asked you particularly about the

 02   definition of depreciation and -- on page 4.

 03           I wanted to follow up with you on that question

 04   and ask you:  In that case, did the Company decide

 05   against extending the lives of its thermal units, and

 06   does Mr. Lay's testimony speak to that issue?

 07      A.   Yes.  That was a consideration.  In that same

 08   Exhibit RBD-8CX, exhibit page -- bottom of exhibit page

 09   8, which is the testimony page 7, and then continuing

 10   onto the next page, there's a Q and A that Mr. Lay

 11   addresses, which asks if the Company considered

 12   extending the depreciation lives of steam facilities to

 13   mitigate kind of the expense.  And in prior depreciation

 14   studies, that had been the practice, where if you

 15   extended the lives of facilities, it would have less of

 16   an impact on depreciation expense and moderate the

 17   impact to customers.

 18           But in Mr. Lay's answer, he points to the

 19   uncertainty that existed at the time we were developing

 20   the depreciation study, and as a result of that

 21   regulatory uncertainty, we did not extend the lives; we

 22   maintained them.  But we note that there was some

 23   uncertainty at that time.

 24      Q.   Mr. Dalley, was that a change from previous

 25   practice?
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 01      A.   Yes.  In the 2008 depreciation -- or 2007

 02   depreciation study that became effective in 2008, we had

 03   extended the lives.

 04               MS. MCDOWELL:  That's all I have.  Thank

 05   you, Mr. Dalley.

 06               JUDGE FRIEDLANDER:  Thank you.  And

 07   commissioners?

 08         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 09   BY COMMISSIONER RENDAHL:

 10      Q.   Good morning, Mr. Dalley.

 11      A.   Good morning, Commissioner.

 12      Q.   So on that question of the depreciation lives

 13   and the definition, can you find that page, that

 14   additional definition in the CFR?

 15      A.   Yes.  What --

 16      Q.   And can you read the definition of --

 17      A.   Yeah, and I was trying --

 18      Q.   You said item 11 or something.

 19      A.   Yes.  Okay.  So it was Exhibit RBD-7CX, which

 20   was the exhibit from Public Counsel --

 21      Q.   Correct.

 22      A.   -- that Mr. ffitch referred to.  So that's from

 23   the Code of Federal Regulations.

 24      Q.   Correct.  And you had referenced in your

 25   answer --
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 01      A.   In the Definitions section --

 02      Q.   -- an item 11?

 03      A.   Item number 12, actually.

 04      Q.   Item 12?

 05      A.   Yes.

 06      Q.   Okay.  And you had mentioned other -- you had

 07   quoted something about other considerations and factors.

 08           Could you read that again?

 09      A.   Yes.  It's describing kind of depreciation and

 10   what to consider, and it says at the end of that

 11   section, "Among the causes to be given consideration are

 12   wear and tear, decay, action of the elements,

 13   inadequacy, obsolescence, changes in the art, changes in

 14   demand and requirements of public authorities."

 15      Q.   Okay.  And that's what I thought I heard.

 16           So in this case, you're recommending that we

 17   modify the depreciation rates due to a policy concern,

 18   specifically a risk to policies at the federal and state

 19   level.

 20           So specific to Washington first, what

 21   requirement of public authorities is driving this

 22   decision in this state, for this state in particular?

 23      A.   Well, I think public authorities could be the

 24   Commission as one body.  It could also be the EPA from a

 25   federal level.  But I think what we see in Washington,
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 01   there's no specific requirement for us to shut down any

 02   of our facilities at this point.

 03           But there are definitely -- as Washington

 04   implements the Clean Power Plan, there will be policies

 05   implemented by the State that could have impacts.  There

 06   could be other state policies that could be impacted

 07   that would restrict coal fire generation from

 08   neighboring states similar to what we've seen in the

 09   recent bill that was passed associated with Colstrip 1

 10   and 2.

 11      Q.   In Oregon?

 12      A.   I'm speaking of the legislation that was passed

 13   in Washington associated with Colstrip 1 and 2.

 14      Q.   But that did not require closure, correct?

 15      A.   Correct.

 16      Q.   And it didn't require, as in Oregon, that the

 17   Commission couldn't include in rates anything related to

 18   the No Coal-by-Wire after those -- those current

 19   depreciation dates in Oregon, correct?

 20      A.   Correct.  The Washington legislation, my

 21   understanding, is really to enable -- to be -- for the

 22   utility to be able to react more nimbly to those

 23   emerging environmental regulations should there be a

 24   need to shut down those facilities at an earlier date.

 25      Q.   So there's no specific requirement currently in

�0198

         EXAMINATION BY COMMISSIONER RENDAHL / DALLEY

 01   Washington law that you're pointing to as a basis for

 02   making this policy change; it's because you think

 03   something might happen in the future in Washington, or

 04   on the federal level with the Clean Power Plan?

 05      A.   Correct.

 06      Q.   But there's nothing currently requiring this

 07   change?

 08      A.   No.

 09      Q.   So how do you reconcile that clarification that

 10   you read about the consideration of requirements of

 11   public authorities when there currently isn't a

 12   requirement?

 13      A.   I reconcile it in that there's a variety of

 14   things that need to be considered when establishing

 15   depreciation rates, and it's not just an engineering

 16   study.  So I was responding to Mr. ffitch that it

 17   doesn't have to be a specific engineering study that

 18   determines the rates.  There are other considerations.

 19           Considerations of public authorities is another

 20   one in the CFR, but as we've seen in prior Commission

 21   decisions here in Washington associated with our

 22   depreciation rates, the Commission ultimately has

 23   discretion over what they view is the appropriate life.

 24           And so I believe there's discretion from the

 25   Commission to establish the depreciation rates that it
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 01   feels is appropriate.  But there's no requirement that

 02   it be a certain date based on a study.

 03               COMMISSIONER RENDAHL:  Okay.  Thanks.

 04               CHAIRMAN DANNER:  Is my mic on?

 05           *** EXAMINATION BY CHAIRMAN DANNER ***

 06   BY CHAIRMAN DANNER:

 07      Q.   Good morning, Mr. Dalley.

 08      A.   Good morning, Chair Danner.

 09      Q.   I want to follow up on that question from

 10   Commissioner Rendahl, because when we're talking

 11   about -- you say it's policy-based.  Normally, you know,

 12   setting environmental policy is not the purview of the

 13   Commission.  And so you're not asking us to determine

 14   when we would like the plant to close and set the

 15   depreciation schedule based on what we think the best

 16   environmental policy would be; is that correct?

 17      A.   That's right.

 18      Q.   So it's -- and is it more that, what you're

 19   asking us to do, is given all of the things you cited in

 20   your testimony and other things that might be in the

 21   record, that we would come up with what we determine to

 22   be our best estimate of when this plant is going to

 23   close?

 24      A.   I don't believe the decision has to be when the

 25   plant is going to close.  The distinction between
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 01   economic life and operational life is important in that

 02   the facility could operate past a 2025 date, but there

 03   is risk that it may not be able to operate at least

 04   through its existing lives.

 05           And because of that risk, we have a window where

 06   we could adjust depreciation rates now at kind of a

 07   modest impact to customers and kind of de-risk that

 08   future.  And so that's the policy decision that we're

 09   seeking from the Commission in this case, is that if we

 10   act now and lead into that a bit where we have a few

 11   years, we could have enormous flexibility in the

 12   mid-2020 timeframe to react to environmental policies as

 13   they become clearer.

 14           If we wait -- I think our concern is, if we wait

 15   and then act after there is some specified policy of

 16   when a plant has to close, there's less of a window to

 17   adjust those depreciation lives and it could have a

 18   greater impact to customers.

 19      Q.   Yeah.  So the way I see it, some of the policy

 20   considerations, if you want to call them that, would be,

 21   you know, we want to be concerned about

 22   intergenerational equity, that the people that are

 23   benefitting from this plant are the ones who are paying

 24   for it, and people who are -- so that you don't want to

 25   have -- you don't want to have the depreciation schedule
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 01   too far in advance, because then you're going to have

 02   people who are benefitting from the plant who are not

 03   paying for it.

 04           And on the other side of the coin, you don't

 05   want to be in a situation where you have higher rates

 06   when they're not necessary if the plant is going to be

 07   out there longer.  And of course, as you said, you don't

 08   want to have rate shock, you want to avoid dramatic

 09   increases in rates.

 10           And so basically what you're looking for is,

 11   what is the best match of the useful life and the

 12   operational or -- and the depreciation schedule; isn't

 13   that correct?

 14      A.   Yeah.  And I would just clarify economic life

 15   versus actual operational life, because in another

 16   state --

 17      Q.   Well, talk to me about the distinction between

 18   the economic life of a plant and its operational life.

 19      A.   Well, in each --

 20      Q.   Doesn't the continued operation affect the

 21   economics of the plant?

 22      A.   It could, but each state can determine the

 23   economic life based on its considerations of the issues.

 24           And so these facilities that we're talking

 25   about, Colstrip in Montana and Jim Bridger in Wyoming,
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 01   there's certain policy considerations in those states

 02   that could drive the actual operation of those

 03   facilities.  Those states may choose to operate those

 04   facilities longer for service to customers in that state

 05   than a policy from a state here on the West Coast, such

 06   as Washington or Oregon.

 07           But we are trying to align the depreciation to

 08   have customers pay for those resources over the life

 09   that we believe is more appropriate, and to avoid kind

 10   of that intergenerational equity issue on the tail end,

 11   where if customers today are not paying enough and that

 12   facility has to close early, then customers in the

 13   future that aren't benefitting from that resource would

 14   be bearing those costs.

 15      Q.   So -- so you're asking us to make a judgment

 16   call.  Right now, as Commissioner Rendahl's question was

 17   getting to it, it doesn't appear to me that we have any

 18   real requirements on a closure date right now.  I

 19   also -- from what I'm hearing, the Company has no plans

 20   or commitments to shut the plant by any date certain.

 21           And is it -- would it be the Company's policy to

 22   continue operating that plant as long as possible?

 23      A.   No, the Company's policy would be to evaluate,

 24   you know, options, as we do in kind of our long-term

 25   planning, based on considerations from each of our
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 01   states.  And so there could be policy differences among

 02   the states, but, you know, through our long-term

 03   planning, we will do what's least cost, least risk,

 04   given the economics as well as the policy objectives of

 05   those states.

 06      Q.   So if you have Utah and Idaho, for example,

 07   saying we want you to run those as long as possible, and

 08   you have Oregon and Washington saying we'd actually like

 09   it to be a little sooner, how do you resolve that?

 10           I mean, the problem is, is you're saying that

 11   your estimate is a better estimate than the status quo,

 12   but I think our obligation is to find -- if we were

 13   going to do this, we have to find the best estimate.

 14   And right now, I don't -- there's nothing.  It's all --

 15   it all seems to be -- I don't know the rational basis on

 16   which to set a date.

 17           I mean, what is the right date for closure?

 18   You've chosen 2025, but I don't -- I don't -- other than

 19   the fact that Oregon has that, Oregon is one of the six

 20   states, I'm trying to figure out what the right closure

 21   date would be if we wanted to go this route.

 22      A.   And I think that the Washington Commission can

 23   determine when they want these resources paid for, and

 24   that decision can drive and provide enormous flexibility

 25   for where the State wants to go as far as future
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 01   resources.

 02           And so I don't believe the decision has to be

 03   made by the Commission in this case based on a decision

 04   to close a plant at any specific date.  But I think a

 05   decision to shorten the life to what had previously been

 06   approved by this Commission will enable the Company and

 07   its customers to adapt in the future.

 08           And so I don't think it has to be tied to when

 09   those specific facilities will close.  And maybe just

 10   noting on Oregon, they just passed legislation in this

 11   2016 legislative session that says, after 2030, coal

 12   resources can no longer be included in rates.

 13           Now, that legislation does not require that

 14   facilities outside of Oregon, such as our plants in

 15   Wyoming, have to close by 2030, but Oregon has made the

 16   policy determination that they won't be included in

 17   rates beyond that date.

 18      Q.   Right.  And Washington has not done that, at

 19   least not yet.  And so I'm still -- I'm trying to get a

 20   handle on -- assuming we need a rational basis for what

 21   we're doing, is -- is what you have in your testimony,

 22   have you provided that rational basis?  And maybe you

 23   could restate it succinctly.

 24      A.   Yeah, I think the rational basis is we're

 25   reverting to lives previously approved by the
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 01   Commission, and to adapt to emerging environmental

 02   regulations that we're seeing today and that we

 03   anticipate in the future to prevent rate -- significant

 04   rate impacts to customers in future years.  And so --

 05      Q.   Okay.  And you're seeing those in Washington?

 06      A.   Well, in my testimony, I reference several.  And

 07   so -- I mean, maybe pointing to a few of them, I

 08   believe --

 09      Q.   Well, there were quotes of legislators, but I

 10   didn't --

 11      A.   Well, maybe if I point to page --

 12      Q.   Would you?

 13      A.   -- 6 of my direct.

 14      Q.   I'm sorry.  Your direct?

 15      A.   Yes, RBD-1T.

 16      Q.   Yeah.

 17      A.   And this is a list of items that are driving the

 18   Company's proposal as part of this case.  And you could

 19   see the different policies.  I mean, maybe if I jump to

 20   2013 where we have Washington Second Climate Action

 21   Bill; you've got in 2014, the Executive Order; and then

 22   we have 2015, the Clean Power Plan.

 23           Since I filed my direct testimony, we had the

 24   passage of SB 6248 here in Washington.  And although it

 25   does not specifically address the Company's resources, I
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 01   think it's a policy direction that is informative for

 02   the Commission.  And we also have the Governors' Accord

 03   For a New Energy Future that was signed by governors in

 04   Washington, Oregon and California.

 05      Q.   So basically you're looking at sort of the

 06   trends and the gestalt of all of this.  I mean, yes, we

 07   have an emissions performance standard that grandfathers

 08   existing plants; yes, we did pass 6248, but it doesn't

 09   really directly affect us.

 10           But you're just saying, the overall flavor and

 11   trends that we're seeing over the last -- since 2006 is

 12   pointing in the direction of this plant as more likely

 13   to close in 2025 than it is currently going to -- than

 14   it would close at the end of its depreciation schedule?

 15      A.   Certainly.  And it's -- it's -- it's certainly

 16   intensified over the last several years, those policy

 17   changes.

 18      Q.   Okay.  Now, the testimony of witness Ramas

 19   suggested setting up a liability account.  And in your

 20   testimony, you were concerned that this was burdensome

 21   and unnecessary.  I was just -- I want to get a sense of

 22   what -- what is the burden that -- what is the burden

 23   that you would be facing if we were to do something like

 24   that?

 25      A.   Well, the way -- unnecessary and burdensome
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 01   is -- the way we do this in Oregon today, where Oregon

 02   has a separate depreciable life than our other states,

 03   and so we already have an accounting system that's set

 04   up to handle that kind of difference, and so there would

 05   be a separate tracking, there would be a separate

 06   reporting.

 07           Looking at Ms. Ramas's testimony, it appeared

 08   that she wanted a little more than that, and I just

 09   don't know the value that that additional proposal would

 10   bring, because we'd already be tracking the amounts that

 11   Washington would be paying in excess of the current

 12   depreciation rates, and so it would be very transparent

 13   and identifiable just as it has been for our Oregon

 14   jurisdiction since 2008.

 15      Q.   So -- but in terms of it being burdensome, it's

 16   not something that you would not -- you would be able to

 17   do that.  It would create some additional work, but it's

 18   not really going to break the bank?

 19      A.   It is a possibility.  It would just -- I don't

 20   know the value that it provides other than what we're

 21   doing currently in Oregon that it addresses that

 22   difference in depreciation.

 23      Q.   But Utah does this, right?  They require --

 24      A.   Again, the Utah proposal is different because

 25   it's not specific to any particular resource, and it's
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 01   also -- it's a trade-off from how demand-side management

 02   costs are being reflected in rates.  And so there is a

 03   distinction between our proposal here and in Utah,

 04   because there's a number of other factors in that Utah

 05   proposal.

 06           What they did in Utah was they took demand-side

 07   management expenses that were included as an expense and

 08   they're now capitalizing that expense rather than

 09   expensing it, and then taking the value or the revenue

 10   requirement associated with that decreased expense and

 11   applying it to coal depreciation.  And we're not

 12   proposing to capitalize demand-side management as part

 13   of this filing.

 14               CHAIRMAN DANNER:  All right.  Thank you.  I

 15   think that's all the questions I have.

 16         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 17   BY COMMISSIONER RENDAHL:

 18      Q.   I have one additional follow-up to that,

 19   somewhat related to the changing times and maybe the

 20   trends and gestalt that my colleague referred to.

 21           So are you aware of any coalition or movement in

 22   Washington to, in the next -- before the next

 23   legislative session, propose a similar bill or similar

 24   initiative that was discussed in Oregon?

 25      A.   I am not.
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 01      Q.   Is that at all part of your thinking?

 02      A.   I'm not particularly knowledgeable on the

 03   proposals.  I know that there's a lot of environmental

 04   discussion that's happening in Olympia as well as in our

 05   other states, and so I am not part of any discussion

 06   specifically that would propose the same thing.  I think

 07   that's certainly an option.

 08      Q.   Do you know if PacifiCorp is involved in any of

 09   those discussions, whether you are or not?

 10      A.   I know that we're involved with the different

 11   environmental groups, and it's -- since Oregon's so

 12   fresh, that everybody's seen what it's done, I think

 13   it's something that could be considered, but I don't

 14   know of any efforts particularly to push that.  But --

 15   it's a consideration and it's an option, but it's not

 16   part of our proposal that we're seeking here.

 17               COMMISSIONER RENDAHL:  Okay.  Thank you.

 18          *** EXAMINATION BY COMMISSIONER JONES ***

 19   BY COMMISSIONER JONES:

 20      Q.   Good morning, Mr. Dalley.  This is Commissioner

 21   Jones.  I'm sorry for the --

 22      A.   Good morning.

 23      Q.   I'll try to speak clearly today.  I have one of

 24   these bugs that have been going around.

 25           So I'm going to follow -- the first line of

�0210

          EXAMINATION BY COMMISSIONER JONES / DALLEY

 01   questioning is going to be along the lines of -- the

 02   first line of questioning will be along the lines of

 03   Chairman Danner and Commissioner Rendahl.

 04           Could you please turn to page 6 of RBD-1T?

 05      A.   Yes, I'm there.

 06      Q.   So just on a few of these, the Washington

 07   Executive Order 04-14, is this binding on the Commission

 08   in any way on imported coal power?

 09      A.   My understanding is it is not.

 10      Q.   2015, what is your understanding of the Clean

 11   Power Plan?  I think many of us, including Mr. Tepley

 12   for your company, have been heavily involved in this.  I

 13   think this has been stayed by the Supreme Court, a lot

 14   of politics involved here perhaps with the new

 15   administration.  I am thinking that the effect of any

 16   Clean Power Plan remanded back to EPA will probably be

 17   another two years.

 18           Is that your assessment at PacifiCorp?

 19      A.   I can't speak, Commissioner Jones, specifically

 20   to the timing.  And I think it would be maybe a better

 21   question for Mr. Tepley -- I know he's not here today

 22   because that -- some of the issues he was covering are

 23   not before the Commission today.

 24      Q.   Okay.  Well, could you answer this question?

 25           What do you anticipate happening after oral
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 01   argument in the DC Circuit on June 2nd?  Whatever comes

 02   out, most experts are saying will be appealed to the

 03   Supreme Court.

 04           Is that your assessment?

 05      A.   Yes.

 06      Q.   And then what happens after that?

 07      A.   I think most -- we don't know for certain, but I

 08   think the Company's perspective is that it is likely

 09   that the Clean Power Plan would continue.  The timing of

 10   implementation could change.  Certainly other elements

 11   of it could change.  But it's difficult for me to say

 12   exactly --

 13      Q.   Okay.

 14      A.   -- what might happen from that stay that's --

 15   that currently exists.

 16      Q.   Okay.  Could you go back to RBT-3T [sic], your

 17   rebuttal testimony?  And I think it's one of your

 18   exhibits.  Don't you have an exhibit attached with this

 19   governors' statement?

 20      A.   Yeah.  It's -- Exhibit RBD-4 is the Governors'

 21   Accord for a New Energy Future.

 22      Q.   So my question to you is similar to the previous

 23   questions.  A, is this binding on the UTC; and, B, does

 24   it have any specific ratemaking implementations that

 25   would bind us in this issue of accelerated depreciation?
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 01      A.   No, I don't believe it's binding on the

 02   Commission.  I believe the Commission has discretion on

 03   this issue.

 04      Q.   Okay.  Let's turn to page of your rebuttal

 05   [sic].  On page 5, this is more of a foundational

 06   question about the changes from your direct to your

 07   rebuttal testimony.

 08           Are you there?

 09      A.   Just to make sure I have the rebuttal testimony,

 10   RBD-3T, page 5?

 11      Q.   Correct.

 12      A.   Yes, I'm there.

 13      Q.   Toward the bottom.  In there you state that your

 14   revenue requirement recommendation has gone from 10

 15   million to 9 million, and you cite to bonus

 16   depreciation, reduced costs of Bridger 3 and production

 17   tax credit amounts.

 18           Do you have any idea, for example, on -- is

 19   bonus depreciation the biggest driver of revenue

 20   requirement impact?  And if so, what is it specifically,

 21   do you know?

 22      A.   My understanding is that the update for bonus

 23   depreciation to reflect that on the capital additions

 24   that will be placed in service as part of this case had

 25   an impact of around $350,000.  So that was a big
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 01   component.

 02           The Bridger Unit 3 came in under budget, and so

 03   that had an update.  I defer to Ms. McCoy on the

 04   specifics --

 05      Q.   Okay.

 06      A.   -- but I think that was another couple hundred

 07   thousand dollars.

 08           We also, you know, accepted some adjustments

 09   from other parties, and so those had some impacts that

 10   brought the revenue requirement down.  So there was, I

 11   would say in that update, as you would see in a typical

 12   case, some items that brought down the revenue

 13   requirement and other items that brought it up a bit.

 14   But in totality, the number was reduced by a million

 15   dollars.

 16      Q.   Okay.  Good.  Thank you.

 17           Could you turn back to -- this was a Public

 18   Counsel cross-exhibit, or maybe it was Boise, RBD-8CX.

 19   It's Mr. Lay depreciation testimony, I think.

 20      A.   Yes.

 21      Q.   Could you turn to page 8 of that?

 22      A.   Yes.

 23      Q.   On lines 1 through 5, I just want to be crystal

 24   clear on this, that this is your current policy in this

 25   case.  On line 2, you -- Mr. Lay states [as read], "The
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 01   Company is continuing to recommend retaining 61 years,

 02   as previously approved by the Commission, as the

 03   depreciable -- quote, depreciable terminal life of steam

 04   generating facilities where the Company is not a

 05   minority owner."

 06           So do you still stand by that statement in this

 07   case?  61 years is the -- from a depreciation

 08   standpoint, what you're continuing to use?

 09      A.   Um, no.  We're proposing to modify that to

 10   adjust the lives to 2025 for Jim Bridger, 2032 for

 11   Colstrip, and so it's a modification from the 61 years

 12   that was approved -- argued by the Company and approved

 13   by the Commission in '13, so we're modifying it.

 14      Q.   So you're actually contradicting or going back

 15   on Mr. Lay's testimony in that year on the depreciable

 16   terminal life of a steam generating unit?

 17      A.   Yeah.  We're -- I wouldn't say we're

 18   contradicting it, Commissioner Jones, but we're seeking

 19   a change to it --

 20      Q.   That's fine.

 21      A.   -- from the '13 depreciation study.

 22      Q.   Next line of questioning, and I think you

 23   mentioned it to Commissioner Danner.

 24           Could you describe -- and I don't know where it

 25   is in your rebuttal testimony, but this Oregon PUC
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 01   monitoring for the incremental depreciation amounts

 02   that's been in place since 2008, could you both describe

 03   that from a depreciation -- from an accounting

 04   standpoint?  It's not a regular -- it's not a regulatory

 05   liability account, but could you describe how it's done

 06   and then how the results are presented to the Commission

 07   Staff?

 08      A.   Certainly.  The -- since Oregon deviated from

 09   the live feed by our other states in 2008, we've had to

 10   set up a separate tracking to determine kind of what

 11   Oregon customers are paying with respect to -- I guess

 12   as compared to our other states.

 13           And so we have one accounting system that is

 14   used for all six of our states, and -- and so we have to

 15   be able to input kind of what depreciation expense is

 16   that kind of aligns with the majority of our states, and

 17   then we make an adjustment to account for the Oregon

 18   specific amounts, because that has to be done kind of

 19   independently, or I would say kind of outside of the

 20   model.

 21           That's the separate tracking and reporting that

 22   becomes available, and so then that separate accounting

 23   is then input into the accounting system to account for

 24   that incremental depreciation expense that Oregon has

 25   paid for.
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 01           And so from a regulatory reporting standpoint,

 02   it's very transparent.  We do it through an adjustment

 03   that comes through our Commission basis reports, and so

 04   they could see the incremental amounts of depreciation

 05   expense, both on the expenses and on the reserve in each

 06   report that we file with the Commission.

 07      Q.   And that's submitted how often to the Commission

 08   Staff?

 09      A.   So it's submitted each year as part of the

 10   Commission basis reports, and that's on a similar timing

 11   to what we file here in Washington.

 12      Q.   Okay.

 13      A.   And what we've proposed in this case is that we

 14   begin midyear Commission basis reports in Washington.

 15   So typically we file annually the end of April.  We're

 16   proposing that we file midyear, so file for the

 17   12 months ending June, and we file that in October to

 18   provide another kind of check-in for the Commission that

 19   would provide transparency on our whole revenue

 20   requirement, but specifically it would provide some

 21   greater transparency on the depreciation issue.

 22      Q.   Okay.  If you could turn to page 11 of your

 23   rebuttal testimony, please, on lines 10 and 11.  And

 24   therein you cite to something that I'm a bit confused

 25   about, a, quote, "alternative allocation method that may
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 01   include divisional allocation methodologies."

 02           You know, I've attended several meetings of the

 03   MSP.  Our staff has been in and out, most recently out

 04   of the MSP meetings.  But what specifically are you

 05   referring to as, quote, a "divisional allocation

 06   methodology"?  Would this be something different from

 07   the WCA?

 08      A.   No.  I think it -- I've been a part of a number

 09   of those discussions as well.  The proposals that were

 10   being considered as part of the last couple of years of

 11   discussions with parties from all of our states was,

 12   right now we have a system based methodology that's used

 13   for all states except for Washington, and Washington

 14   uses kind of WCA, the West Control Area.

 15           And there's been some interest from other

 16   states, such as Oregon, in evaluating kind of that

 17   divisional approach, where it may be Pacific Power,

 18   Rocky Mountain Power type of divisions rather than a

 19   six-state system.

 20           And so that's what I'm talking about.  So I

 21   guess to answer your question directly, Commissioner

 22   Jones, I don't -- I think the divisional allocation

 23   methodologies, the WCA is --

 24                      (Interruption by the reporter.)

 25               THE WITNESS:  I'm sorry for talking too
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 01   fast.

 02               The divisional allocation methodologies

 03   described here is consistent, or at least conceptually

 04   similar to what we have already in place here in

 05   Washington.

 06   BY COMMISSIONER JONES:

 07      Q.   But Mr. Dalley, how does that -- how does that

 08   relate to Commission approval of different states'

 09   depreciation studies and then what you're trying -- what

 10   you're proposing here today with accelerated

 11   depreciation?

 12           My recollection of the MSP discussion items did

 13   not include depreciation studies.  It related to systems

 14   operation factor, situs versus non-situs, all of these

 15   things related to rate base revenues and costs, not

 16   depreciation.  So I'm confused as to why you refer to it

 17   here.

 18      A.   Yeah, the reason I refer to it is there's a

 19   number of complexities to deviate from allocation

 20   methodologies currently instituted by our states.  And

 21   because of those complexities, it becomes challenging to

 22   identify a solution that would be workable for all of

 23   the states.  Differing depreciation rates is one of

 24   those complexities in that Oregon has currently a

 25   shorter life than our other states.  Aligning Oregon and
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 01   Washington would eliminate at least one of those

 02   complexities when evaluating a future allocation

 03   methodology, and so that's why I refer to it here.

 04               CHAIRMAN DANNER:  Commissioner, can I break

 05   in here?

 06               COMMISSIONER JONES:  Sure.

 07           *** EXAMINATION BY CHAIRMAN DANNER ***

 08   BY CHAIRMAN DANNER:

 09      Q.   In that regard, when I see our role as trying to

 10   look at the evidence and determine what the best

 11   estimate of closure would be, it could be that in our

 12   analysis we'll find a date that's different than 2025.

 13   Maybe, you know, it could be a few years out, it could

 14   be a decade out, if we were to change it at all.

 15           And so my question is, is if we were to do that

 16   analysis and we were to land on 2031 or 2032, in your

 17   opinion, would that be unacceptable because it doesn't

 18   align with Oregon?

 19      A.   No, it would -- it would create some of the

 20   similar changes that we have today.  And so I think

 21   getting alignment with the states would be advantageous,

 22   at least for the western states; and in particular, on

 23   this allocation issue, having alignment would be

 24   important.

 25           But as we've experienced with Oregon, having one
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 01   state do something differently, we could accommodate

 02   that.

 03      Q.   Okay.  But again, if I'm -- you know, I find the

 04   analysis of what is -- what is the right number, that --

 05   to -- to redo these depreciation schedules to be very

 06   difficult given what's in front of us, so I'm just

 07   trying to figure out how much flexibility you think we

 08   have.

 09      A.   And I think the Commission has discretion.  I

 10   think the 2025 date for Bridger and 2032 date for

 11   Colstrip are, you know, appropriate dates to use,

 12   because it relies on a date that was previously approved

 13   by this Commission, and so it's not just a number pulled

 14   out of thin air.

 15           It's a date that has been used in previous

 16   depreciation studies, and it is also something that's

 17   consistent with the largest state in the West Control

 18   Area.  And so I believe that that's a good date to use

 19   as part of this case, and then it wouldn't restrict the

 20   Commission from reevaluating that in the future.  I

 21   think our concern with waiting additional time to

 22   evaluate is that you lose years and precious time where

 23   you could do something like that without having a more

 24   dramatic increase in rates.

 25           And as we see potential new renewable
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 01   investments come into the state and as part of our

 02   western system, you know, having the cost increase

 03   associated with potential acceleration and

 04   depreciation -- I mean, we're trying to avoid customers

 05   getting hit with kind of the double whammy of new

 06   investments coming in and paying for old investments.

 07           And so if we could de-risk kind of that future

 08   by paying down some of these coal resources now, I

 09   believe that's in the best interest of our customers.

 10      Q.   Right.  But you also have the opposite of that,

 11   which is people may be paying more early on, and if this

 12   thing extends into the future, you have not only the

 13   intergenerational but you have higher rates at the

 14   beginning that you could have avoided if you extended

 15   the --

 16      A.   Yeah, it certainly exists on both sides.

 17      Q.   Well, exactly, so -- so -- and that's why I

 18   wanted to just get your idea of what we have the

 19   flexibility to do, because it seems to me that this is

 20   going to be -- we have to take all of this into effect.

 21           And, again, the policy is not just, when do we

 22   want it to close?  Well, that's not something -- that's

 23   not news we can use.  The news we can use is the

 24   intergenerational equity.  What is -- what's our best

 25   guess at the useful life of a plant, and the factors
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 01   about who should be paying what when.  And those are --

 02   if they're policy issues, those seem to be the policy

 03   issues that would be before us.

 04      A.   And it's much easier to adjust rates where

 05   you're lengthening life than shortening.  Because when

 06   you're shortening the depreciation life, you're having

 07   an upward pressure in customer rates.

 08           And so if the Commission's concerned that the

 09   adjustment in this case would accelerate kind of to too

 10   short of a life, I mean, that could be evaluated in the

 11   future, and just as we did in previous depreciation

 12   studies, could be extended.  But trying to do it in this

 13   case as part of a relatively modest increase to

 14   customers and provide that de-risking in the future.

 15               CHAIRMAN DANNER:  All right.  Thank you.

 16               Thank you for your indulgence.

 17               COMMISSIONER JONES:  No.  This is a good

 18   discussion, and I'm going to follow up on something you

 19   said.

 20          *** EXAMINATION BY COMMISSIONER JONES ***

 21   BY COMMISSIONER JONES:

 22      Q.   So my last line of questioning is EOP versus

 23   AMA -- for the reporter, EOP and capital AMA -- let me

 24   pose a hypothetical and have you respond to it, though,

 25   based on previous questions from Commissioners Rendahl
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 01   and Danner and others.

 02           The next depreciation study is due in 2018,

 03   right?

 04      A.   Correct.

 05      Q.   There's going to be an election in the state of

 06   Washington and nationally.  The Clean Power Plan, many

 07   of these environmental regulations, I would argue, are

 08   in limbo until we have more, quote, political

 09   uncertainty [sic].  Clean Power Plan is stayed until

 10   probably 2018.

 11           The responsibility for shutting down the coal

 12   plants, Bridger and Colstrip, lie not with the state of

 13   Washington but for the states in which those coal plants

 14   are located, Montana and Wyoming.

 15           Let's say there's a CPP and they're required to

 16   file a 111(d) plan by 2019, September.  Wouldn't it be

 17   more rational and more certain for the Company to

 18   propose something like that, not just to wait and see,

 19   but recognizing these realties and deal with these

 20   issues in the 2018, '19 timeframe?

 21           That's a hypothetical, but could you respond,

 22   please?

 23      A.   Yeah.  I think the opportunity now, I still

 24   think is ripe.  It's an opportune time because the rate

 25   increases that we're seeking as part of this case are
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 01   relatively modest, and so waiting to the 2018 or '19

 02   timeframe, as in your hypothetical, I think poses some

 03   risk of what the rate impacts associated with not only

 04   new investments that may be required, but amortization

 05   of existing investments, and so waiting creates some

 06   risk.

 07           I think what we've provided in this case is some

 08   predictability of what rates would be for the next

 09   couple of years and provide that de-risking of the

 10   future.  And so I believe it would be more prudent to

 11   act now, and adjust these depreciation rights to a

 12   shorter -- the rates to a shorter life, and it could

 13   always be reevaluated as things become clearer and

 14   it's -- as I mentioned, it's easier to adjust, or at

 15   least when you're extending lives rather than shortening

 16   them has the impact of reducing rates rather than

 17   increasing rates.  And so I believe it would be more

 18   appropriate to do it now than wait.

 19      Q.   And given all those issues that you cite to,

 20   Governors' proclamations, Congressional actions, Supreme

 21   Courts, you think, A, the Commission has the authority

 22   to do this, and, B, the Commission should take the

 23   policy initiative to do it at this time?

 24      A.   Yeah.  The Commission certainly has the

 25   discretion to adjust depreciation rates in Washington,
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 01   and can do so on a number of different bases, including

 02   engineering studies or considering other factors.

 03           And yes, I believe that it would be in our

 04   customers' best interest to adjust these depreciation

 05   rates now, and provide kind of more flexibility and

 06   allow us to adapt to the future regulations, yes.

 07      Q.   Okay.  I'll finish up on this EOP versus AMA.

 08           If you could turn to pages 30 and 31 of your

 09   rebuttal testimony, please.  Tell me when you're there,

 10   please.

 11      A.   Yes, I'm on page 30.

 12      Q.   Okay.  In this testimony, you recognize that in

 13   the 2014 rate case we rejected the use of EOP, right?

 14      A.   Yes.

 15      Q.   And then we opposed four criteria, as you know,

 16   in the past:  Inflation, aggressive capital expenditures

 17   and other factors in which EOP would be appropriate.

 18           And in your testimony, you cite to two of these

 19   criteria, do you not?  Regulatory lag and the lack of

 20   earning your authorized rate of return.

 21           Are those the two primary factors you cite to?

 22      A.   Yes, they are.  And I think I mentioned in my

 23   exchange with Mr. ffitch that, you know, the abnormal

 24   growth in plant could also be a consideration based on

 25   the investments that we have in this case.
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 01      Q.   Abnormal growth in plant.  Could you put a

 02   number on that in terms of incremental capital

 03   expenditures or growth in plant, or is it in anybody

 04   else's testimony that you could cite to?

 05      A.   I could do some rough math here.

 06      Q.   Could you, please?

 07      A.   Approximately 300 million of capital additions

 08   in this case between year one and year two associated

 09   with the Bridger 3 and 4 SCRs, Union Gap substation

 10   upgrades, and our Energy Management System or EMS

 11   upgrade.

 12      Q.   Okay.  And does that include the SCADA system

 13   you referred to, or is that the same thing as EMS?

 14      A.   Yeah.  I'm not certain why it has two acronyms,

 15   but in the utility business we really like acronyms, so

 16   that one has two.  EMS/SCADA, and that's Supervisory

 17   Control and Data Acquisition.

 18      Q.   And then finally, I just want to be clear, if

 19   you could go back to your direct testimony, RBT-1T [sic]

 20   on page 9.  We went through this in the last case,

 21   Mr. Dalley, these numbers on alleged under-earning.

 22           Are you there?

 23      A.   Yes.

 24      Q.   And I'm trying to get a sense of what you think

 25   is the most appropriate benchmark to refer to.  And for
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 01   example, I personally think it's the pro forma line

 02   item.  And if we just go to 2014, that would be 8.08.

 03   Your authorized ROE is 9.50, so that's a difference of

 04   about 150 basis points, right?

 05      A.   Yes.

 06      Q.   So should the Commission be looking at per books

 07   restated pro forma when we compare it to the authorized,

 08   which one -- I think we generally rely on the CBR, the

 09   Commission basis reports, which obviously have restating

 10   adjustments, and we do some pro forma adjustments there.

 11      A.   Based on my experience being -- before this role

 12   that I'm in today with Pacific Power, I had spent a

 13   number of years in revenue requirement.  My opinion

 14   would be that the restated numbers are the most

 15   appropriate for measurement in any particular year,

 16   simply because that will take out kind of the weather

 17   sensitivity or weather impacts.

 18      Q.   Okay.

 19      A.   But will not include items that are beyond the

 20   test year.  And so the pro forma line, although

 21   informative -- and I wanted to be clear and show all of

 22   them, because we report them on these different types in

 23   our Commission basis reports, all three of them, I

 24   didn't want there to be any confusion over, is that the

 25   per books number or the restated, so we provided them
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 01   all.  But the pro forma numbers would include also some

 02   kind of forward-looking adjustments --

 03      Q.   Yes.

 04      A.   -- that would be beyond the test period.

 05           So if you're looking at earnings in any

 06   particular year, I think that the restated is an

 07   appropriate benchmark.  But all of them are important,

 08   and I guess everybody's entitled to their opinion on

 09   which is the best.  And I guess it really depends on

 10   what you're trying to use them for.

 11      Q.   Right.  Well, sometimes it depends on the ask,

 12   too.  I think in many of the last three cases, you have

 13   been asking for many pro forma adjustments to go beyond

 14   the test year, and we've granted some, we've rejected

 15   some.  And restating adjustments, I think, are a little

 16   more clear from an accounting standpoint.

 17           So no, I'm not -- I'm not trying to have a

 18   discussion and advocate for any particular number here.

 19   I'm just trying to understand your reasoning.

 20               COMMISSIONER JONES:  Thank you.  Those are

 21   all my questions.

 22               JUDGE FRIEDLANDER:  Thank you.

 23               COMMISSIONER RENDAHL:  Sorry to drag this

 24   out, but I have a couple more, Mr. Dalley.

 25   / / /
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 01         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 02   BY COMMISSIONER RENDAHL:

 03      Q.   So going back to the line of questioning that

 04   Chairman Danner had.  So given that there's no

 05   depreciation study in this case, and the recommendation

 06   you're making is based on your -- based on policy

 07   considerations because of your concerns about what the

 08   environmental requirements might be in the future, given

 09   those uncertainties, would it be reasonable to set the

 10   depreciable life at Bridger -- would it be reasonable

 11   for this Commission to set the depreciable lives at

 12   Bridger and Colstrip at the midpoint between what the

 13   Company's proposing and the current until a depreciation

 14   study is done to begin that mitigation of the risk that

 15   you're discussing, but not at the level, to see what

 16   transpires in the future?

 17           What are your thoughts on that?

 18      A.   I think it would be more reasonable to adjust to

 19   the lives that we have in the filing, 2025 for Bridger,

 20   2032 for Colstrip.

 21      Q.   Is your mic on?

 22      A.   Yes, sorry.

 23      Q.   Okay.

 24      A.   I think 2025 and 2032 would be more appropriate

 25   because, as part of the rate plan, we're proposing to
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 01   not adjust rates, kind of go off a cycle of rate cases.

 02           And although there can be additional evaluation

 03   that can be conducted during that time, as well as, you

 04   know, IRPs that Commissioner Jones mentioned that we'll

 05   be filing, being able to adjust these rates now, I

 06   think, is very timely in that we could do this with less

 07   than three percent increases in two years, and avoiding

 08   another annual rate increase kind of in the middle.

 09           And so adjusting to the shorter lives now, and

 10   then certainly evaluating new information as it becomes

 11   available, I would believe would be the most appropriate

 12   action.

 13      Q.   So you would choose to potentially increase

 14   beyond what might be appropriate, and then lower versus

 15   incrementally get to that point?

 16      A.   Yes.  And particularly in this instance when we

 17   can do so at those modest increases to customer rates.

 18   And then if an evaluation occurs that would potentially

 19   lengthen those, that could be done in the future

 20   without -- and that change would be a decrease to rates.

 21      Q.   Okay.  So one last question, or line of

 22   questioning is, in your -- in answering Mr. Cowell's

 23   questions about the rate plan, you said there needs to

 24   be an incentive for the Company to stay out --

 25   essentially, some rate increase in year one, in your
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 01   mind, is the incentive that the Company needs to make

 02   its proposal for a rate plan work.

 03           Is that your -- is that your testimony?

 04      A.   Yes.  And really -- I'm really referencing

 05   Mr. Ball's testimony of his evaluation for Staff of the

 06   rate plan, that he commends the framework, and that rate

 07   plans work if there's predictability and kind of a

 08   series of rate adjustments that the Company can count

 09   on, and then the Company then has the incentive to

 10   aggressively manage its costs to live within those

 11   means.

 12           I think that the piece that's lacking from

 13   Staff's proposal to make that rate plan effective would

 14   be that incentive for the Company to manage its costs

 15   and to stay out of a case.

 16           And so the rate plan, at least as proposed by

 17   Staff, would have kind of no rate element of that plan.

 18   It would have the two-year plan, but no rate adjustment.

 19   And I think that's the element that's missing, and

 20   that's the incentive that's missing.

 21      Q.   But if the Company -- if this Commission decides

 22   that the basis for the year one increase is not

 23   appropriate, then the incentive wouldn't be appropriate?

 24      A.   Possibly, although we have -- we have limited

 25   the number of issues that we've brought in that year one
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 01   presentation to the Commission.  We've limited it to a

 02   smaller subset of issues than we would in a typical rate

 03   case setting.

 04           We have not advocated for an increase in our

 05   return on equity.  We've not asked for changes in

 06   allocation methodologies.  There's been a number of

 07   items that have been controversial here at the

 08   Commission as part of full-blown general rate cases that

 09   we've chosen not to bring to the Commission as part of

 10   this limited issue filing.

 11           And one of those issues -- the significant issue

 12   that's presented, though, is this accelerated

 13   depreciation.  And so if that element is not considered

 14   or approved, then I think that incentive, as kind of a

 15   package of regulatory tools that we've brought to the

 16   Commission in this case, that incentive may not be there

 17   for the Company.

 18      Q.   And so if the Company were to grant a rate plan

 19   for two years without a year one increase, I understand

 20   your testimony to be that the Commission -- or the

 21   Company would evaluate whether it would accept that or

 22   not; is that correct?

 23      A.   That's correct.  I think we'd have to take a

 24   look at our other regulatory options, whether that be

 25   going back to kind of the typical general rate case
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 01   filings that we've made in the past.

 02      Q.   So you're saying, if the Commission were to

 03   order the rate plan, the Company could just come back

 04   the next year with a different rate case regardless of

 05   the rate plan that had been ordered?

 06      A.   Well, it's difficult to speculate exactly what

 07   the Company would do, but in order for the rate plan to

 08   be successful, I think there has to be a series of

 09   determined rate increases.  And that's what we've

 10   proposed kind of 2.69 in year one and 2.99 in year two,

 11   similar to what's been done for Puget and Avista in

 12   their kind of multi-year rate plans.

 13           And so with an order that would -- and I think

 14   that the hypothetical that you're considering is, if the

 15   Commission orders no rate increase, but approves the

 16   rate plan, I think that that puts the Company in a very

 17   difficult circumstance where, on one hand, we may be

 18   prevented from filing for rate relief because of the

 19   rate plan, but not receiving kind of the rate recovery

 20   associated with the filing in this case.  And so

 21   that's -- that would be a challenging situation.

 22      Q.   Okay.  But the Commission's role here is to

 23   figure out whether the proposals the Company has made,

 24   with the testimony from all the others, means that

 25   there's sufficient basis for us to grant something,
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 01   correct?  That's the decision that we have to make,

 02   correct?

 03      A.   Certainly.

 04      Q.   Okay.  Thank you.

 05      A.   And I just wanted to make sure that it's

 06   evaluated as part of the entire proposal, the different

 07   elements.

 08               COMMISSIONER RENDAHL:  That's all I have.

 09               JUDGE FRIEDLANDER:  Okay.  Thank you.  I

 10   don't often do this, but the commissioners' questions

 11   were pretty broad and extensive.

 12               So if you have redirect on the

 13   commissioners' questions, I will allow it.

 14               MS. MCDOWELL:  Your Honor, thank you.  There

 15   was a number of questions about environmental

 16   requirements, so if I may ask a question on that, I

 17   would appreciate that.

 18               JUDGE FRIEDLANDER:  Go ahead.

 19             *** EXAMINATION BY MS. MCDOWELL ***

 20   BY MS. MCDOWELL:

 21      Q.   So Mr. Dalley, the various commissioners asked

 22   you several questions about what -- what environmental

 23   policies are there, and what level -- to what extent

 24   those were binding on the Company.

 25           So can you explain why it is that you've
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 01   proposed accelerated depreciation now in advance of

 02   additional binding environmental requirements on the

 03   Company?

 04      A.   We've made the proposal --

 05               MR. FFITCH:  Objection, your Honor.  My

 06   sense is that's an extraordinarily open-ended question

 07   that just asks Mr. Dalley to restate his entire direct

 08   and rebuttal testimony on this topic, and not tied to

 09   any particular question that the commissioners had about

 10   environmental policies or specific testimony.

 11               JUDGE FRIEDLANDER:  Ms. McDowell?

 12               MS. MCDOWELL:  The reason I asked the

 13   question is because of the commissioners' various

 14   questions on what's the requirement and what's perhaps a

 15   threatened requirement or a future requirement.

 16               So I'm just asking Mr. Dalley, in light of

 17   those questions, and the fact that some of these

 18   requirements are potentially future requirements, things

 19   that are risks, why is it that the Company proposed

 20   accelerated depreciation now as opposed to waiting until

 21   those laws were actually in effect and became binding

 22   and more clear.

 23               I think it's a legitimate follow-up question

 24   to the several questions that the commissioners asked

 25   Mr. Dalley.
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 01               JUDGE FRIEDLANDER:  And I'm going to allow

 02   it.  Overruled.

 03               MS. MCDOWELL:  Thank you.

 04               THE WITNESS:  The Company's proposal in this

 05   case really is to provide flexibility and be able to

 06   adapt to the regulations that are emerging.  And

 07   although sometimes it -- we would like to wait, doing so

 08   in this instance could have a dramatic impact on

 09   customer rates in the future, and that's exactly what

 10   we're trying to avoid, to have predictable, modest

 11   increases while minimizing risk for the future.

 12   BY MS. MCDOWELL:

 13      Q.   Mr. Dalley, do you believe the Company has

 14   greater options for adjusting depreciation now than it

 15   might in the future?

 16      A.   Absolutely.  The longer window you have, the

 17   more flexibility you have to do something now and have

 18   it not impact rates as drastically, and that's what

 19   we're seeing in this filing where we increased the

 20   depreciation expense but keep those rate increases

 21   relatively modest for a two-year period.

 22           And so by waiting, it could have much more

 23   dramatic increase in customer rates, especially if you

 24   consider the renewable resources that could be added to

 25   the portfolio based on similar environmental

�0237

 01   requirements.

 02               MS. MCDOWELL:  That's all I have.  Thank

 03   you, your Honor.

 04               JUDGE FRIEDLANDER:  Thank you.

 05               And thank you for your testimony,

 06   Mr. Dalley.

 07               THE WITNESS:  Thank you.

 08               JUDGE FRIEDLANDER:  You're excused.  We'll

 09   go off the record briefly.

 10                      (Brief discussion off the record.)

 11               JUDGE FRIEDLANDER:  All right.  We're back

 12   on the record.

 13               We're going to take a lunch break.  We'll

 14   recess until 1:30.  Thank you.

 15                      (Lunch recess was taken from

 16                       12:03 p.m. to 1:33 p.m.)

 17               JUDGE FRIEDLANDER:  All right.  We'll be

 18   back on the record.  Misters Strunk and Parcell, if

 19   you'll stand and raise your right hands.

 20  

 21   KURT STRUNK,             witnesses herein, having been

 22   DAVID C. PARCELL,        first duly sworn on oath,

 23                            were examined and testified

 24                            as follows:

 25  
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 01               JUDGE FRIEDLANDER:  Thank you.  You can sit

 02   down.

 03               And I believe that Commissioner Jones has

 04   some questions for the two of you.  And maybe when -- if

 05   you have a question directed at a specific witness, you

 06   can say that for the court reporter's benefit.

 07               COMMISSIONER JONES:  Sure.

 08               COMMISSIONER RENDAHL:  Are you going to

 09   introduce their testimony at all?

 10               JUDGE FRIEDLANDER:  To lay the foundation.

 11               MS. MCDOWELL:  We can swear the witnesses

 12   maybe.

 13               JUDGE FRIEDLANDER:  I think we're fine.  We

 14   just swore the witnesses in.

 15               MS. MCDOWELL:  Okay.  Good.

 16               MS. CAMERON-RULKOWSKI:  Your Honor, I'm

 17   sorry to interject here, but we do have some corrections

 18   to Mr. Parcell's testimony.

 19               JUDGE FRIEDLANDER:  That's what we should

 20   handle now.

 21               MS. CAMERON-RULKOWSKI:  All right.

 22               COMMISSIONER JONES:  Yes.  So I think we

 23   can --

 24               JUDGE FRIEDLANDER:  Which document?

 25               MS. CAMERON-RULKOWSKI:  So it would be -- it
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 01   would be easiest if I could have Mr. Parcell walk us

 02   through -- walk us through them.

 03               JUDGE FRIEDLANDER:  Okay.

 04               MS. CAMERON-RULKOWSKI:  And would you like

 05   me to go ahead and introduce him?

 06               JUDGE FRIEDLANDER:  That would be fine.

 07   Just let me check and make sure that Mr. Strunk doesn't

 08   also have corrections.

 09               MR. STRUNK:  I do not.

 10               JUDGE FRIEDLANDER:  Yeah.  Why don't we do

 11   that, and let's go ahead and lay the foundation also.

 12   Thank you.

 13        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 14   BY MS. CAMERON-RULKOWSKI:

 15      Q.   Good afternoon, Mr. Parcell.

 16      A.   (By Mr. Parcell)  Good afternoon.

 17      Q.   Would you please state your full name?

 18      A.   Yes.  David C. Parcell.

 19      Q.   And where are you employed?

 20      A.   Technical Associates, Incorporated.

 21      Q.   And what is your position with Technical

 22   Associates, Incorporated?

 23      A.   I am president.

 24      Q.   Please direct your attention to DCP-1T.

 25           Is this the testimony that you prepared in
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 01   response to Pacific Power's pre-filed direct testimony?

 02      A.   Yes.

 03      Q.   And are there any corrections that need to be

 04   made to this exhibit?

 05      A.   Yes.

 06      Q.   Please walk us through them.

 07      A.   Sure.  The reason I'm making a correction,

 08   Mr. Strunk properly pointed out in his rebuttal

 09   testimony that I had used an incorrect beta for one of

 10   my companies in my CAPM, so I'm going to incorporate

 11   that and indicate the impact.

 12           Now, we'll start on Exhibit DCP-11, almost at

 13   the very end of my exhibits, DCP-11.

 14               COMMISSIONER JONES:  And Mr. Parcell,

 15   just -- this is Commissioner Jones.  This regards Westar

 16   Energy, correct?

 17               MR. PARCELL:  Correct.  On DCP-11, the top

 18   of the company [sic] is called Parcell Proxy Group.  One

 19   is Westar Energy.  I had improperly key-punched in .45.

 20   It should be .75.  And that creates a CAPM rate of 6.7.

 21               And by the way, on the same schedule, DTE

 22   Energy was blank.  That's also 6.7.  And that changes

 23   the mean --

 24               COMMISSIONER RENDAHL:  Is your microphone

 25   on?
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 01               MR. PARCELL:  It is now.

 02               COMMISSIONER RENDAHL:  And could you repeat

 03   the last thing about DTE; and is that the CAPM rate

 04   that's missing?

 05               MR. PARCELL:  Pardon?

 06               COMMISSIONER RENDAHL:  The CAPM rate that's

 07   missing on --

 08               MR. PARCELL:  Yes, that's 6.7 also.

 09               COMMISSIONER RENDAHL:  Okay.

 10               MR. PARCELL:  And by the way, on

 11   Mr. Strunk's Proxy Group, for Westar Energy, I also need

 12   to change that from .45 to .75, and the CAPM rate is

 13   6.7.

 14               When I put these new numbers in, the only

 15   change on the table is the mean CAPM rate for the

 16   Parcell Group, instead of 6.7, it's 6.9.  So the mean

 17   CAPM rate for Parcell Group is now 6.9.

 18               Now, even though I did not use my CAPM

 19   results in my recommendation, there are some places in

 20   my testimony where these numbers are cited.  So if the

 21   record could be complete, I'd like to change those, too.

 22               The first is on page 4, the little table in

 23   the middle, which there's no line numbers, beside

 24   Capital Asset Pricing Model line, where it now shows

 25   6.7, put 6.7-6.9.  And off to the right, in parentheses,
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 01   6.80 percent mid-point.  And as you can see at the

 02   footnote 4 on that same page, I really don't use my CAPM

 03   results in my recommendation, but I do show them.

 04               Next on page 29.  29.  At the very bottom of

 05   the page when it shows Parcell Proxy Group, the mean

 06   should be 6.9 rather than 6.7.

 07               Page 30, line 2, where you see 6.7, just put

 08   6.7-6.9.  And on line 3, the same thing.  Where it says

 09   6.7, put 6.90.

 10               Then on page 34, the table between lines 15

 11   and 16, the CAPM mid-point is 6.8 instead of 6.7, and

 12   the range is 6.7 to 6.9.

 13               Now, on page 36, line 3, in an unrelated

 14   change, at the end of that line, it shows 7.05.  That

 15   should be 7.07.  And instead of 7.30, it should be 7.31.

 16               And finally, on DCP-5, DCP-5, page 2, DCP-5,

 17   page 2, the row that shows Berkshire Hathaway Energy,

 18   under the Standard & Poor's column there's a BBB+.  That

 19   BBB+ is now an A.  And the source shows now "Response to

 20   WUTC 148," add to that and "148 Supplemental."

 21               And that concludes my corrections.

 22               JUDGE FRIEDLANDER:  Thank you.

 23   BY MS. CAMERON-RULKOWSKI:

 24      Q.   And I'll just finish up, Mr. Parcell.

 25           And in the course of the direct testimony that
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 01   you authored that I referred to earlier, you refer to

 02   Exhibits DCP-2 through DCP-14.  And were all of these

 03   exhibits prepared by you or under your direction?

 04      A.   Yes.

 05               MS. CAMERON-RULKOWSKI:  Thank you.

 06               Mr. Parcell is available for cross or to

 07   respond to questions from the bench.

 08               JUDGE FRIEDLANDER:  Thank you.

 09   Ms. McDowell?

 10               MS. MCDOWELL:  Thank you, Judge.

 11             *** EXAMINATION BY MS. MCDOWELL ***

 12   BY MS. MCDOWELL:

 13      Q.   Good afternoon, Mr. Strunk.

 14      A.   (By Mr. Strunk)  Good afternoon.

 15      Q.   Mr. Strunk, how are you employed?

 16      A.   I'm a vice president with National Economic

 17   Research Associates in New York.

 18      Q.   In that capacity, did you prepare testimony and

 19   exhibits for this proceeding?

 20      A.   Yes, I did.

 21      Q.   And are those -- is that testimony on behalf of

 22   Pacific Power?

 23      A.   Yes, it is.

 24      Q.   Is your testimony KGS-1T through KGS-38; that

 25   includes both direct, rebuttal and exhibits supporting
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 01   both sets of testimony?

 02      A.   Yes, that's correct.

 03      Q.   Do you have any changes or corrections to that

 04   testimony?

 05      A.   No, I do not.

 06      Q.   If I were to ask you the questions that were set

 07   forth in your pre-filed testimony today, would your

 08   answers be the same?

 09      A.   Yes, they would be.

 10               MS. MCDOWELL:  Mr. Strunk is available for

 11   Commission questions.  Thank you so much.

 12               JUDGE FRIEDLANDER:  Thank you.

 13               Commissioner Jones?

 14               COMMISSIONER JONES:  Thank you.

 15          *** EXAMINATION BY COMMISSIONER JONES ***

 16   BY COMMISSIONER JONES:

 17      Q.   Good afternoon, Mr. Strunk.

 18      A.   (By Mr. Strunk)  Good afternoon.

 19      Q.   Good afternoon, Mr. Parcell.

 20      A.   (By Mr. Parcell)  Good afternoon.

 21      Q.   Thank you for flying in from the East Coast.

 22           I think that you're from Virginia?

 23      A.   (By Mr. Parcell)  Yes, I am.

 24      Q.   And you're from New York City?

 25      A.   (By Mr. Strunk)  Yes.
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 01      Q.   So welcome.  So I don't think this will take too

 02   long, but I will go through a few lines of questions

 03   on -- probably focusing more on your rebuttal

 04   testimonies -- well, rebuttal and your responsive

 05   testimony as corrected, Mr. Parcell.

 06           So Mr. Strunk, first with you, looking both at

 07   your proxy group and Mr. Parcell's proxy group, one is

 08   seven, one is twenty-three companies, I know, but are

 09   they generally similar for the purposes of your DCF

 10   analysis?

 11      A.   (By Mr. Strunk)  Well, they were developed using

 12   different screening criteria, but they're all electric

 13   utilities.  I'd say obviously Mr. Parcell has a smaller

 14   group, we use different screening criteria, but they're

 15   certainly all electric utilities.

 16      Q.   Okay.  And are there any -- since you filed your

 17   testimonies, are there any companies -- this is for both

 18   of you -- in the proxy groups that are involved in M & A

 19   speculation in trade prints or with rumors or with an

 20   actual transaction -- if memory serves, Westar Energy

 21   may be the subject of a proposed acquisition by Ameren,

 22   as I recall?

 23      A.   (By Mr. Strunk)  That's certainly possible.  It

 24   wouldn't affect the analysis because those would have

 25   been announced after the study was completed.
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 01      Q.   Do you agree with that?

 02      A.   (By Mr. Strunk)  It sounds -- yes.

 03      Q.   Mr. Parcell, do you agree?

 04      A.   (By Mr. Parcell)  Yes, because my analyses ended

 05   in February of this year.

 06      Q.   Okay.  Mr. Strunk, I've had a chance to review

 07   your testimony in the last case in 2014.

 08           You were the cost of capital and ROE witness for

 09   the Company, correct?

 10      A.   (By Mr. Strunk)  Yes, that's correct.

 11      Q.   And in that case, as you recall, we chose not to

 12   make a new determination of ROE based on the litigation

 13   in the court at that time, correct?

 14      A.   Yes.  That was documented in the order.  In

 15   addition, you noted that there were substantially

 16   similar capital market conditions.

 17      Q.   Now, Mr. Strunk, in your testimony in that case,

 18   you had a higher range, I think, for your DCF range.  I

 19   think it was about 150 to 160 basis points as opposed to

 20   this case.  Do you recall that?

 21           Well, first of all, let's start with the

 22   foundational question.  What is the range of DCF in this

 23   analysis?  I'm trying to find the -- I'll find it.

 24      A.   It's Exhibit KGS-20 and it's also Exhibit KGS-4.

 25      Q.   Correct.
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 01      A.   So the DCF ranges from 8.88 to 10.4 percent.

 02      Q.   And -- well, it's 8.88 to 10.4.  Okay.  So you

 03   would regard your ranges that you proposed in the last

 04   case and this case to be in -- approximately in a

 05   similar range?

 06      A.   Yes.  I believe my rebuttal testimony from the

 07   last case was 9 to 10.1.

 08      Q.   Right, 9 to 10.1, which is 110 basis points,

 09   right?

 10      A.   Yes.

 11      Q.   Okay.  Let's talk about that exhibit you just

 12   referred to.  Was it KGS-20?  I thought -- no, it's not.

 13   In one of your DCF ranges -- no.  It's -- this is more

 14   on the comparable earnings.

 15           I'm going to switch to comparable earnings for a

 16   minute, where you had a range of 9.63 to 16.61 percent,

 17   and that's specified in KGS-20, right?

 18      A.   Yes, that's correct.

 19      Q.   So I have a question about why you used the Dow

 20   Jones Industrial Average as a comparable earnings proxy.

 21   I understand the use of the Dow Jones Utility Index, but

 22   I don't understand why you're using the Dow Jones

 23   Industrial Average, that -- which produces the

 24   16.61 percent number.  It seems awfully high.

 25      A.   Right.  So the reason I look not only to the
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 01   regulated utility industry but also to unregulated

 02   companies is, is because of the text of the Hope

 03   decision, which actually specifies that utility returns

 04   should be comparable to unregulated returns of similar

 05   risk.

 06           Now, obviously the Industrial Average is going

 07   to be riskier than the utilities group, but it does

 08   provide a benchmark which, when adjusting for risk,

 09   would show that a 10 percent return is reasonable in

 10   light of those risk differences.

 11           But it's an external benchmark.  I wouldn't say

 12   the 16.61 is the right number for utilities.  Utilities

 13   are of less risk than the industrials.  But it does

 14   provide a point of reference, if you will.

 15      Q.   Doesn't the Dow Jones Utility Index [sic], as I

 16   recall, it consists of 30 stocks, but it includes some

 17   fairly -- I wouldn't say risky stocks.  They're all

 18   large cap, capitalization stocks, of course, but it

 19   includes quite a -- technology, chemicals, it includes a

 20   broad range of unregulated industries that generally

 21   have a higher risk reward profile, does it not?

 22      A.   No.  The Dow Jones Utilities Index --

 23      Q.   No.  I'm referring to the Dow Jones Industrial

 24   Index.

 25      A.   Oh, oh, absolutely, yes.
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 01      Q.   Okay.  But you still stand by using that as the

 02   upper bounds of your CE, your comparable earnings

 03   analysis?

 04           I think Mr. Parcell -- he can correct me if I'm

 05   wrong -- I think you used the S & P Composite Index.

 06      A.   (By Mr. Parcell)  Correct.

 07      A.   (By Mr. Strunk)  Right.  I'm not saying that

 08   that's an upper bound that would set the top of the zone

 09   of reasonableness for electrical utilities.  I simply

 10   included it as a point of reference, which is to say

 11   that, given the relative risk differences between the

 12   utilities and the industrials, that helps to place the

 13   overall utility rate of return recommendation in a

 14   broader context.

 15      Q.   While we're talking about equity and utility

 16   indexes, could you please turn to page 6 of your

 17   rebuttal testimony, KGS-19T, and tell me when you're

 18   there?

 19      A.   I'm with you.

 20      Q.   Okay.  So here in lines 18 through 21 and

 21   before, you spend quite a bit of time talking about the

 22   volatility in today's equity markets, do you not?

 23      A.   Yes.

 24      Q.   So I'm having a problem squaring that with the

 25   fact that PacifiCorp is not a publicly-traded stock.  It
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 01   has no equity that's being traded.  That's number one.

 02   And number two, if you look at the returns of the Dow

 03   Jones Utility Index over the past year, and recognize

 04   that it is not as volatile as other stock indices, I'm

 05   wondering why you still think that the Commission should

 06   look at volatility for this particular company.  I'm not

 07   talking about the proxy group.  I'm talking about

 08   PacifiCorp, which is owned by Berkshire Hathaway Energy,

 09   which is not public traded; Berkshire Hathaway is.

 10      A.   Right.  So there were a couple of questions

 11   baked in there, and let me address them one at a time.

 12           First is the issue of the ownership of

 13   Pacific Power.

 14      Q.   Right.

 15      A.   And while it's true that Berkshire Hathaway

 16   Energy is not itself publicly traded, Berkshire

 17   Hathaway, the publicly-traded company, does have a

 18   significant share in it.  So ultimately, some of the

 19   equity that is coming into Pacific Power is coming from

 20   investors in the equity markets.

 21      Q.   Right.

 22      A.   And even if it were privately held like Puget,

 23   for example, the Commission has made clear, when Puget

 24   went private, that the standard -- Puget should not be

 25   given a higher return just because it's private than it
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 01   would if it had remained public.

 02           So the standard has always been that you're

 03   looking to publicly-traded, investor-owned utilities

 04   when you're setting a benchmark for electric utility

 05   authorized rates.

 06      Q.   Okay.

 07      A.   But then the second component --

 08      Q.   I'm sorry.  Go ahead.

 09      A.   -- of your question was really around

 10   volatility.

 11      Q.   Right.

 12      A.   And you note that, in the last year, utility

 13   stocks have been less volatile than industrials, say.

 14   And that has been the relationship historically.  That's

 15   what we've always thought.  We've always thought that

 16   utility risk -- utility stocks are relatively safe,

 17   they're less volatile.

 18           But I've tracked their volatility relative to

 19   the industrials over time, and for the five years

 20   following the beginning of the Great Recession, utility

 21   stocks were actually more volatile than the S & P 500.

 22   It's only in very recent past that they've started to

 23   retake on that traditional behavior of being less

 24   volatile.

 25      Q.   But in your testimony, in lines 18 through 21,
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 01   you do not cite the VIX Index for the utility industry;

 02   you cite the VIX Industry [sic] for volatility for S & P

 03   500 stocks, right?

 04      A.   Right, because there's not a specific volatility

 05   index associated with utilities.

 06      Q.   Okay.

 07      A.   You can measure it, but it doesn't trade.  So

 08   the VIX trades, it's very visible, it's what equity

 09   investors look to as a metric for how volatile the

 10   markets are.

 11      Q.   Where's the VIX today?

 12      A.   My understanding is that it's way up in the last

 13   week.  I couldn't tell you exactly where it is, but it's

 14   very high.

 15      Q.   Could you supply that for the record?

 16      A.   Yes, I can undertake to supply it.

 17      Q.   Okay.  And maybe -- take it back maybe where it

 18   was two months ago as opposed to today.

 19           And will you, subject to check, accept that

 20   the -- now, I checked the Wall Street Journal this

 21   morning, the 52 return [sic] for the Dow Jones Utility

 22   Average is 10.9 percent -- that's the return -- as

 23   opposed to the Dow Jones Industrial Average has a

 24   negative 1.4 percent return.

 25           So that indicates to me that the Utility -- the
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 01   Dow Jones Utility Index, at least over the past

 02   52 weeks, has been pretty favorable.

 03      A.   Before I confirm that, could you just clarify

 04   what type of return you're talking about?  Are you

 05   talking about the return on investing in the stock?

 06      Q.   Correct.  That's a total return, including

 07   yield.

 08      A.   Okay.  It's not the -- what I've done in the

 09   comparable earnings analysis.

 10      Q.   No, it's not.  It's different.

 11      A.   Okay.  Okay.

 12               JUDGE FRIEDLANDER:  And let's go ahead -- do

 13   you think you can get that to us today, or are you going

 14   to need additional time?

 15               MR. STRUNK:  I'll do my best to get it to

 16   you today.

 17               JUDGE FRIEDLANDER:  Okay.  And why don't we

 18   have that filed for the record as Bench Request No. 7.

 19   Thank you.

 20   BY COMMISSIONER JONES:

 21      Q.   Mr. Strunk, I'm going to go back and forth,

 22   that's why I have you seated together, if it's all right

 23   with you.

 24           Mr. Parcell, do you have any comments on what I

 25   just talked about with heightened volatility in today's
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 01   equity markets and the returns of utility stocks, both

 02   recently and over the years, compared to other types of

 03   equity?

 04      A.   (By Mr. Parcell)  I do.  There is a measure of

 05   volatility.  It's called beta.  The beta of any stock is

 06   the relative variability of that stock versus the market

 07   as a whole.  And utility stocks have traditionally had

 08   betas of well below one, whereas the market would be a

 09   beta of one.  So anything less than one is less volatile

 10   and less risky in the market.

 11           And I have a schedule -- or Exhibit DCP-14, page

 12   2, shows the most recent value line betas for the proxy

 13   groups, both mine and Mr. Strunk's, were roughly .74.

 14      Q.   Mr. Parcell, if I could interrupt you, I find

 15   it -- this is one of the few areas where the two of you

 16   agree on something.

 17           So both of your betas produce a 0.74?

 18      A.   We can be reasonable.  And as you can see, the

 19   S & P Composite 500 -- the S & P 500 composite beta is

 20   1.05, which -- that's what you expect because it's a

 21   market index.

 22           So utility stocks have historically had betas

 23   less than one, and they currently have betas less than

 24   one, so they -- and a case could be made, in a volatile

 25   market, utility stocks were a safe haven.  Go somewhere
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 01   where the volatility's reduced.  So that makes utility

 02   stocks more attractive, relatively more attractive.

 03      Q.   Thank you.

 04      A.   (By Mr. Strunk)  Commissioner Jones, would you

 05   permit just a brief --

 06      Q.   Sure.

 07      A.   -- rebuttal of that point --

 08      Q.   Yes.

 09      A.   -- because --

 10      Q.   You can have a surrebuttal.

 11      A.   Okay.  Beta is not a measure of volatility.

 12   When you structure a market model to predict how a given

 13   equity is going to perform, you structure it as the --

 14   the price of the stock is going to be a function of the

 15   beta plus an error term.  And it's really the error term

 16   that captures the volatility in the stock.  It's not the

 17   beta.  The beta is --

 18      Q.   Okay.

 19      A.   -- the contribution to -- to non-diversifiable

 20   risk that investors require compensation for, but it's

 21   not the measure of the volatility.

 22      Q.   Okay.  Thank you.

 23           I'd like to move on to CAPM now, your CAPM

 24   analysis.  And by the way, both of you did pretty much

 25   the same methodology analysis.  You did a DCF, you did a
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 01   CAPM, you did a CE, a comparable earnings analysis.  The

 02   only difference is that you did an RP, a risk premium,

 03   and you did not, correct?

 04      A.   (By Mr. Parcell)  Correct.

 05      Q.   So Mr. Strunk, your CAPM result of 9.29 percent

 06   is significantly hire than Mr. Parcell's result -- which

 07   you just amended, I know -- which ranges from 6.7 to

 08   6.9 percent.

 09           Can you explain that, or give -- give me any

 10   thoughts both on the beta, the risk-free rate, which is

 11   the long-term treasury rate?  I mean, why are they --

 12   that's a pretty significant difference.  It's over

 13   two -- it's almost 300 basis -- 250 basis points.

 14           So why don't I start with you, Mr. Strunk.

 15      A.   (By Mr. Strunk)  I don't have Mr. Parcell's

 16   analysis in front of me, but I do recall from my

 17   rebuttal testimony that there were several issues with

 18   Mr. Parcell's analysis.  And the primary issue that's

 19   going to explain most of that difference is the use

 20   of -- is the use -- the choice of the equity risk

 21   premium.

 22      Q.   Okay.

 23      A.   And Mr. Parcell has used a geometric mean,

 24   historic geometric mean, and all of the academic

 25   literature out there is very clear that the historic
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 01   geometric mean is not the appropriate mean for

 02   performing a forward-looking analysis of the cost of

 03   equity.  You should really be using the arithmetic mean.

 04           And the other big difference is that I've

 05   focused exclusively on a forward-looking risk premium

 06   for the equity risk premium, and I've derived that using

 07   a DCF model to back into the expectation --

 08      Q.   Okay.

 09      A.   -- for the overall market.

 10      Q.   So those are the two biggest factors, in your

 11   view, that produce such a wide range of results?

 12           I don't want to spend a lot of time on CAPM,

 13   because I think each of you largely discount the use of

 14   CAPM in today's environment, right?

 15      A.   (By Mr. Parcell)  I certainly do, yes.

 16      A.   (By Mr. Strunk)  As do I, yes.

 17      Q.   And let's get to that for a minute, because that

 18   revolves around monetary policy at the central banks of

 19   this country and other countries around the world.  And

 20   I've been in so many rate case hearings where you come

 21   before us, and other capital witnesses, and say, this is

 22   a very unusual, abnormal situation, and it's going to

 23   come back to normal pretty soon, meaning the Federal

 24   Reserve is going to raise interest rates.

 25           And I think you cite that in your testimony,
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 01   Mr. Strunk, that we are headed for a period of higher

 02   interest rates, do you not, either in your direct or

 03   your rebuttal?

 04      A.   (By Mr. Strunk)  Yes, I do.  And the size of the

 05   monetary stimulus has been so massive, it's not very

 06   easy for the -- for the Fed to unwind it.  So the Fed

 07   has indicated that it will unwind it, it will unwind it

 08   gradually, and that process has begun.

 09           It's not an easy process, because the Fed bought

 10   four trillion dollars in capital market assets.  It's

 11   had seven years of extraordinary interest rate policy at

 12   near zero rates, so that's not an easy thing to unwind.

 13           And while, yes, the expectation has been that

 14   they would unwind it faster; in practice, it hasn't been

 15   possible.

 16           Is the expectation still that they're going to

 17   unwind it?  Yes.  And that's very clear in the most

 18   recent --

 19      Q.   Right.

 20      A.   -- statements of --

 21      Q.   So in your direct testimony, I think which was

 22   written last fall, you said that it is more than likely

 23   that in 2016, the Fed will gradually increase the

 24   federal funds rate four times at 25 basis points,

 25   somewhere in the range of about a full hundred basis
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 01   points or a percentage.  And in fact, there's only been

 02   one 25-basis point increase in December last year, and

 03   everything that I've been reading in the newspapers

 04   indicates that they're on hold.

 05           So I guess my question to you is, how much

 06   credibility should we put in your projections -- or even

 07   I'd like to hear from you, Mr. Parcell -- on any

 08   projection of an economist for a one- or two-year rate

 09   plan about increasing normalization by the Fed?

 10      A.   (By Mr. Strunk)  Just to clarify for the record,

 11   if you could point me to the page of my direct testimony

 12   that you're referring to.

 13      Q.   I will in a minute, but -- but why don't you

 14   proceed first.

 15      A.   Well, it's true that there's only been one rate

 16   hike so far, but even in my rebuttal testimony, the

 17   message we're getting from Fed officials is that there

 18   will continue to be a gradual normalization of rates.

 19   And that normalization is, given the intent to do so

 20   gradually, is going to take years.

 21      Q.   And Mr. Strunk, you were correct to -- referring

 22   to your direct testimony, it's KGS-1T, you do not

 23   actually say that, but you do say -- it's on page 5 and

 24   6 -- and I think you -- on page 5, line 20, you say,

 25   "Today, as it was one year ago, capital market analysts
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 01   are projecting an increase in long-term buy yields over

 02   the coming years."

 03           That's what you said?

 04      A.   Yes.

 05      Q.   But you do -- you do state now on the record

 06   that there's been only one 25-basis point increase by

 07   the Fed?

 08      A.   That's correct.  And in my rebuttal testimony, I

 09   do refer to a statement of a Federal Reserve official

 10   who expected to push for rate increases in both April

 11   and June, and the decision was to hold rates --

 12      Q.   Right.

 13      A.   -- in April, so --

 14      Q.   And before we go to Mr. Parcell, Mr. Strunk, you

 15   still stand by your projection -- I forget which exhibit

 16   it is -- for the 30-year Treasury, the risk-free rate of

 17   3.09 percent, even though, again, subject to check, the

 18   30-year -- the 30-year volume last week was in the range

 19   of about 2.7 percent?

 20      A.   Just so the record is clear, that is not my

 21   projection.  My job is to read the capital markets, and

 22   that is the projection of -- it's -- that is the average

 23   projection of a number of analysts that are following

 24   the bond markets, and that's their prediction, yes.

 25      Q.   Right.  But if it were 2.7 instead of 3.09, that
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 01   would result in a CAPM analysis even lower than yours,

 02   correct?

 03      A.   I had used the SPOK rates, so I didn't use a

 04   projected --

 05      Q.   Oh, you didn't?

 06      A.   -- CAPM.

 07      Q.   Okay.  Good.

 08           Mr. Parcell, on the question of the Fed, the

 09   general monetary policy, and what the Commission should

 10   rely on through this Company.

 11      A.   (By Mr. Parcell)  Sure.  I have several things.

 12   The problem is, we don't know what normal is anymore.

 13   What we used to think of as normal is just not normality

 14   anymore.  I mean, my 95-year-old father looks to his

 15   economics son for advice on how to invest in his CDs,

 16   and I've been telling him for five years, wait a year.

 17   He's still getting --

 18                      (Interruption by the reporter.)

 19               MR. PARCELL:  But if you look at utilities,

 20   for example, in November of 2015, one month before the

 21   Fed raised the short-term rate the first time, the only

 22   time, the yield on single A utility bonds was

 23   4.4 percent.  In March, it was 4.16.  So people assumed,

 24   probably rightfully so at that time, that when the Fed

 25   started raising short-term rates, long-term rates would

�0262

     EXAMINATION BY COMMISSIONER JONES / PARCELL / STRU262

 01   go up, but they didn't.  They went down.

 02               There are other factors involved.  I mean,

 03   the world is teetering on a recession.  Parts of the

 04   world are in a recession.  Those are factors that

 05   influence interest rates.  So we can't assume that the

 06   old normality exists.

 07               Let me give you a perfect and timely

 08   example.  I belong to a professional society called the

 09   Society of Utility and Regulatory Financial Analysts.

 10   That's SURFA, S-U-R-F-A.  It's a trade association --

 11   well, not a trade association -- it's a professional

 12   association of cost of capital witnesses.

 13               We had our annual forum last week, and one

 14   of our speakers was John Lonski, L-O-N-S-K-I, who is the

 15   chief -- chief capital market economist of Moody's.  And

 16   I'm not gonna tell you what he predicted because that

 17   would be hearsay, but I am gonna tell you about a table

 18   he put -- he gave us.

 19               He compared the Blue Chip consensus forecast

 20   of ten-year Treasury yields for the period 2016 to '22,

 21   so that period --

 22   BY COMMISSIONER JONES:

 23      Q.   Um-hmm.

 24      A.   (By Mr. Parcell)  -- he compared the projections

 25   made in 2011, after we come out of the recession, and
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 01   the projections he made today for the same period, and

 02   those projections of ten-year Treasury bills -- or

 03   bonds -- have gone down two percent or two hundred basis

 04   points in that period of time.

 05           That was a consensus forecast of economists for

 06   the same future period, just five years apart, and the

 07   forecast for that same period has dropped from a

 08   projection estimate of 5.4 percent as of 2011 to 3.4 in

 09   2016.

 10           So even people who are paid to forecast over the

 11   last several years have reduced their expectations of

 12   future interest rates, at the same period of time when

 13   the Fed was buying trillions of dollars worth of bonds.

 14           So there's no way that the Feds will be able to

 15   dump those bonds on the market even if they wanted to.

 16   Of course, they're getting rich on the interest in the

 17   meantime.

 18           So we don't know what the normal is anymore --

 19      Q.   Right.

 20      A.   -- but they -- clearly the expectations of

 21   interest rates have come down substantially in the past

 22   five years.

 23      Q.   So it's up to the informed judgments of the

 24   three commissioners and our advisors to make that

 25   judgment call if we accept a rate plan of two years, or
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 01   even one year?  That's what it comes down to?

 02      A.   Correct.

 03      Q.   Because you're saying SURFA, some of the best

 04   forecasters, or reputed national experts in this,

 05   haven't gotten it right, even during a period of an

 06   economic cycle that's going up?  This is during a period

 07   of recovery --

 08      A.   Right.

 09      Q.   -- when rates usually go up --

 10      A.   Right.

 11      Q.   -- not down, right?

 12      A.   Yeah.  Not only were rates coming down, but the

 13   expectation of future rates is less.

 14      Q.   Yeah.  Okay.  Well, enough on that.  I think we

 15   could speculate all day about what Janet Yellen's going

 16   to do and we're never gonna get anywhere so --

 17      A.   That's true.

 18      Q.   Well, let's talk about the hypothetical capital

 19   structure, and Mr. Strunk, back to you.

 20           If you could turn to page 12 of your rebuttal

 21   testimony, KGS-19T.

 22      A.   (By Mr. Strunk)  Yes.

 23      Q.   And again, this is plowing old ground.  I think

 24   both you and Mr. Williams made similar testimonies in

 25   the last case when you asked us to make an upward
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 01   adjustment to ROE if we maintain the capital structure

 02   at 49.1 percent, a hypothetical capital structure,

 03   right?

 04      A.   Yes.  That's simply the application of the

 05   financial principle that, if you bear more financial

 06   risk, you have a higher --

 07      Q.   Right.

 08      A.   -- cost of equity.  Any cost of capital witness

 09   will testify to that.

 10      Q.   I think your counsels passed each of you before

 11   lunch a copy of the Court of Appeals decision in the

 12   State of Washington, Division II, that just came out

 13   last week.

 14           Do you have a copy of that?

 15      A.   (By Mr. Parcell)  Yes, sir.

 16               COMMISSIONER JONES:  And I would like to

 17   enter this into the record if there are no objections.

 18               JUDGE FRIEDLANDER:  I'll take official

 19   notice.

 20               COMMISSIONER JONES:  Thank you.

 21   BY COMMISSIONER JONES:

 22      Q.   If you could turn to page 35 of 39, let's go to

 23   page -- well, page 35 to 39 of that Appellate Court

 24   decision, Mr. Strunk, deals with this issue pretty

 25   directly.  I think it's fair to say that the Commission
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 01   won pretty soundly on all points related both to QFs and

 02   capital structure, but this mainly is capital structure.

 03           But if you could just turn to page 39 at the

 04   middle, on there it states, "PacifiCorp's challenge to

 05   the Commission's discussion of the effect of a

 06   hypothetical capital structure on its credit rating

 07   fails."

 08           Do you see that?

 09      A.   (By Mr. Strunk)  Yes, I do.  It's just under the

 10   rubric No. 3.

 11      Q.   So I guess my question to you is, what is the

 12   relevance of all of your testimony on pages 10 through

 13   13 on such an adjustment and hypothetical capital

 14   structure if, in fact, the highest court in the state of

 15   Washington has affirmed -- not the highest, but the

 16   second highest, according to the state of Washington,

 17   has affirmed the Commission's 2013 decision, and before,

 18   of the use of a hypothetical cap structure?

 19      A.   And -- absolutely.  Just to clarify, that my

 20   testimony was designed to be rebuttal to Mr. Parcell's

 21   testimony.  The Company is not proposing any changes to

 22   any element of the rate of return.  So --

 23      Q.   Right.

 24      A.   -- the Company is willing to live with the

 25   existing hypothetical capital structure, the existing
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 01   allowed ROE and the existing debt rate.

 02           The purpose of this testimony was to respond to

 03   certain statements in Mr. Parcell's testimony.

 04      Q.   Well, I understand that.  But I guess my

 05   question to you is, why did you -- other than that, why

 06   did you include it in your testimony, realizing that the

 07   Commission had already rejected that, both implicitly

 08   twice, and then you -- you spend another three,

 09   four pages on it in this testimony, and now we have an

 10   Appellate Court decision where basically they said the

 11   Company was not correct and it's failed in all of its

 12   arguments.

 13      A.   Right.  Now, I didn't -- I didn't submit

 14   evidence.  I'm not in the docket --

 15      Q.   Okay.

 16      A.   -- that was appealed.  I'm not familiar with the

 17   record.  I'm not --

 18      Q.   Okay.

 19      A.   I think we have a different record in every

 20   case, and the decisions are based on the record in each

 21   case.

 22      Q.   So what you're advocating is just more of an

 23   academic or a theoretical point, that in capital

 24   structure theory, or a cost of capital theory, that a

 25   hypothetical capital structure both is not fair -- and I
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 01   think even when we look at what you say in your -- in

 02   your testimony, lines 15 through 16, you say [as read],

 03   "The imputation of a hypothetical equity ratio that is

 04   below a utility's actual ratio is, quote, tantamount to

 05   a disallowance of costs if the ROE is not adjusted to

 06   reflect a higher level of leverage."

 07           So is that a statement that's academic,

 08   theoretical in nature, or are you making it specifically

 09   for PacifiCorp here?

 10      A.   It's academic, because the Company has not

 11   requested a change in this -- in its cost of capital.

 12   It's a principle that all cost of capital witnesses

 13   recognize.

 14      Q.   Okay.  Mr. Parcell, I'd just like you to

 15   briefly -- and let's not spend too much time on this, I

 16   think the Court opinion is pretty clear on this -- but

 17   do you have any concerns with his use of this

 18   theoretical, or this academic adjustment of ROE to

 19   reflect a hypothetical cap structure?

 20      A.   (By Mr. Parcell)  No, because I show on my page

 21   19 of DCP-1T the -- the average equity ratios of all of

 22   the companies, that is, electric and combination

 23   gas/electric, that are covered by AUS Utility Reports,

 24   is less than 50 percent.  So I mean, that's --

 25      Q.   Okay.
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 01      A.   -- an equity ratio in the high -- high 40s is --

 02   is not unusual.

 03      Q.   Okay.  And --

 04      A.   (By Mr. Strunk)  Commissioner, for the record, I

 05   did rebut that statement and provided evidence --

 06      Q.   Yes, you did --

 07      A.   -- on --

 08      Q.   -- which I think you did in several of your

 09   exhibits.

 10           And I think your source of data on that one is

 11   AUS, is it not?

 12      A.   (By Mr. Parcell)  That's right.

 13      Q.   Let's get to the -- finally this issue of the

 14   impact, if any, of these new ratemaking mechanisms,

 15   relatively new from this company, the ERF, decoupling

 16   and the two-year rate plan, and the impact, if any, on

 17   the ROE.

 18           Mr. Parcell, in your testimony -- and I think

 19   there are two cross-exhibits on this.  I don't know if

 20   there is going to be any cross, but I think we discussed

 21   this in the last couple of cases as well.

 22           But what is your present position on this?  As I

 23   read your testimony -- and let me get to it.  I think

 24   it's at the last part of DCP -- yeah, it's on page 36 of

 25   your testimony, lines 13 through 19.
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 01           And are you there?

 02      A.   Yes.

 03      Q.   So you say that, as such mechanisms are becoming

 04   more common, you're not recommending any specific

 05   downward adjustment to PacifiCorp's ROE.  On the other

 06   hand, I believe that potential -- quote, potential

 07   adoption of these mechanisms is risk-reducing to

 08   PacifiCorp.

 09           It seems to me you're trying to straddle a

 10   middle ground there with your client, and I don't

 11   understand exactly what you're saying.

 12           Are these risk-reduction mechanisms or not that

 13   should be reflected in ROE?

 14      A.   Well, let's read between the lines here.

 15           Since the last PacifiCorp I was in, I've also

 16   testified in the Puget rebate case.  And it became

 17   apparent in the Puget case that the Commission's

 18   philosophy there was, let's institute decoupling, give

 19   it three years, and then evaluate what the impact upon

 20   risk [sic].

 21           So when I prepared my testimony in this case, I

 22   did not want to put myself in a position, or put the

 23   Staff in a position of appearing to recommend a lower

 24   return now because of it, so that's why I went to

 25   mid-point.
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 01           Now, there are lots of kinds -- or types or

 02   kinds of regulatory mechanisms.  And the best two from a

 03   utility standpoint are decoupling and formula-based --

 04   formula-based rates with true-ups.  Those are far and

 05   above the better of the two.

 06           And in Mr. Strunk's rebuttal testimony, he did

 07   a -- prepared a schedule, or an exhibit, it's KCS-37

 08   [sic].

 09      Q.   Yeah, I'm there.

 10      A.   And what he did, he took the companies from his

 11   proxy group -- no, my proxy group -- my proxy group --

 12   and showed the various mechanisms.  Now, these include

 13   both gas and electric --

 14      Q.   Right.

 15      A.   -- but I'll observe, in the column for full

 16   decoupling, there are 27 possible cases of decoupling

 17   being effective -- the 27 companies, states,

 18   subsidiaries listed here.  Of those 27, only 5 have full

 19   decoupling.  So from a -- and these include gas.

 20      Q.   Only -- say that again, because I was going to

 21   ask Mr. Strunk about this exhibit and other exhibits,

 22   but only five have full decoupling?

 23      A.   Five of twenty-seven, yes.

 24      Q.   Five of twenty-seven?

 25      A.   So of the big kahunas, so to speak, from a risk
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 01   standpoint, only 5 of 27 have it now.  So it's coming,

 02   but it's not uniform at this point in time.  So when you

 03   look at a proxy group and their existing mechanisms,

 04   relatively few, less than 20 percent, have full

 05   decoupling.

 06      Q.   And Mr. Parcell, let's not -- full decoupling

 07   and partial decoupling, I think you've read our policy

 08   statement -- both of you have read our policy statements

 09   on decoupling of -- I think it was 2012 -- haven't you,

 10   where we describe partial and full decoupling?

 11      A.   It's been a while, but yes.

 12      Q.   Okay.  Mr. Strunk, have you read that?

 13      A.   (By Mr. Strunk)  A while ago as well, yes.

 14      Q.   Yeah.  We've had a 20-year conversation of

 15   decoupling on this Commission.  We've been discussing it

 16   a long, long time.

 17           But the other thing is that this table and

 18   Mr. Strunk's other tables do not deal with the other

 19   design elements of a decoupling mechanism, such as a

 20   soft rate cap, deferral mechanisms, those sorts of

 21   things, right?

 22      A.   (By Mr. Parcell)  Yes.  In Mr. Strunk's defense,

 23   he's used an S & L financial document, which I have

 24   myself, and that was -- this is the information they

 25   provided in that document.  So this -- this was --
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 01   appears to be the best available information at this

 02   point in time to compare various utilities and various

 03   adjustment mechanisms.

 04      Q.   Okay.

 05           Mr. Strunk, I'll -- the -- before I go to

 06   Mr. Strunk on this -- Mr. Parcell, so your ultimate

 07   recommendation is still an ROE of 9.25 percent.  That

 08   reflects the totality of both capital market conditions

 09   in -- today and over this rate period of two years, and

 10   given the ERF, decoupling, taking all of that into

 11   impact, your ultimate recommendation is 9.25 percent?

 12      A.   That's right, which is the mid-point of the

 13   range, yes.

 14      Q.   Okay.  Mr. Strunk, so on this issue of expedited

 15   rate filing, decoupling and a two-year rate plan,

 16   these -- this is on page 14 to 19 of KGS-1T of your

 17   direct testimony, and I may have a few questions on it.

 18           But what is your response to Mr. Parcell and

 19   what he just said, first, if you have any?

 20      A.   (By Mr. Strunk)  Yes, I have another -- a number

 21   of points of response.

 22               CHAIRMAN DANNER:  I'm sorry, Commissioner.

 23   What pages?

 24               COMMISSIONER JONES:  Fourteen to nineteen of

 25   his direct, of KGS-1T.
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 01               MR. STRUNK:  So Mr. Parcell has looked at it

 02   from the operating company level, from the holding

 03   company level.  All of the holding companies have at

 04   least one operating subsidiary that has decoupling in

 05   place.  So when the investment community looks at that,

 06   they see that that holding company has a subsidiary with

 07   decoupling.

 08               The other thing is that, in some states, you

 09   really don't need decoupling because they have symmetric

 10   earnings bands, right?  If you have a symmetric earnings

 11   band that protects you in the case -- in the event that

 12   your sales fall off and your earnings go down, then

 13   you're protected.  You don't need an explicit decoupling

 14   mechanism.

 15   BY COMMISSIONER JONES:

 16      Q.   Right.

 17      A.   (By Mr. Strunk)  So the specific -- it's very

 18   difficult --

 19      Q.   Right.

 20      A.   -- to make apples-to-apples comparisons of these

 21   programs across utilities and across jurisdictions.

 22      Q.   But -- but your overall position is still, as it

 23   was in the last case, I think, that all of these

 24   mechanisms, or most of these mechanisms are, quote,

 25   "baked in" into the cost of capital analysis and the ROE

�0275

     EXAMINATION BY COMMISSIONER JONES / PARCELL / STRU275

 01   analysis?

 02      A.   Yes.  The existence of risk-mitigating

 03   mechanisms such as decoupling are baked in.  And the

 04   other point that I make in my testimony is that analyses

 05   of the effect of decoupling on the cost of equity have

 06   not shown any -- any effects.

 07           So I myself have studied the market reaction to

 08   news of decoupling, and if the investors were really

 09   discounting future cash flows at a lower cost of

 10   capital, then the news of decoupling would cause the

 11   stock to go up.  And we don't see that when we -- when

 12   we --

 13      Q.   Okay.

 14      A.   -- set up event studies that isolate the -- the

 15   news and the effects on stock prices.

 16      Q.   Just a couple of questions and then I'll finish

 17   on decoupling and the actual impact of a rate plan.

 18           So let's turn to KGS -- what is this -- KGS-18,

 19   your exhibit where you -- Mr. Parcell referred to

 20   something in your rebuttal testimony where you did a

 21   comparison.  I'm going to go to the analysis in your

 22   direct testimony.  And in here, you look at the various

 23   types of adjustment causes.

 24           So are you there?

 25      A.   Yes, I'm with you.
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 01      Q.   So on Avista -- let's just go down to Avista.

 02   Are you familiar with the design of their decoupling

 03   program?  I -- you have it marked here as full

 04   decoupling.

 05      A.   Yes.  That's how it was summarized by Regulatory

 06   Research Associates.

 07      Q.   Are you familiar with how it's structured with a

 08   rate cap in earnings?  Are you familiar with earnings

 09   sharing mechanisms?

 10      A.   Yes.

 11      Q.   Okay.

 12      A.   The asymmetric one that accompanies this

 13   decoupling mechanism.

 14      Q.   Right.

 15      A.   There are also symmetric ones in place in other

 16   states.

 17      Q.   And by the way, while we're on Avista, I'm just

 18   a little curious, Mr. Strunk, why you have a dash or a

 19   no checkmark on Avista for Conservation Program Expense.

 20   It's my understanding that we fully compensate them

 21   through the tariff for any conservation expenses, and

 22   you have it blank.

 23      A.   The -- the data that I've presented here is

 24   sourced from a Regulatory Research Associates --

 25      Q.   Oh, from RRA?
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 01      A.   -- report.

 02           Yes.  And that is how RRA characterized it.

 03      Q.   Okay.  Um-hmm.  Go back to -- that's a separate

 04   discussion.

 05           So are you familiar at all -- so I understand

 06   all these checkmarks, and it's -- it sounds like you and

 07   Mr. Parcell disagree on what is full and partial

 08   decoupling, on his proxy group at least.

 09           Mr. Parcell, have you had a chance to look at

 10   his proxy group to see if his characterization of full

 11   and partial decoupling is accurate?

 12      A.   (By Mr. Parcell)  We've used the same -- I mean,

 13   he -- I did an analysis myself, of my own proxy group

 14   myself just compared to the one he did on his rebuttal,

 15   and I got the same results.  So I presume he's recorded

 16   information properly from the source.  I don't dispute

 17   that.

 18      Q.   Okay.

 19      A.   I didn't check them one-by-one, but I give him

 20   credit for doing that right.

 21      Q.   I guess my final question to you, Mr. Strunk,

 22   is, okay, this chart is fine in KGS-18, but have you

 23   actually -- have you taken it to the next step and

 24   actually analyzed what the actual effects of decoupling

 25   are in both a subsequent rate year, the creation of a
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 01   deferral account if a rate cap is hit?

 02           Have you looked at things like that to see how

 03   it actually works in practice at a Commission like ours?

 04      A.   (By Mr. Strunk)  Well, I've certainly reviewed

 05   the proposal that's on the table in this docket.  And I

 06   recognize that there are deferrals, there are talks of

 07   potential thresholds that have to be made to --

 08      Q.   Right.

 09      A.   -- to --

 10      Q.   No, that's not my question.

 11           But my question is, for specifically Avista and

 12   Puget, we've authorized full electric and gas

 13   decoupling.  We've had rate cases, we've had reports to

 14   the Commission.

 15           And you made one, subject to check, but for

 16   Avista, in the last rate case, they actually earned in

 17   the second year of a rate plan -- this is more of a rate

 18   plan issue than decoupling -- but they earned 30 to

 19   40 basis points over their authorized ROE.

 20           Last week we had an open meeting at the

 21   Commission in a docket with PSE, and PSE is building up

 22   significant deferrals, especially on the gas side -- on

 23   both sides -- so they're over-earning, excessive

 24   earnings on both gas and electric, and they're building

 25   up a deferral on both sides of the operation.
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 01           So I just wanted to know if you were aware of

 02   that, if you're aware of the actual operation in other

 03   states as well, that you cite in KGS-18.

 04      A.   Well, my area of focus has really been on how

 05   investors value decoupling and whether there's any

 06   effect on the cost of equity.

 07           I would agree with what the Commission found in

 08   the Puget remand case, that it's very difficult to sort

 09   of do a -- what is ultimately a subjective assessment of

 10   how the different risk mitigators affect the rate of

 11   return.

 12           The factual circumstances that you've cited are

 13   ones that are the product of a confluence of events

 14   that, you know, it could certainly go the other way.

 15   And there's no protection for company investors under

 16   the Washington decoupling mechanisms for actual returns

 17   that fall below the authorized rate of return, and there

 18   is protection for customers, and sharing above that

 19   rate.

 20           So no, I haven't examined everything that has

 21   happened in each of the states.  I know that other

 22   states do have deferrals, but I can't -- I can say I've

 23   studied the equity markets and I've studied how the

 24   equity markets respond to decoupling, and there's really

 25   no --
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 01      Q.   Okay.

 02      A.   -- evidence that decoupling changes the cost of

 03   equity.

 04      Q.   I understand that.  And -- and to be fair, I

 05   didn't mean to put you on the spot too much, but

 06   weather -- as you can imagine, on the gas side, a warmer

 07   than normal weather has a lot to do with under-earning

 08   or perhaps not collecting as much revenue on certain

 09   things.

 10           Now, Mr. Parcell, before we end up here, I have

 11   one final question.

 12           Do you have any comments on what I just asked

 13   Mr. Strunk?

 14      A.   (By Mr. Parcell)  Um, I sort of approach it the

 15   same way he does it, from the standpoint of, are these

 16   mechanisms useful to utilities.

 17           And in fact, on January the 29th, 2014, Moody's

 18   raised the long-term credit rating of virtually every

 19   gas and electric utility in this country, primarily

 20   because of the various suite of regulatory mechanisms

 21   available to them.

 22           That's a real -- never in the history of

 23   regulation have I heard of any agency changing the whole

 24   industry in one fell swoop up.  So obviously Standard

 25   and Poor's and the rating agency saw the benefits of
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 01   these various mechanisms.

 02           And just to make sure that we're on the same

 03   page here, if every one of my proxy group companies had

 04   decoupling, then the mid-point of the range represents

 05   their cost of capital, and that's what I'm recommending.

 06      Q.   Which is 9.25 percent?

 07      A.   That's right.

 08      Q.   Okay.  So my final question and then I'm done

 09   is, of the various methodologies each of you use, which

 10   should the Commission put more weight on?  I've asked

 11   you this before.  I think you probably saw this coming.

 12           Should we put generally more weight, as we have

 13   done in the past, on DCF?  Or both of you seem to be

 14   saying we should not put that much weight on CAPM, and

 15   then put it on comparable earnings, and for you,

 16   Mr. Strunk, on ROE.

 17           So why don't we start with you, Mr. Parcell.

 18      A.   I think historically, DCF has been the most

 19   widely-utilized method.  The DCF results the last year

 20   or so have been a little lower than other -- than, say

 21   comparable earnings, and that's why I only focus on the

 22   top end of my DCF results.  I don't use any of the

 23   medians, just -- the averages.  Just the top end is what

 24   I focus on to account for that.

 25           The comparable earnings is not as quick to
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 01   change results-wise compared to the -- compared to the

 02   other methodologies.  So I think that's a good

 03   foundation, if you will.  That's why I like comparable

 04   earnings.  Mr. Strunk and I are two of the few people

 05   that use comparable earnings.

 06      Q.   And CAPM, don't give them much weight in this

 07   case?

 08      A.   Not now -- for a long time, I would get my

 09   highest results from CAPM.  But the impact of the Fed on

 10   interest rates and the resulting premiums over the last

 11   few years causes me to give fewer -- less weight to CAPM

 12   at this time.  And at my age, I'll probably never get --

 13   we don't use it much, because it's -- at my age, I

 14   probably never will, because it's not going to come back

 15   any time soon, and I'm going away soon.

 16      Q.   Mr. Parcell, we could have another OPEC oil

 17   embargo, oil could go shooting out of the Bronx and the

 18   rate could go up to eight percent again.

 19      A.   It could, but don't bet the farm on it.  But it

 20   could.

 21      Q.   So CAPM might be used --

 22      A.   I'm hanging on the wind with it.  I'm giving it

 23   a shot.

 24      Q.   Okay.  Mr. Strunk?

 25      A.   (By Mr. Strunk)  Well, let me preface the
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 01   response with the -- if the Commission were adjudicating

 02   an ROE result, if the Company were asking for a change

 03   in the recommendation, then I believe that it would be

 04   useful to look at all models with the recognition that

 05   the 15 trillion in central market -- central bank market

 06   interventions has had major effects on the capital

 07   markets.  And that the -- even the Bank of Japan has

 08   become a top-ten holder of ninety percent of the equity

 09   shares that are traded in the Nikkei 225.  So we're --

 10   we're dealing with a very different market.

 11           But I think, taking that into consideration, you

 12   can look at all of the models and give less weight to

 13   those that appear to be most affected by the anomalous

 14   conditions.  But the Company hasn't asked for a

 15   fully-adjudicated cost of capital result.  They've asked

 16   to keep the --

 17      Q.   Right.

 18      A.   -- the same cost of capital.

 19           And the evidence that Dr. -- that Mr. Parcell

 20   and myself put before you would tend to confirm that

 21   that's a reasonable request in light of what's happened

 22   since the last two rate cases.

 23               COMMISSIONER JONES:  Thank you both.  I'm

 24   done.

 25               MR. PARCELL:  Thank you.
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 01               MR. STRUNK:  Thank you.

 02               JUDGE FRIEDLANDER:  Thank you.

 03               CHAIRMAN DANNER:  I have no questions.

 04               JUDGE FRIEDLANDER:  Okay.  Thank you.  All

 05   right.  Unless anybody has anything else for you, I

 06   believe you both are -- you're excused.  And thank you

 07   very much for your testimony.

 08               MR. PARCELL:  Thank you.

 09               MR. STRUNK:  Thank you.

 10               JUDGE FRIEDLANDER:  I believe Mr. Vail is

 11   the next on our cross list.

 12               MS. MCDOWELL:  That's correct, your Honor.

 13               JUDGE FRIEDLANDER:  Thank you.

 14               All right.  Mr. Vail, if you'll raise your

 15   right hand.

 16  

 17   RICHARD A. VAIL,         witness herein, having been

 18                            first duly sworn on oath,

 19                            was examined and testified

 20                            as follows:

 21  

 22               JUDGE FRIEDLANDER:  Thank you.  You can be

 23   seated.

 24               Ms. McDowell?

 25               MR. LOWNEY:  This is Adam Lowney on behalf
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 01   of Pacific Power.

 02               JUDGE FRIEDLANDER:  Thank you.

 03              *** EXAMINATION BY MR. LOWNEY ***

 04   BY MR. LOWNEY:

 05      Q.   Mr. Vail, could you please state and spell your

 06   name for the record?

 07      A.   Yes.  It's Rick Vail, that's V-A-I-L.

 08      Q.   And how are you employed, Mr. Vail?

 09      A.   I am the vice president of transmission at

 10   PacifiCorp.

 11      Q.   And in that capacity, have you filed testimony

 12   in this case, which is labeled Exhibit No. RAV-1T

 13   through 3T?

 14      A.   Yes, I have.

 15      Q.   And do you have any corrections to your

 16   testimony today?

 17      A.   I do not.

 18      Q.   And if I were to ask you the same questions that

 19   is [sic] reflected in that testimony, would your answers

 20   be the same?

 21      A.   Yes, they would.

 22               MR. LOWNEY:  Mr. Vail is available for

 23   cross-examination.

 24               JUDGE FRIEDLANDER:  Thank you.

 25               Ms. Cameron-Rulkowski?
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 01               MS. CAMERON-RULKOWSKI:  Thank you,

 02   your Honor.

 03        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 04   BY MS. CAMERON-RULKOWSKI:

 05      Q.   Good afternoon, Mr. Vail.

 06      A.   Good afternoon.

 07      Q.   I'd like to ask you to refer to your rebuttal

 08   testimony, and this is RAV-3T, page 5.  And I'm looking

 09   at lines 5 through 6 in particular.

 10      A.   Okay.  I'm there.

 11      Q.   Here you're discussing the ownership of the Jim

 12   Bridger-Goshen line.

 13           Is that how you pronounce that, by the way?

 14      A.   That's correct, yeah.

 15      Q.   Thank you.  And there on lines 5 to 6, you refer

 16   to certain outage conditions.

 17      A.   Yes, I do.

 18      Q.   What are those outage conditions?

 19      A.   It can actually be a number of different lines.

 20   One of the probably best things to look at would be the

 21   map that I provided in my direct testimony.  It's

 22   Exhibit No. RAV-2.  I'm looking at page 2 of 2.

 23      Q.   All right.  I'm with you.

 24      A.   Okay.  So prior to the asset exchange,

 25   PacifiCorp had ownership of the Bridger to Populus to
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 01   Borah and Brady, and you can kind of see there are two

 02   green lines there.  Those are two 345 kV transmission

 03   lines.

 04           Prior to the asset exchange --

 05               CHAIRMAN DANNER:  Excuse me.  Since we don't

 06   have color on our --

 07               THE WITNESS:  Oh, I apologize.

 08               CHAIRMAN DANNER:  -- copies, you might have

 09   to go a little slower while we track.

 10               THE WITNESS:  Okay.  I will do that.  So

 11   let's just orient ourselves here just a little bit.

 12               The Jim Bridger plant is in Wyoming, and in

 13   this case, I'm looking at kind of the middle of the

 14   right-hand side of the page.  And so what I'm doing is

 15   going from Jim Bridger plant and basically going from

 16   East to West.  So how do we get from basically Wyoming

 17   over to Washington customers?

 18               So in this case, prior to the asset

 19   exchange, PacifiCorp owned the Bridger to Populus -- you

 20   can see there's two lines there -- and then also

 21   ownership from Populus over to the Borah substation.

 22   After the asset exchange, PacifiCorp now has the ability

 23   to and has ownership on all three of those lines.

 24               So in the past, any outage of either the --

 25   either one of those Bridger to Populus to Borah lines
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 01   would have created a situation where PacifiCorp could

 02   not get all of the generation it owned out of the Jim

 03   Bridger plant out to the West.

 04   BY MS. CAMERON-RULKOWSKI:

 05      Q.   So what did the Company actually -- well, have

 06   those two lines ever gone down?

 07      A.   Yes, they certainly have.  And you know, one

 08   thing with the transmission lines to kind of keep in

 09   mind, the idea is to make sure that you're reliably

 10   serving customers.  And even if there's an outage on one

 11   line, you still want to make sure that when people flip

 12   the switch on, so to speak, that their power does come

 13   on.  So yes, we have had outages on those lines in the

 14   past.

 15           And it's important to note, they're hundreds of

 16   miles long.  Some of them are out in, you know,

 17   basically the middle of nowhere.  Wyoming is the least

 18   populous state in the country, and we do have issues

 19   with hunters shooting out insulators, but also weather.

 20   Wyoming does have some pretty extreme winds that can

 21   cause outages on those lines.

 22      Q.   So have both of them ever gone down?

 23      A.   Yes, there have been times when both of those

 24   facilities have been down at the same time.  And

 25   again -- I guess I would just step back.
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 01           Even with one of those lines down, PacifiCorp

 02   did not have the ability to take all of the Jim Bridger

 03   output that it has ownership of and bring it across to

 04   the West.  So there would be times where there would be

 05   limitations on the outage of the Jim Bridger plant and

 06   being able to move it to the West.

 07      Q.   So what did the Company do, then, before they

 08   had the ownership interest in that third line?

 09      A.   Um, well, so they -- you know, the Company's

 10   responsibility, obviously, is to serve its customers,

 11   and there are other things that the Company can do.  One

 12   is go out on the market and purchase additional power

 13   over in the West.  One would be to -- another option

 14   would be to go and try to find additional transmission

 15   rights or capacity from another area in order to serve

 16   the load out West.  So there's a variety of options that

 17   the Company, you know, has an opportunity to resupply

 18   that power.

 19               MS. CAMERON-RULKOWSKI:  Thank you.  I have

 20   no further questions for Mr. Vail.

 21               JUDGE FRIEDLANDER:  Thank you.  Any

 22   rebuttal?

 23               MR. LOWNEY:  No redirect, your Honor.

 24               JUDGE FRIEDLANDER:  Okay.  Thank you.

 25   Commissioner questions?
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 01               CHAIRMAN DANNER:  No questions.

 02               JUDGE FRIEDLANDER:  Thank you, Mr. Vail.

 03   You're excused.

 04               And I believe we're up to Ms. McCoy.

 05               MS. RACKNER:  That's correct, your Honor.

 06               JUDGE FRIEDLANDER:  Thank you.

 07               Please raise your right hand.

 08  

 09   SHELLEY MCCOY,           witness herein, having been

 10                            first duly sworn on oath,

 11                            was examined and testified

 12                            as follows:

 13  

 14               JUDGE FRIEDLANDER:  Thank you.  You can be

 15   seated.  Ms. McDowell?

 16               MS. RACKNER:  Good afternoon, commissioners

 17   and ALJ Friedlander.  This is Lisa Rackner from

 18   Pacific Power.

 19             *** EXAMINATION BY MS. RACKNER ***

 20   BY MS. RACKNER:

 21      Q.   Good morning, Ms. McCoy -- or excuse me, good

 22   afternoon.

 23      A.   Good afternoon.

 24      Q.   Could you please state and spell your name for

 25   the record?
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 01      A.   Sure.  Shelley, S-H-E-L-L-E-Y, McCoy, M-C-C-O-Y.

 02      Q.   And how are you employed?

 03      A.   I'm the manager of revenue requirement at

 04   PacifiCorp.

 05      Q.   And in that capacity, did you file testimony in

 06   this case?

 07      A.   Yes, I did.

 08      Q.   And is that testimony and the attached exhibits

 09   labeled as SEM-1 through 12?

 10      A.   That is correct.

 11      Q.   Do you have any corrections to that testimony or

 12   exhibits?

 13      A.   I do.  I have one correction.

 14           In my rebuttal testimony on page 24, lines 15

 15   and 16, so on line 15, where it says "Schedule 96," that

 16   should say "Schedule 95."

 17               JUDGE FRIEDLANDER:  And I'm sorry.  Which

 18   page, 24?

 19               THE WITNESS:  Page 24 of my rebuttal, yes.

 20   And on line 16, that should say "Energy Adjustment

 21   Revenue tariff schedule," so adding the word

 22   "Adjustment" between "Energy" and "Revenue."

 23   BY MS. RACKNER:

 24      Q.   Thank you.  And do you have any other

 25   corrections to your testimony?
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 01      A.   I do not.

 02      Q.   So with those corrections, if I asked you the

 03   same questions today, would your answers be the same?

 04      A.   Yes, they would.

 05               MS. RACKNER:  Thank you.  Ms. McCoy is

 06   available for cross-examination.

 07               JUDGE FRIEDLANDER:  Thank you.

 08               Ms. Cameron-Rulkowski?

 09        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 10   BY MS. CAMERON-RULKOWSKI:

 11      Q.   Thank you.  Good afternoon, Ms. McCoy.

 12      A.   Good afternoon.

 13      Q.   First a question about the Idaho Asset Exchange.

 14   Please refer to your testimony -- your direct testimony

 15   at SEM-1T, page 11.

 16      A.   Okay.  I'm there.

 17      Q.   And in Table 1 there, under Location

 18   Description --

 19      A.   Yes.

 20      Q.   -- you list Goshen Substation and Maintenance

 21   Shop?

 22      A.   Correct.

 23      Q.   Did the Company own this asset before the Idaho

 24   Asset Exchange?

 25      A.   Yes, they did.
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 01      Q.   Thank you.  Now I'm going to move on to some

 02   questions about Staff's memberships and subscriptions

 03   adjustment.

 04      A.   Okay.

 05      Q.   Please refer to your rebuttal testimony,

 06   starting on page 12.

 07      A.   Okay.  I'm there.

 08      Q.   Now, you discussed three organizations

 09   associated with this adjustment, and that's the Utah

 10   Taxpayers Association, the Wyoming Taxpayers Association

 11   and the Yakima County Development Association; is that

 12   right?

 13      A.   That's correct.

 14      Q.   All right.  So starting with the taxpayer

 15   associations, you accept Staff's removal of the expenses

 16   associated with the taxpayer associations, right?

 17      A.   We did, including the Wyoming one, even though

 18   we do have WCA assets located in that state.

 19      Q.   All right.  Now, you stated that you accepted

 20   the removal of the expenses only for the purpose of --

 21   for the purposes of this proceeding; is that correct?

 22      A.   That is correct.

 23      Q.   All right.  And I'm now going to refer you to a

 24   cross-exhibit.

 25           Are you there?
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 01      A.   Yes.

 02      Q.   I'm sorry.  This was SEM-15CX?

 03      A.   Yes.

 04      Q.   And I'm looking at the response from the

 05   Company, starting with the text, Line 241, would you

 06   please read that first sentence?

 07      A.   Sure.  "The Utah Taxpayers Association strives

 08   to prevent ill-conceived or unnecessary tax proposals

 09   and encourages tax relief."

 10      Q.   Now, who is it that provides tax relief?

 11      A.   I'm sorry.  I'm not quite understanding your

 12   question.

 13      Q.   Sure.  Isn't it usually a body of elected

 14   officials, for example, that grants tax relief?

 15      A.   I suppose that would be true, yes.

 16      Q.   And so would you agree that a State legislature,

 17   a City or County Council or the US congress are all

 18   examples of such bodies that can grant tax relief?

 19      A.   Yes.

 20      Q.   And so striving to prevent ill-conceived or

 21   unnecessary tax proposals and encouraging tax relief

 22   would be encouraging members of these elected bodies to

 23   support or oppose tax proposals, correct?

 24      A.   Possibly, yes.

 25      Q.   How else beyond encouraging members of these
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 01   elected bodies could the organization try to -- try to

 02   encourage tax relief or prevent tax proposals?

 03               MS. RACKNER:  I'm going to object.  The

 04   question is compound and I'm having difficulty following

 05   the question.

 06               MS. CAMERON-RULKOWSKI:  I'll attempt to

 07   rephrase.

 08   BY MS. CAMERON-RULKOWSKI:

 09      Q.   So you've accepted that striving to prevent

 10   ill-conceived or unnecessary tax proposals and

 11   encouraging tax relief means encouraging members of

 12   these elected bodies to support or oppose tax proposals,

 13   right?

 14      A.   I'm sorry.  I'm still not quite understanding.

 15           Is your question getting to the basis of why we

 16   agreed with Staff to remove these?

 17      Q.   No, it isn't.  It's getting to -- it's getting

 18   to what the purpose is of these associations.  So --

 19               MS. RACKNER:  I'm going to object on the

 20   basis of relevance.  Just to be clear, in response to

 21   Staff testimony, the Company agreed to remove the costs

 22   associated with these adjustments from the rate case.

 23   It's not clear to me whether Staff -- whether Staff

 24   acknowledges that fact.

 25               MS. CAMERON-RULKOWSKI:  Staff does.  I
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 01   hadn't actually asked a question at that point, but

 02   there's a conditional acceptance here, which is for the

 03   purposes of this proceeding, and that's what I'm

 04   addressing.

 05               And ultimately, the Commission will make its

 06   decisions about whether -- about these expenses, and I'm

 07   making a record.

 08               CHAIRMAN DANNER:  So just to clarify, is

 09   this -- you're making a record for another proceeding?

 10               MS. CAMERON-RULKOWSKI:  No, no,

 11   Mr. Chairman.  I am making a record concerning the

 12   Company's conditional acceptance, which is -- the

 13   conditional language is "for the purposes of this

 14   proceeding."  And so what I'm trying to get at is, is

 15   the ultimate propriety of these expenses.

 16               CHAIRMAN DANNER:  Okay.  But --

 17               MS. CAMERON-RULKOWSKI:  I can move on.

 18               CHAIRMAN DANNER:  Yeah.  I mean, because my

 19   understanding is, the condition is, is they're not going

 20   to deal with it in this proceeding.  And so if they come

 21   back in another proceeding, we'll have the record in

 22   that case working where it can be challenged again if

 23   that's what Staff wants to do.

 24               MS. CAMERON-RULKOWSKI:  No.  We would prefer

 25   to get it taken care of in this proceeding.
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 01               CHAIRMAN DANNER:  All right.  You're the

 02   judge.

 03               JUDGE FRIEDLANDER:  I'm going to agree on

 04   the objection, and we'll just move on from here since

 05   it's not really relevant in this proceeding.

 06               MS. CAMERON-RULKOWSKI:  All right.

 07               JUDGE FRIEDLANDER:  Thank you.

 08   BY MS. CAMERON-RULKOWSKI:

 09      Q.   So then going onto the next -- the next

 10   paragraph in the response, which is Line 271, and this

 11   is a description of the Wyoming Taxpayers Association,

 12   and it states there that the "Association promotes

 13   efficient and effective government through independent

 14   and unbiased analysis of public expenditures and

 15   taxation policies, coupled with wide dissemination of

 16   these analyses."

 17           And my question is, who receives these analyses?

 18               MS. RACKNER:  And I would make the same

 19   objection.  The Company, I believe, accepted adjustments

 20   with respect to both sets of costs, both for the Utah

 21   Taxpayers Association and the Wyoming Taxpayers

 22   Association.

 23               JUDGE FRIEDLANDER:  Ms. Cameron-Rulkowski,

 24   do you have a response?

 25               MS. CAMERON-RULKOWSKI:  It's the same
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 01   response, your Honor, and so I'll just let the cat out

 02   of the bag here, which is, it looks -- what I'm getting

 03   at is, are these expenses lobbying expenses?  And why

 04   don't I just ask it straight out.

 05   BY MS. CAMERON-RULKOWSKI:

 06      Q.   Ms. McCoy, are these expenses essentially

 07   lobbying expenses?

 08               MS. RACKNER:  Same objection.  The costs are

 09   withdrawn from the case.

 10               JUDGE FRIEDLANDER:  And so I think they're

 11   not an issue -- they're not a contested issue anymore.

 12   Doesn't mean you can't raise it in another proceeding

 13   where they become a contested issue, but for this, I'm

 14   going to have to sustain the objection.

 15               MS. CAMERON-RULKOWSKI:  All right.

 16               JUDGE FRIEDLANDER:  Thank you.

 17   BY MS. CAMERON-RULKOWSKI:

 18      Q.   Then I will move on to the costs that the --

 19   that we still do have a dispute about, which is the

 20   Yakima County Development Association expenses.

 21      A.   Okay.

 22      Q.   Ms. McCoy, do you have a copy of Ms. Van Meter's

 23   testimony with you?

 24      A.   Yes, I do.

 25      Q.   All right.  Please refer to her testimony at
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 01   page 4, starting at line 16.

 02               MS. RACKNER:  Excuse me.  I had to get up to

 03   get it.  Would you mind repeating the question?

 04               MS. CAMERON-RULKOWSKI:  Certainly.  It's

 05   page 4 of Ms. Van Meter's testimony, and that's TMV-1T.

 06               MS. RACKNER:  Thank you.

 07               MS. CAMERON-RULKOWSKI:  And starts at line

 08   16.

 09               THE WITNESS:  Okay.  I'm there.

 10   BY MS. CAMERON-RULKOWSKI:

 11      Q.   All right.  Now, the Company's discovery

 12   response quoted there states that this $7,500 amount is

 13   for a pledge, correct?

 14      A.   Correct.

 15      Q.   All right.  And please go down to line 20.

 16      A.   Okay.

 17      Q.   And in the discovery response quoted there, the

 18   $4,500 amount is for a challenge grant, correct?

 19      A.   Correct.

 20      Q.   The pledge -- now, do the pledge and the

 21   challenge grant help the Company provide prompt,

 22   expeditious and efficient electric service?

 23      A.   I would say it -- where -- not directly, but

 24   indirectly, the money that the Company has paid to this

 25   organization promotes the efficient use of the electric
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 01   system, thereby benefitting the customers through that

 02   efficient use of the system.

 03      Q.   And could you elaborate on that, please?

 04      A.   Certainly.  As the Company described in the --

 05   there was -- the data request that Ms. Van Meter

 06   submitted to us, we explained that the support of these

 07   organizations like the Yakima Development Commission, it

 08   helps -- where it helps a new customer site locations

 09   within the Company's service territory, then that

 10   promotes more efficient use of the existing system and

 11   thereby lowers the overall cost on a per customer basis.

 12      Q.   And as you've stated, that's an indirect effect,

 13   correct?

 14      A.   Correct.

 15               MS. CAMERON-RULKOWSKI:  Thank you.  I have

 16   no further questions for Ms. McCoy.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               Mr. ffitch, I believe you're up.

 19               MR. FFITCH:  Thank you, your Honor.  We've

 20   advised counsel for the Company that we have, in the

 21   event, no questions for Ms. McCoy given that the

 22   cross-exhibits are stipulated in.

 23               JUDGE FRIEDLANDER:  Thank you.  And I

 24   believe that leaves you, Mr. Cowell.

 25               MR. COWELL:  Yes.  Thank you, your Honor.
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 01              *** EXAMINATION BY MR. COWELL ***

 02   BY MR. COWELL:

 03      Q.   Good afternoon, Ms. McCoy.

 04      A.   Good afternoon.

 05      Q.   So Ms. McCoy, if we could start off with Exhibit

 06   No. SEM-13CX, and page 1 of that exhibit, which is Boise

 07   Data Request 115.

 08               COMMISSIONER RENDAHL:  I'm sorry.  Can you

 09   repeat that?  I'm still shuffling pages.

 10   BY MR. COWELL:

 11      Q.   It's Exhibit No. SEM-13CX, and then starting

 12   with page 1.

 13      A.   Okay.  I'm there.

 14      Q.   Okay.  So near the bottom of that request,

 15   Ms. McCoy, your testimony -- your rebuttal testimony's

 16   quoted that you testified that the Company's filing is

 17   comprised of adjustments, incorporating discrete and

 18   identifiable cost increases over the next two years; is

 19   that correct?

 20      A.   That is correct.

 21      Q.   Now, when the Company was asked about this

 22   testimony, you prepared this data response, correct?

 23      A.   Correct.

 24      Q.   Which states that the Company's testimony

 25   referring to identifiable cost increases is merely a
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 01   summary reference to the net result of offsetting

 02   changes impacting revenue requirements; is that

 03   accurate?

 04      A.   Yes.

 05      Q.   So Ms. McCoy, do you think that there's any

 06   inconsistency or discord between those two responses?

 07   And specifically -- I mean alternately describing the

 08   same cost increase adjustments as discrete and

 09   identifiable, and then merely a summary reference to a

 10   net result of offsetting changes?

 11      A.   Well, I think if you look at the case in total,

 12   we start with a test period that includes both cost

 13   increases and decreases, and then we made pro forma --

 14   discrete pro forma increases.

 15           And upon rebuttal, we accepted Public Counsel's

 16   FTE reduction, in addition to our proposed wage increase

 17   that corresponds with that time period.  So I'd say that

 18   we have both increases and decreases included in there.

 19      Q.   In terms of the Company's direct case, initial

 20   case --

 21      A.   Yes.

 22      Q.   -- were offsets included in that, or was it just

 23   the discrete --

 24      A.   In the --

 25      Q.   -- increases?
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 01      A.   In the base period, there are increases and

 02   decreases both.

 03      Q.   So -- and also offsets?

 04      A.   I'm not sure what you mean by an offset.

 05      Q.   Well, as you -- this response testifies to a

 06   summary reference to the net result of offsetting

 07   changes.  So that's what I'm getting at, so the direct

 08   case included offsetting changes.

 09      A.   Well, I would guess I would say we have, for

 10   instance, some costs that have gone up, some costs that

 11   have gone down, and our base period has both those

 12   increases and decreases.  And to the extent that they

 13   offset, then, yes, offsets would be included.

 14      Q.   Okay.  If we could turn to page 2 of that

 15   exhibit, so Boise Data Request 119.

 16           The Company was asked to refer to your rebuttal

 17   testimony, SEM-6T at 4, 19 through 23.  And there you

 18   had explained that Colstrip 3 O&M costs should be

 19   removed as it is more consistent with a WCA, correct?

 20      A.   That is what I stated, yes.

 21      Q.   Then previously in rebuttal -- and it might be

 22   helpful if we actually looked there -- page 4 of your

 23   rebuttal testimony, SEM-6T.

 24      A.   Okay.  I'm there.

 25      Q.   Okay.  So lines 20 and 21, you explain that the
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 01   Company had prepared its Colstrip 3 adjustment

 02   consistent with the methodology used in previous cases,

 03   correct?

 04      A.   That is correct.

 05      Q.   So again, in Boise Data Request 119, the Company

 06   was asked to confirm that it previously used a

 07   methodology for O&M costs -- in this case, Colstrip 3

 08   O&M costs -- that upon further review PacifiCorp now

 09   agrees to be less consistent with the WCA than an

 10   adjustment proposed by Boise; is that correct?

 11      A.   It's correct, but in actuality, the inclusion of

 12   the Colstrip 3 O&M costs was inconsistent with the

 13   treatment of Colstrip 3 plant in that it is not included

 14   in rates and, therefore, we agreed, when Boise raised

 15   this issue, that we should not include the associated

 16   O&M costs either, and we removed them.

 17      Q.   But specifically, I wanted to look at this

 18   response to 119 that you didn't confirm the request

 19   that -- which was stated that, "Please confirm the

 20   Company used a methodology less consistent."

 21           So that's still your testimony?

 22      A.   Yes.

 23      Q.   In terms of the actual Colstrip 3 O&M adjustment

 24   that the Company agrees to, is that amount different

 25   than what was proposed by Boise?
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 01      A.   It is.

 02      Q.   Could you walk me through maybe the differences?

 03      A.   Well, the primary difference is that there were

 04   some costs that Boise did not include, and so when we

 05   looked at it, we looked at the full range of O&M costs

 06   for Colstrip 3 and made sure that we incorporated all of

 07   them.  There were some FERC accounts that had been left

 08   out of Boise's analysis, so we were trying to be

 09   complete and make sure that we had captured all of them.

 10      Q.   And your adjustment was larger, then, than

 11   Boise's?

 12      A.   I would have to check that to verify.

 13      Q.   Maybe if we could just quickly -- let's see.  In

 14   your rebuttal testimony, page 3, I believe, and in Table

 15   1 --

 16      A.   Yes.

 17      Q.   -- is that Adjustment 5.3, EIM Costs Removal?

 18      A.   No, I believe you're talking about 5.2, Colstrip

 19   3 Removal.

 20      Q.   Oh, excuse me.  Sorry.  5.2.

 21           So for the record, we're speaking of Table 1,

 22   SEM-6T, page 3, and Adjustment 5.2.

 23           So your adjustment is -- let's see -- Revenue

 24   Requirement Impact, negative 829,873?

 25      A.   Correct.
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 01      Q.   And then do you have Mr. Mullins' testimony with

 02   you?

 03      A.   I do.

 04      Q.   And if you could please turn to BGM-11 Revised.

 05               JUDGE FRIEDLANDER:  Maybe you can wait for

 06   all of us to get on the same page.

 07               MR. COWELL:  Oh, certainly, your Honor.

 08               COMMISSIONER JONES:  What is it again, Mr.

 09   Cowell?  I'm catching up.

 10   BY MR. COWELL:

 11      Q.   And then BGM-11 Revised, which is actually in

 12   response to Bench Request No. 5.  It's the most

 13   up-to-date figures.

 14      A.   I'm sorry.  I don't have that version with me.

 15      Q.   I believe it's actually the same figure.  We

 16   could look at Mr. Mullins' cross-answering testimony,

 17   BGM-10T.

 18      A.   Okay.

 19      Q.   And that would be page 2.

 20      A.   Oh, as a matter of fact, I do have -- well, I

 21   have BGM-11.

 22      Q.   Either one.  We can -- I'm just looking for you

 23   to compare and contract Mr. Mullins' total with your own

 24   and just explain, please, the difference.

 25               MS. RACKNER:  Just for clarity, which of the
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 01   two exhibits is the witness looking at right now?

 02               THE WITNESS:  I'm looking at BGM-11.

 03               MS. RACKNER:  Thank you.

 04               THE WITNESS:  So without the specific

 05   numbers in front of me to compare the calculation, I

 06   would -- I believe that Mr. Mullins was inconsistent in

 07   his testimony where, in one place he said to use the net

 08   plant percentage allocation between the units, and then

 09   it's possible that he used the gross plant percentage

 10   allocation in his actual calculation.

 11   BY MR. COWELL:

 12      Q.   And you think those two issues account for the

 13   difference?  Excuse me.  That one issue is the

 14   difference?

 15      A.   Yes.

 16      Q.   Lastly, Ms. McCoy, you were here when I had

 17   asked Mr. Dalley about the impact of updating the rate

 18   period in the Company's rebuttal request?

 19      A.   Yes, I was.

 20      Q.   Okay.  Would you be able to provide an answer to

 21   the question I had asked him of what the impact is, just

 22   isolating the rate period difference?

 23      A.   To some extent.  I can answer the question as it

 24   relates to the production tax credits.

 25      Q.   Okay.
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 01      A.   So turning back to my rebuttal testimony on page

 02   3, in Table 1, Adjustment 7.3, the revenue requirement

 03   change increased by approximately $250,000 on the

 04   production tax credits, and that's related to moving the

 05   effective date from May 1st to July 1st to reflect the,

 06   you know, longer time period of expired credits.

 07           And then in year 2, it's Adjustment No. 4 on

 08   Table 2, and that amount is approximately $615,000, an

 09   increase by moving out the effective date from May 1st

 10   of 2017 to July 1st of 2017, again reflecting more

 11   expired tax credits in that time period.

 12               MR. COWELL:  Thank you, Ms. McCoy.  No

 13   further questions.

 14               JUDGE FRIEDLANDER:  Thank you.

 15               Any redirect?

 16               MS. RACKNER:  No, your Honor.

 17               JUDGE FRIEDLANDER:  Thank you.  Any

 18   questions from the bench?

 19               COMMISSIONER JONES:  Not for me.

 20               COMMISSIONER RENDAHL:  No.

 21           *** EXAMINATION BY CHAIRMAN DANNER ***

 22   BY CHAIRMAN DANNER:

 23      Q.   I do have one question with regard to the Yakima

 24   membership.  So that had a value, I believe, of 14,000

 25   something.
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 01           The benefits to the consumers that you

 02   estimated, did you ever try to put a dollar amount on

 03   that?

 04      A.   No, we did not.

 05      Q.   So could you again state for me what those

 06   benefits were?

 07      A.   By encouraging additional customers to site

 08   within our service territory, it promotes a more

 09   efficient use of our electric system, thereby reducing

 10   the per customer cost of that system.

 11      Q.   And has the Company been successful in siting

 12   that new customer service?

 13      A.   I can't speak to that.  I'm sorry.

 14      Q.   Okay.  So there's no way of knowing right now

 15   about whether the benefits actually exceed the amount of

 16   membership?

 17      A.   Right.

 18               CHAIRMAN DANNER:  Okay.  Thank you.

 19               JUDGE FRIEDLANDER:  Thank you.

 20         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 21   BY COMMISSIONER RENDAHL:

 22      Q.   Actually, I do have a couple questions.  And if

 23   you are not the right witness for this, then please let

 24   me know who is and we'll figure that out.

 25           So my understanding is that the EIM costs,
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 01   including depreciation and amortization expenses, will

 02   be included in the variable power cost actuals in the

 03   annual PCAM true-up filing; is that correct?

 04      A.   That is the proposal, yes.

 05      Q.   Okay.  And is it the Company's intent to make

 06   this method of recovery permanent, or to address it in

 07   terms of when to recover the EIM costs and reflecting

 08   the EIM benefits in the next general rate case?  Is this

 09   just a temporary solution or is this the permanent

 10   solution?

 11      A.   That I'm not sure.  But in this case, we're

 12   attempting to match up the costs and the benefits within

 13   the PCAM proceeding.

 14      Q.   Okay.  And just another question -- and I'm

 15   sorry, I don't have a page reference -- but this is

 16   related to decoupling.  And if you're not the

 17   appropriate witness for this, I think it has to do with

 18   the calculations, but you can defer this to someone else

 19   if you wish.

 20           So the Company has said it would limit its

 21   annual decoupling adjustments to three percent, but

 22   doesn't indicate three percent of what.

 23           Is that the revenue requirement?

 24      A.   I believe that is the case.  The specifics on

 25   the decoupling mechanism can be addressed by
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 01   Ms. Steward.

 02      Q.   That's what I thought, but I thought I'd ask

 03   you --

 04      A.   Yeah.

 05      Q.   -- since you know the overall picture of the

 06   whole thing.

 07      A.   Right.

 08      Q.   All right.  I will defer other decoupling

 09   questions to Ms. Steward.  Thanks very much.

 10      A.   Okay.

 11               MS. RACKNER:  And your Honor, if I may,

 12   Mr. Dalley can answer the question with respect to the

 13   EIM that was posed by Commissioner Rendahl.  So if you

 14   would like to recall him, that is fine with us.

 15               JUDGE FRIEDLANDER:  Thank you.

 16               COMMISSIONER RENDAHL:  I guess I would only

 17   say, if his answer is different, then I would have him

 18   come forward.  If it's the same, then I think we're

 19   good.

 20               JUDGE FRIEDLANDER:  It looks like he's

 21   indicating it's the same.  Thank you.

 22               Thank you for your testimony, Ms. McCoy.

 23   You're excused.

 24               THE WITNESS:  Thank you.

 25               JUDGE FRIEDLANDER:  Why don't we take a
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 01   ten-minute break and we'll come back at 3:25.

 02               Thank you.  We're off the record.

 03                      (A break was taken from

 04                       3:15 p.m. to 3:32 p.m.)

 05               JUDGE FRIEDLANDER:  All right.  We'll go

 06   back on the record.

 07               So I believe we have Ms. Steward?

 08               MS. MCDOWELL:  That's correct.  And between

 09   witnesses, may I ask whether Mr. Strunk and Mr. Vail may

 10   be excused from the hearing at this point?

 11               CHAIRMAN DANNER:  Oh, yeah.  That was the

 12   intent.  Sorry.

 13               MS. MCDOWELL:  Thank you.

 14               JUDGE FRIEDLANDER:  Thank you.

 15               MS. CAMERON-RULKOWSKI:  And Mr. Parcell as

 16   well?

 17               JUDGE FRIEDLANDER:  I think so, yeah.

 18               MS. CAMERON-RULKOWSKI:  Thank you.

 19  

 20   JOELLE STEWARD,          witness herein, having been

 21                            first duly sworn on oath,

 22                            was examined and testified

 23                            as follows:

 24  

 25               JUDGE FRIEDLANDER:  Thank you.  Please be
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 01   seated.

 02               Ms. McDowell -- oh, Ms. Rackner?

 03               MS. RACKNER:  Thank you.

 04             *** EXAMINATION BY MS. RACKNER ***

 05   BY MS. RACKNER:

 06      Q.   Ms. Steward, would you please state and spell

 07   your name for the record?

 08      A.   My name is Joelle Steward.  It's J-O-E-L-L-E

 09   S-T-E-W-A-R-D.

 10      Q.   And how are you employed?

 11      A.   I am the director of rates and regulatory

 12   affairs for PacifiCorp.

 13      Q.   And in that capacity, did you file testimony and

 14   exhibits in this docket?

 15      A.   Yes.

 16      Q.   And were those JRS-1 through 18?

 17      A.   Yes.

 18      Q.   Do you have any corrections to your testimony or

 19   exhibits?

 20      A.   I do not.

 21      Q.   And if I asked you the questions that are in

 22   this testimony today, would your answers be the same?

 23      A.   Yes.

 24               MS. RACKNER:  Your Honor, Ms. Steward is

 25   available for cross-examination.
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 01               JUDGE FRIEDLANDER:  Thank you.

 02               Mr. Cowell?

 03               MR. COWELL:  Thank you, your Honor.

 04              *** EXAMINATION BY MR. COWELL ***

 05   BY MR. COWELL:

 06      Q.   Good afternoon, Ms. Steward.

 07      A.   Good afternoon.

 08      Q.   So Ms. Steward, you have reviewed the rate

 09   design proposal of Mr. Mullins on behalf of Boise

 10   applicable to Schedule 48T, correct?

 11      A.   Correct.

 12      Q.   And if you could turn to Exhibit No. JRS-19CX,

 13   page 1, which is Boise Data Request 126.

 14      A.   I'm there.

 15      Q.   Okay.  Now, this recounts that, in your rebuttal

 16   testimony, you stated a belief that Boise's proposal --

 17   Boise's rate design proposal ignores differences in cost

 18   characteristics for different types of customers because

 19   it applies the same rate design to all customer types in

 20   Schedule 48T, right?

 21      A.   Correct.  That's -- yeah, that's what the

 22   question is referring to.

 23      Q.   Now, you also confirmed in your response that

 24   the Company's proposed Schedule 48T rate design is based

 25   on applying the class average increase to all billing
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 01   charges to provide consistent impacts, right?

 02      A.   For the non-dedi -- for the Schedule 48

 03   customers that are on the non-dedicated facilities

 04   rates.

 05      Q.   So where -- at the very end of your response

 06   there, it says, "consistent impacts across all Schedule

 07   48T customers."  Just to clarify, that's --

 08      A.   Yes.

 09      Q.   That refers to --

 10      A.   Yes, that refers to all Schedule 48T customers.

 11      Q.   All Schedule 48T customers?

 12      A.   Yeah.

 13      Q.   Okay.  Between the rebuttal testimony that we

 14   just recited in the request and the response there, do

 15   you find any inconsistency?

 16      A.   No, I do not.

 17      Q.   No.  Okay.  Let's go onto the next page, which

 18   is Boise Data Request 128, page 2.

 19           So first you confirmed a couple statements you

 20   made in rebuttal testimony in that response, right?

 21      A.   Correct.

 22      Q.   Now, you also referred Boise to cost of service

 23   studies, quote, for proper context, end quote, in the

 24   very next sentence of that response, correct?

 25      A.   Correct.
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 01      Q.   And for proper context here, you also prepared a

 02   response to Boise Data Request 131, which is skipping

 03   ahead a couple -- a few to page 5 of this exhibit, in

 04   which the Company confirmed that it did not prepare an

 05   updated cost of service study for this case, correct?

 06      A.   Correct.

 07      Q.   If you could turn back to Data Request 129,

 08   which is page 3 of this exhibit.

 09           You take the position that service

 10   characteristics of the Company's largest Schedule 48T

 11   customer, quote [as read], "justifies separate

 12   consideration in the cost of service in pricing models,"

 13   correct?

 14      A.   Correct.

 15      Q.   And if you could turn to the next data request,

 16   which is page 4 of this exhibit, Boise Data Request 130.

 17           You prepared a response stating that dedicated

 18   facilities should receive the same increase as other

 19   classes, including other Schedule 48T customers, right?

 20      A.   Correct.  Schedule 48T dedicated facilities is

 21   treated as a separate class in the class of service

 22   study.

 23      Q.   Now, looking at that first sentence there, but

 24   your response was that the Company's position was they

 25   should receive the same increase as other classes,
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 01   right?

 02      A.   Correct, yes.

 03      Q.   Now, in this response, you also disagreed with

 04   the proposition of the request that it would be fair for

 05   dedicated facility customers to receive a different

 06   increase relative to other Schedule 48T customers,

 07   correct?

 08      A.   Could you repeat that?

 09      Q.   Sure.

 10      A.   I think I got lost.

 11      Q.   No.  Sure.  It's probably helpful just to

 12   actually -- as I read here, the first sentence of the

 13   request --

 14      A.   Of the request?

 15      Q.   Yes.  Yeah.  Right.  I'm basically trying to get

 16   to confirming your response.

 17      A.   You're reading the question or the answer?

 18      Q.   Yeah.  So in Boise Data Request 130, the actual

 19   request, it says, "Does the Company agree that it would

 20   be fair for Schedule 48T-Dedicated Facilities customers

 21   to receive a different increase relative to other

 22   Schedule 48T customers," and your response was "No,"

 23   correct?

 24      A.   Yes.

 25      Q.   Okay.
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 01      A.   Yes, that's correct.

 02      Q.   Thank you.  So again, do you find -- we went

 03   over your responses to 129 and 130.

 04           Do you find any inconsistency between those

 05   responses?

 06      A.   No, I do not.

 07      Q.   And finally, Ms. Steward, you confirmed -- if

 08   you would turn to the last page of this exhibit, Boise

 09   Data Request 132, you confirmed in the response to this

 10   request that, according to your testimony, Dedicated

 11   Facilities have been under-collecting for demand and

 12   customer charges and over-collecting for energy and

 13   reactive charges, right?

 14      A.   Yes.

 15               MR. COWELL:  No further questions,

 16   your Honor.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               Mr. Purdy?

 19               MR. PURDY:  Yes.  Thank you.

 20              *** EXAMINATION BY MR. PURDY ***

 21   BY MR. PURDY:

 22      Q.   Good afternoon, Ms. Steward.

 23      A.   Good afternoon.

 24               MR. PURDY:  Thank you to the Company for

 25   allowing me to speak with Ms. Steward prior to the
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 01   hearing commencing, and I think it will help me cut down

 02   on my cross.  So I'll move through this as quickly as

 03   possible.

 04   BY MR. PURDY:

 05      Q.   Ms. Steward, do you recall the three

 06   collaboratives that the Energy Project is interested in

 07   pursuing with the Company, among others that we

 08   discussed previously?

 09      A.   Yes.

 10      Q.   And do those include low income weatherization

 11   assistance, low income bill assistance, and a

 12   collaborative for the purpose of obtaining better low

 13   income data for the commissioners to assist them in

 14   making a number of decisions?

 15      A.   Yes.

 16      Q.   Okay.

 17      A.   Although I thought when you mentioned three that

 18   the other one was just a general residential rate design

 19   collaborative that Staff had initiated.

 20      Q.   Well, there are, I think, several other

 21   collaboratives -- rate design, cost of service -- but I

 22   think the collaboratives that I outlined will play into

 23   the rate design.

 24           For instance, the low income data might help us

 25   in determining whether a third residential tier would be
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 01   appropriate; is that not true?

 02      A.   That is true, yes.

 03      Q.   Okay.  Thank you.

 04           Now, regarding these collaboratives, what would

 05   be the Company's preference as to who would be at the

 06   table for a discussion and involvement in this?

 07      A.   At a minimum, the Energy Project, Staff, I

 08   believe Public Counsel, the Company.  What other -- what

 09   other interested parties would be willing to participate

 10   we'd be open to.

 11      Q.   Would it be fair to say all interested

 12   stakeholders can have a seat at the table?

 13      A.   Yes, I believe so.

 14      Q.   Okay.  Great.  Thank you.

 15           And do you have any idea as to the timeline for

 16   these collaboratives?

 17      A.   Well, a first meeting has been scheduled for

 18   July already to discuss and sort of lay out a process

 19   and plan with target deliverables for the first quarter

 20   of Jan -- of 2017.

 21      Q.   And by "deliverables," could you explain what

 22   you mean?

 23      A.   A proposal -- two things.  Proposals on how to

 24   address any changes in the low income weatherization

 25   program, and then also any proposals on how to modify
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 01   the low income bill assistance program as that comes to

 02   the end of its five-year plan in 2017.

 03      Q.   And I think you used the word "modify."  Would

 04   that also include taking a look at the budgeting for

 05   bill assistance?

 06      A.   Yes.

 07      Q.   Among other things?

 08      A.   I don't believe there's anything off the table.

 09      Q.   That's great.  Thank you.

 10           Regarding these collaboratives, will the Company

 11   give its assurance that it will provide adequate data

 12   and staffing resources necessary to identifying -- with

 13   respect to low income information, identifying the total

 14   number of low income customers in the Company's service

 15   territory?

 16      A.   Correct.  And I think as part of those

 17   discussions that will be held is, we will look at what

 18   data we have available, what data is publicly available,

 19   and figure out the best way to put it all together and

 20   answer the questions that the Energy Project and the

 21   Commission and other stakeholders may have.

 22      Q.   Thank you.  And similarly, will the Company

 23   provide the necessary data and staffing resources

 24   necessary to evaluate the energy burden and energy

 25   consumption and other impacts of energy bills that low
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 01   income households receive?

 02      A.   Possibly, but I don't want to close the door to

 03   other entities being able to assist with that as well.

 04      Q.   Okay.  Certainly.  Thank you.

 05           And regarding the study itself, I think that

 06   there was a -- or I'm sorry -- the attempt to obtain

 07   better low income data, at one point in your rebuttal --

 08   and I can find it if you need to, if you need it -- you

 09   expressed some hesitation as to having to do another

 10   study.

 11           I just want to clear up for the record that you

 12   do agree, do you not, for a continued examination of the

 13   study of the low income population, or consumption

 14   patterns and behavior, but doing it through a

 15   collaborative process where all parties involved would

 16   put their collective heads together and brainstorm for

 17   hopefully a way to obtain better data than we had

 18   previously?

 19      A.   Well, possibly.  But I mean, we do have -- we

 20   did a consumption survey.  We have data that we can pull

 21   from our billing system about residential customers who

 22   have sort of self-identified as low income.  We can look

 23   at the other survey responses.

 24           But I think first we have to assess where are

 25   the data gaps we have, after fully examining what data
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 01   we currently have available, before saying we need

 02   better data that we would have to go out and acquire.

 03      Q.   And I assume that you've heard from a number of

 04   witnesses over the last few rate cases that the proxy

 05   group that we've been using to identify the low income

 06   customers and study them is roughly 5.6 percent of the

 07   total customer residential population of the Company; is

 08   that not true?

 09      A.   I cannot confirm that number right now.

 10      Q.   Do you recall --

 11      A.   I --

 12      Q.   Go ahead.

 13      A.   You said it earlier today, but I haven't

 14   verified that.

 15      Q.   Do you recall Mr. Roger Cucci's (phonetic)

 16   testimony from the 2014 rate case, by any chance?

 17      A.   I don't recall the data that he presented in

 18   that.

 19      Q.   Okay.  Generally, would you agree that we do not

 20   have a complete picture as to the number of low and true

 21   low income customers for the purposes of these various

 22   programs that the Company actually has?

 23      A.   In our service area?

 24      Q.   Yes, in your service area.

 25      A.   No.
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 01      Q.   Okay.

 02               MR. PURDY:  Excuse me just one second,

 03   your Honor.  That is it.  Thank you very much.  I

 04   appreciate it.

 05               JUDGE FRIEDLANDER:  Thank you.

 06               Any redirect, Ms. Rackner?

 07               MS. RACKNER:  Yes, just briefly.

 08             *** EXAMINATION BY MS. RACKNER ***

 09   BY MS. RACKNER:

 10      Q.   Ms. Steward, I want to ask you a question about

 11   something that Mr. Cowell asked you about with respect

 12   to the Boise DR-131, which is a part of Cross-Exhibit

 13   19X.

 14      A.   Okay.

 15      Q.   And with respect to that DR, Mr. Cowell asked

 16   you whether or not the Company had prepared a cost of

 17   service study to support its proposal in this case, and

 18   you answered that it had not.

 19           And I wanted to ask you why you believe it was

 20   appropriate to make the proposal without having first

 21   performed a cost of service study.

 22      A.   Well, yeah.  We didn't perform a new cost of

 23   service study for this case.  We prepared this case, we

 24   tried to keep it to a limited number of issues.  I

 25   evaluated whether or not the result of the last cost of
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 01   service study showed that the customer classes were

 02   within a reasonable range of parity and they were.

 03           And my experience with the practice of this

 04   Commission has been to look at a reasonable range of

 05   parity.  Four out of the last five rate cases have

 06   resulted in equal percent spread.  The last case, there

 07   were some slight tweaks.  As a result of those tweaks,

 08   all classes were again in that reasonable range of

 09   parity.

 10           So it was really just a way to limit the issues

 11   that would be litigated in this case.  It does not mean

 12   that the results of our rates -- or our rate spread

 13   proposals are not based on cost of service.  They are.

 14   We just did not update a new cost of service study.

 15               MS. RACKNER:  Thank you, Ms. Steward.

 16   That's all I have.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               Any questions from the bench?

 19               CHAIRMAN DANNER:  Yeah.

 20           *** EXAMINATION BY CHAIRMAN DANNER ***

 21   BY CHAIRMAN DANNER:

 22      Q.   Good afternoon, Ms. Steward.

 23           I was -- I saw that the Shawn Collins testimony

 24   requested a personal facilitator for the stakeholder

 25   collaborative.  And in your testimony, you're saying
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 01   that that's not -- you don't believe that's necessary.

 02           Has that been resolved, or is that still a point

 03   of contention?

 04      A.   I don't believe it's a point of contention.  We

 05   discussed this morning and that was not raised.  I think

 06   we have a good relationship with the Energy Project and

 07   with the agencies in our service area.

 08      Q.   So you think that the participants can basically

 09   facilitate themselves, and if you need some dispute

 10   resolution, that would be available?

 11      A.   Then we could seek that through the Commission's

 12   processes, yes.

 13      Q.   All right.  Thank you.

 14           We had our public hearings in Walla Walla and in

 15   Yakima, and I can tell you that there were

 16   representatives from the CAP agencies, and they were

 17   both very strongly in support of this stakeholder

 18   process, and so that will be reflected in the public

 19   comments.

 20               CHAIRMAN DANNER:  Thank you.

 21         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 22   BY COMMISSIONER RENDAHL:

 23      Q.   Good afternoon, Ms. Steward.

 24      A.   Good afternoon.

 25      Q.   So while you did not have cross-examination
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 01   questions about decoupling, you are the decoupling

 02   witness, so do you mind answering a few questions about

 03   that?

 04      A.   Not at all.

 05      Q.   Okay.  So you heard my question to Ms. McCoy,

 06   and so I'm just confirming this with you, that the

 07   Company stated that it would limit its decoupling

 08   adjustments to three percent, but didn't reference three

 09   percent of what.

 10           It is revenue requirement, correct?

 11      A.   Yes.  And actually, in the tariff that we

 12   proposed itself, which is in JRS-16, we actually specify

 13   how that would be done.

 14           And so it's a three percent limitation would be

 15   calculated based on the total normalized revenues for

 16   the 12-month period ending June 30 each year.  So it's

 17   not the revenue requirement that comes out of this case;

 18   it's sort of a moving target in order to keep it to be a

 19   more real three percent.

 20      Q.   Thank you.  That's very helpful.

 21           And further, on the Company's commitment to file

 22   quarterly reports with the Commission and to evaluate

 23   the effectiveness of the decoupling mechanism, is there

 24   an expectation that these quarterly reports would, in a

 25   sense, as a cumulative effect, end up with a third-party
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 01   evaluation?  They'd be part of that process or be part

 02   of the history of that?

 03      A.   Yes, they would be available to that third-party

 04   evaluator.

 05      Q.   Okay.  And will those reports be filed in this

 06   docket, or have you had discussions with Staff at all

 07   about whether there's a new docket for this?

 08      A.   We have not had discussions.  I think we're open

 09   to whatever process the Commission or Commission Staff

 10   want on that.

 11      Q.   Okay.  And then on the issue of the power cost

 12   adjustment mechanisms, so the Company is proposing to

 13   track and recover only non-power-related costs through

 14   the decoupling mechanism, correct?

 15      A.   Yes.

 16      Q.   And you're familiar with Avista's and Puget

 17   Sound Energy's proposals?

 18      A.   Their decoupling proposals?

 19      Q.   Yes.

 20      A.   Yes.  Or mechanisms.

 21      Q.   So Avista's mechanism includes all fixed costs,

 22   including production costs, correct?

 23      A.   Yes.

 24      Q.   Okay.  And in August of last year, we modified

 25   Puget Sound Energy's power costs and decoupling to move
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 01   production -- fixed production costs from the P-C-A-M,

 02   PCAM, into its decoupling mechanism, so it looks like

 03   there's a trend here.

 04           Is there -- so the proposal for fixed production

 05   costs in PacifiCorp's, they're deferred into the PCAM,

 06   correct, in PacifiCorp's proposal, fixed production

 07   costs?

 08      A.   Not exactly.  So net power costs, all the

 09   variable fuel costs that go through the PCAM, those are

 10   in the PCAM.  We remove those costs for the decoupling.

 11   So it's -- everything else is essentially in the

 12   decoupling mechanism.  So I'm not sure what you mean by

 13   "fixed production costs."

 14      Q.   I guess I'm asking whether, is there an intent

 15   to -- so you have the decoupling proposal for this

 16   proceeding.  Is there interest in ensuring that all of

 17   the mechanisms across the three utilities operate

 18   consistently in the future?  Or is there a reason why

 19   PacifiCorp should be different related to power costs

 20   and PCAM and decoupling?

 21      A.   I thought we were actually quite similar in our

 22   approach.  I don't have -- you know, I certainly didn't

 23   try to -- they're very similar approaches.  I don't know

 24   that everything has to be cookie cutter across all three

 25   utilities.
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 01           I made a couple refinements to decoupling

 02   mechanisms I saw on the other two utilities that I

 03   thought worked better for us.  So I can't speak to if we

 04   have an interest in all three marching forward together,

 05   but I think there is consistency generally across the

 06   three.

 07               COMMISSIONER RENDAHL:  Okay.  Well, thank

 08   you.  That's all I have.  I don't know if my colleagues

 09   have other questions.

 10               COMMISSIONER JONES:  No questions.

 11               CHAIRMAN DANNER:  Good.

 12               JUDGE FRIEDLANDER:  Okay.  Thank you.

 13               Thank you, Ms. Steward.  You're excused.

 14               THE WITNESS:  Thanks.

 15               JUDGE FRIEDLANDER:  And I believe that

 16   concludes the Utility's witnesses?

 17               MS. MCDOWELL:  Your Honor, it does

 18   include -- that does conclude our case.

 19               With respect to one of the witnesses who was

 20   not called for questioning today either by the parties

 21   or the Commission, Ms. Hymas, we have one change to her

 22   pre-filed testimony.  I could either read it into the

 23   record now, or we could file an errata, however you want

 24   to handle that.

 25               JUDGE FRIEDLANDER:  I think an errata would
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 01   be most efficient.

 02               MS. MCDOWELL:  We will do that.  Thank you.

 03               JUDGE FRIEDLANDER:  And I believe the next

 04   witness is Mr. Ball.

 05  

 06   JASON BALL,              witness herein, having been

 07                            first duly sworn on oath,

 08                            was examined and testified

 09                            as follows:

 10  

 11               JUDGE FRIEDLANDER:  Thank you.  You can be

 12   seated.

 13               Is it going to be Ms. Cameron-Rulkowski?

 14               MS. CAMERON-RULKOWSKI:  Yes, your Honor.

 15               JUDGE FRIEDLANDER:  Okay.

 16        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 17   BY MS. CAMERON-RULKOWSKI:

 18      Q.   Good afternoon, Mr. Ball.

 19      A.   Good afternoon.

 20      Q.   Would you please state your full name?

 21      A.   Jason Ball.

 22      Q.   And where are you employed?

 23      A.   Washington State Utilities and Transportation

 24   Commission.

 25      Q.   And what position do you currently hold with the
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 01   Commission?

 02      A.   I'm a regulatory analyst.

 03      Q.   And please direct your attention to Exhibit No.

 04   JLB-1T.

 05           Is this the testimony that you prepared in

 06   response to Pacific Power's pre-filed direct testimony?

 07      A.   It is.

 08      Q.   And in the course of your direct testimony, you

 09   refer to Exhibit Nos. JLB-2 through JLB-6.

 10           Were these exhibits prepared by you?

 11      A.   Yes.

 12      Q.   Are there any corrections that you need to make

 13   to your testimony or to the exhibits?

 14      A.   Yes.  I have a correction to JLB-1T, my direct

 15   testimony, on page 13.

 16           Beginning on -- please incorporate the changes

 17   that were reflected in the errata filed on Friday.

 18   Beginning on line 5, the numbers should read 5,330,704,

 19   or 1.58 percent.

 20           In Table 2, beginning at line 8, Jim Bridger SCR

 21   Rate Plan or Column Rate Plan, Year 1, should read,

 22   1,443,576.

 23           Row General Adjustments Other should read

 24   6,774,280.

 25               CHAIRMAN DANNER:  I'm sorry, Mr. Ball.
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 01   Could you repeat that, please?

 02               THE WITNESS:  6,774,280.

 03               Total Modeled Revenue Requirement Change,

 04   the next row, should read 5,330,704.

 05               And the last row, Staff Proposed Rate Change

 06   in Rate Plan Year 2, 728,690.

 07               And finally on row 12 -- or excuse me, line

 08   12, it should read, 728,690, or .216 percent.

 09               JUDGE FRIEDLANDER:  And --

 10               MS. CAMERON-RULKOWSKI:  And we will --

 11               JUDGE FRIEDLANDER:  I was just going to

 12   say -- you read my mind -- you'll be filing those

 13   electronically as well, right?

 14               MS. CAMERON-RULKOWSKI:  That's correct.

 15               JUDGE FRIEDLANDER:  Thank you.

 16   BY MS. CAMERON-RULKOWSKI:

 17      Q.   Now, Mr. Ball, if I asked you the questions in

 18   your testimony today, would your answers be the same?

 19      A.   They would.

 20               MS. CAMERON-RULKOWSKI:  And Mr. Ball is

 21   available for cross-examination and for questions from

 22   the bench.

 23               JUDGE FRIEDLANDER:  Thank you.

 24               Ms. Rackner?

 25               MS. RACKNER:  Yes.
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 01             *** EXAMINATION BY MS. RACKNER ***

 02   BY MS. RACKNER:

 03      Q.   Good afternoon, Mr. Ball.

 04      A.   Good afternoon.

 05      Q.   I wanted to start by asking you some questions

 06   about Staff's recommendation with respect to the Idaho

 07   Power Asset Exchange.  And if you don't mind, just to

 08   get us all on the same page, I'd like to just review

 09   Staff's recommendation.

 10           First, you recommend that the Commission reject

 11   the Company's proposal to allocate to the WCA the assets

 12   the Company gained in the exchange, correct?

 13      A.   Yes.  That particular group we refer to as the

 14   Exchange Assets.

 15      Q.   Okay.  And then there's another set of assets

 16   that Staff refers to as the Reassignment Assets, and

 17   those are the assets that the Company had been -- had

 18   owned, but now the Company is proposing to reallocate

 19   them to the WCA because the Company believes that

 20   they're now available to serve customers on the West

 21   side; is that correct?

 22      A.   Yes.  That particular set of assets refers to

 23   assets along the Bridger to Goshen and Goshen to Kinport

 24   line.

 25      Q.   Okay.  And so it's your position that those
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 01   should not be allocated to the WCA; is that correct?

 02      A.   That's correct.

 03      Q.   Okay.  And your position is that Staff seriously

 04   questions whether the benefits of the transaction are

 05   commensurate with the cost; is that correct?

 06           And why don't I direct you to your testimony at

 07   page 71, lines 4 through 5.

 08      A.   Yes, that's correct.

 09      Q.   Okay.  So beginning on page 67 of your

 10   testimony, starting at line 19 --

 11      A.   Yes.

 12      Q.   -- you discuss an open meeting memorandum that

 13   was filed by Mr. Twitchell for Staff in the docket that

 14   the Company filed for approval of Idaho Power Asset

 15   Exchange; is that correct?

 16      A.   That is correct.

 17      Q.   And now, in the approval docket, Staff analyzed

 18   the petition that was brought by the Company under the

 19   Commission's no-harm standard; is that correct?

 20      A.   I believe that's the standard Mr. Twitchell used

 21   and I cited in your testimony -- in my testimony, yes.

 22      Q.   And in analyzing whether the exchange met the

 23   no-harm standards, Staff, in their memo, addressed both

 24   the expected costs and the expected benefits of the

 25   exchange; is that correct?  And let me direct you to
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 01   your Cross-Exhibit No. 7.

 02      A.   Okay.  Which page?

 03      Q.   And -- well, first let me ask you, is that the

 04   open meeting memorandum that you referred to in your

 05   testimony?

 06      A.   Yes.

 07      Q.   Okay.  And -- well, let me just ask you, with

 08   respect to the benefits of the transaction, do you agree

 09   with me that those are summarized on pages -- starting

 10   at the bottom of page 6 going onto page 7 of the

 11   exhibit?

 12      A.   Well, I believe the way Mr. Twitchell phrased it

 13   is what the transaction would do and what the

 14   transaction would not do.

 15      Q.   Okay.  So let's start with what the transaction

 16   would do.

 17           So first of all, Mr. Twitchell concluded that

 18   the transaction would increase reliability for the

 19   Company's Idaho service territory; is that correct?

 20      A.   That is correct.

 21      Q.   The transaction would increase the Company's

 22   ability to serve loads in the West Balancing Area in

 23   certain line outage situations; is that correct?

 24      A.   That's correct.

 25      Q.   The transaction would improve administrative
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 01   efficiency by replacing the legacy agreements with

 02   transparent owed-based transactions; is that correct?

 03      A.   That's correct.

 04      Q.   And would improve the prospects for cost sharing

 05   with Idaho Power on future transmission projects and

 06   increase Pacific Power's ownership in the transmission

 07   lines that it uses to serve the West Balancing Area,

 08   thereby reducing the need for wheeling on Idaho Power's

 09   lines; is that correct?

 10      A.   That's correct.

 11      Q.   Okay.  And with respect to the costs, I want to

 12   direct you to page three of that same memorandum.

 13           And at the very bottom of the page, Staff states

 14   that, relying on data responses that were provided by

 15   Pacific Power in that docket, Staff would expect a

 16   near-term increase in rates of about $575,000; is that

 17   correct?

 18      A.   That's correct.

 19      Q.   So based on those costs and those benefits,

 20   Staff did conclude that the no-harm standard had been

 21   satisfied, did they not?

 22      A.   Yes.  But to be clear, this memo and this

 23   particular docket were late into the approval of --

 24   approval of the actual exchange, not necessarily

 25   approval of the ratemaking treatment associated with it.
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 01      Q.   That's correct.  But the -- but Staff did look

 02   at what the potential or expected costs would be; is

 03   that correct?

 04      A.   Correct.  The potential or expected costs and

 05   benefits that were known at the time.

 06      Q.   And have you read Mr. Vail's testimony in this

 07   case?

 08      A.   I have.

 09      Q.   And would you agree with me that, generally,

 10   that the benefits that are listed in Mr. Twitchell's

 11   memorandum are generally the same benefits that the

 12   Company discusses in Mr. Vail's testimony?

 13      A.   Yes, I would agree with that.

 14      Q.   Okay.  So I next want to direct your attention

 15   to page 73 of your testimony.  And starting at line 4 --

 16   excuse me.  I'm on the wrong page myself.  Okay.

 17           Starting on line 4, you state, "Further, the

 18   Company has stated the reason for acquiring the Exchange

 19   Assets was not to serve an entity located in the WCA."

 20           Do you see that?

 21      A.   Yes, I see that.

 22      Q.   And you support that statement with a quote.

 23   The quote says, "Following the exchange, PacifiCorp has

 24   ownership on the Jim Bridger to Goshen line that

 25   facilitates service to the Goshen area load.  PacifiCorp
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 01   did not have this ability before the exchange."

 02           Did I read that correctly?

 03      A.   Yes.

 04      Q.   And you cite, as support for that statement,

 05   Pacific Power's response to Staff, Data Request Number

 06   5?

 07      A.   105.

 08      Q.   Excuse me, yes.  105.

 09      A.   Yes.

 10      Q.   Okay.  And -- but you didn't offer into evidence

 11   that Response 105, did you?

 12      A.   I don't believe so, no.

 13      Q.   Okay.  So I want to direct your attention to

 14   your Cross-Exhibit 10CX.

 15           So is that the Data Request 105 that you're

 16   quoting in your testimony?

 17      A.   Yes, it is.

 18      Q.   Okay.  And the question that's posed in that DR

 19   is as follows:  "Regarding the direct testimony of

 20   Richard Vail, Exhibit No. RAV-1T, page 8, lines 10

 21   through 13, please explain in detail how the Idaho Power

 22   Asset Exchange will enable the Company to more

 23   efficiently operate its transmission system."

 24           Did I read that correctly?

 25      A.   Yes.
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 01      Q.   Okay.  The response the Company provides, the

 02   first paragraph is the sentence that you quoted in your

 03   testimony, but it's the second paragraph that I wanted

 04   to call your attention to.

 05           Do you need a moment to get there?

 06      A.   No, I'm just looking for a different exhibit.

 07      Q.   Okay.  And that second paragraph reads as

 08   follows:  "In addition, the conversion of PacifiCorp's

 09   legacy contract transmission service to Idaho Power

 10   tariff service in the Hurricane and La Grande areas

 11   provides new flexibility, including the benefits of

 12   redirecting service, firm service, and all other

 13   benefits of tariff service."

 14           Did I get that right?

 15      A.   Yes.

 16      Q.   So can you tell me where the Hurricane and

 17   La Grande areas are?

 18           Well, let me ask you this:  Are they in the WCA?

 19      A.   I believe so.

 20      Q.   So wouldn't it be a fair summary of this data

 21   response that it discusses benefits from the Idaho Power

 22   Asset Exchange that would accrue both within and without

 23   the WCA?

 24      A.   Yes, that's a fair characterization.

 25      Q.   Okay.  Thank you.
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 01           Okay.  I want to take you back to the schematic

 02   that you provided on -- I believe it was on page 65 of

 03   your testimony.  I'll try not to refer to colors knowing

 04   that not everybody's got color here.

 05           But first let me just ask you, do you agree

 06   that, as a result of the exchange, there are certain

 07   assets that are currently included in the WCA that

 08   Pacific Power no longer owns?

 09      A.   By "currently included," you mean assets that

 10   have been previously included as part of rates and were

 11   transferred to Idaho Power?

 12      Q.   Yes, that's correct.

 13      A.   Yes, I believe -- I believe that would be true.

 14      Q.   Okay.  And I just want to direct your attention

 15   to this schematic that shows there's three transmission

 16   lines leaving the Jim Bridger generation plant, and it's

 17   the bottom two lines that are solid lines that

 18   PacifiCorp previously owned 100 percent of; is that

 19   correct?

 20      A.   That's correct.

 21      Q.   And is it your understanding now that PacifiCorp

 22   owns a two-third interest in each of those lines?

 23      A.   Yes.

 24      Q.   And isn't Staff's recommendation that

 25   100 percent of the cost of those lines would continue to
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 01   be allocated to the WCA?

 02      A.   Effectively, for the time being, yes.  But I

 03   mean, that's part of the issue with regulatory lag in

 04   that, until regulatory treatment is approved, there are

 05   going to be items included in rate base that are not

 06   technically owned by Pacific Power anymore.

 07           Further, my understanding of the exchange was

 08   that it is virtually a like-kind -- in-kind exchanges

 09   that have very little gap between the value of the

 10   assets.

 11           So to say that the -- to say that there are

 12   certain assets included in the WCA that are no longer

 13   part of the Pacific Power system is true, but the value

 14   of those assets would not necessarily have changed very

 15   much.

 16      Q.   Well, isn't it true that, in Mr. Twitchell's

 17   memorandum, Staff certainly acknowledged at that time

 18   that there would be some change to rates based on the

 19   exchange?

 20      A.   Yes.

 21      Q.   Okay.  And I'm a little puzzled by your comment

 22   about regulatory lag, because we're here in a rate case

 23   right now asking that the correct assets that are

 24   actually serving Washington customers now as a result of

 25   the exchange be properly reflected in the WCA; is that

�0343

              EXAMINATION BY MS. RACKNER / BALL

 01   correct?

 02      A.   Correct.  I was just referring to that when this

 03   exchange was approved and effected, it did not

 04   immediately change rate base in Washington.

 05      Q.   And is it your understanding that the Company is

 06   asking today to update rate base to incorporate the

 07   assets that were acquired in the WCA?

 08      A.   Yes.

 09      Q.   Okay.  And it's Staff's recommendation that the

 10   Commission refuse to do so; is that correct?

 11      A.   For the time being.  The basis of that rationale

 12   is principally based on the idea that the Company hasn't

 13   reflected the full level of benefits and the full level

 14   of costs yet.  And part of that has to do with the fact

 15   that NPC, net power costs, haven't been updated.

 16           And some of this transaction -- some of the

 17   effects of this transaction will be realized through net

 18   power costs, and some of the benefits of this

 19   transaction will be reflected through EEIM.

 20           Without an update to NPC, net power costs, we

 21   won't be seeing the full level and full impact this

 22   transaction may be having on Washington rates.  That's

 23   why we recommend holding off to evaluate it until

 24   there's a time when we actually have -- can evaluate the

 25   full level of benefits and costs.
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 01           I include in here also Staff's additional

 02   concerns with this exchange and with the reassignment

 03   assets.  We support the correction assets, assets which

 04   are related to a misallocation, and those do get

 05   changed.

 06           We just think that in the -- that until such

 07   time as the full level of benefits and costs can be

 08   reflected, it would be inappropriate to reflect partial

 09   amount of the exchange.

 10      Q.   Well, let me direct your attention to your

 11   testimony, page 71, line 15, and I think this gets to

 12   the point that you're making.

 13           You state that "The Company does not include the

 14   benefits associated with flexibility and the resource

 15   dispatch and wheeling across the PACW and PACE systems

 16   because there is no change in baseline power costs."

 17           Is that -- do I have that right?

 18      A.   Yes, that's correct.

 19      Q.   And in addition, you say, "Reliability benefits

 20   would appear as avoided market purchases, and therefore

 21   decreased relative power costs, from dispatch of cheaper

 22   Jim Bridger power"; is that correct?

 23      A.   That's correct.

 24      Q.   And then on line 21, you say, "Further, the

 25   benefit of the dynamic overlay in the form of EIM market
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 01   transactions has not been included in the power cost

 02   baseline up to this point"; is that correct?

 03      A.   That is correct.

 04      Q.   So would you agree that the benefits of

 05   reliability, flexibility and dynamic overlay will show

 06   up -- or let's put it this way -- may show up through a

 07   decrease to net power costs?

 08      A.   Yes.  May show up, yes.

 09      Q.   And between rate cases, then those benefits

 10   would be passed through to customers through the PCAM?

 11      A.   They pass through in the form of actuals versus

 12   baseline, but they're not reflected in the baseline.

 13      Q.   But -- but through the PCAM, customers may well

 14   receive the benefits; is that correct?

 15      A.   Not necessarily.  Again, this is -- we're

 16   talking about actuals versus rates.  The PCAM compares

 17   baseline power cost rates with actuals.

 18           The benefits from this transaction may appear in

 19   the actuals, but they're compared against the baseline

 20   rate.  So if the baseline rate doesn't have them, and

 21   those benefits, all else equal, appear, then it hits --

 22   it occurs inside of the deadband when the Company gets

 23   to keep the revenue.

 24      Q.   And if those benefits would exceed the deadband,

 25   would you agree with me that customers would receive the
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 01   benefits of the flexibility, the dynamic overlay and

 02   reliability that I believe even you contemplate may

 03   result from the transaction?

 04      A.   All else equal, it would have to exceed the

 05   deadband and then it would reach into the sharing bands

 06   where the company -- customers would begin sharing

 07   50/50, and then ostensibly into the third band.

 08      Q.   And if that were to occur and the Commission

 09   accepted your recommendation that the investment in the

 10   Idaho Power Asset Exchange not be included in rates,

 11   wouldn't there be a mismatch with customers receiving

 12   the benefits and -- but without paying for the

 13   investment?

 14      A.   It would have to become a very, very big benefit

 15   to get to that kind of level.  I mean, the baseline

 16   power costs -- excuse me, the sharing bands are set at a

 17   pretty wide gap around net power costs.  We're talking

 18   millions of dollars' worth of benefits.  And if those

 19   millions of dollars of benefits were -- were or are

 20   going to be realized, I would have expected the Company

 21   to propose a change in that power cost baseline in this

 22   case, and I do believe there would be serious eyebrows

 23   raised if that ever happened.

 24               MS. RACKNER:  That's all I have.

 25               JUDGE FRIEDLANDER:  Thank you.
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 01               Mr. Cowell?

 02              *** EXAMINATION BY MR. COWELL ***

 03   By MR. COWELL:

 04      Q.   Good afternoon, Mr. Ball.

 05      A.   Good afternoon.

 06      Q.   So Mr. Ball, you've testified that the Company's

 07   proposed rate plan is a well-designed stay-out period,

 08   right?

 09      A.   I believe those are the words I used, but could

 10   you point me to --

 11      Q.   No, I can -- I'm referring actually to page 3 of

 12   your testimony, JBL-1T [sic], page 3, lines 11 and 12.

 13      A.   Yes, a well-designed stay-out period with

 14   discrete adjustments.

 15      Q.   Okay.  Now, when you consider a stay-out period,

 16   what does that term mean to you?  What does "stay-out"

 17   mean?

 18      A.   The stay-out period means that the Company would

 19   not be filing a general rate case during that period.

 20      Q.   Okay.  So you've testified that Staff support

 21   for the proposed rate plan is because it may help change

 22   or address the trend of continuous Pacific Power rate

 23   cases, right, following along with what you just said?

 24           And that, I'm referring to your testimony at

 25   page 9, lines 4 through 5, also page 10, lines 13 and
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 01   14.

 02      A.   Yes, that's -- yes.

 03      Q.   So would it be fair to say, then, that Staff

 04   supports the proposed rate plan because the stay-out

 05   period would reduce rate case, process?

 06      A.   That's one of the reasons, yes.

 07      Q.   Okay.  Mr. Ball, did you review Mr. Dalley's

 08   rebuttal testimony?

 09      A.   Yes.

 10      Q.   And do you recall Mr. Dalley testifying that the

 11   Company would determine whether to accept a modified

 12   rate plan?  You might recall a similar conversation this

 13   morning.

 14      A.   I recall the conversations this morning.  I

 15   don't have a copy of Mr. Dalley's testimony, I don't

 16   believe.  Or maybe I do.

 17      Q.   If you do have his testimony --

 18      A.   I do.

 19      Q.   Okay.  His rebuttal testimony, RBD-3T at 20 --

 20   page 20, lines 13 through 14.

 21      A.   Yes.

 22      Q.   Okay.  Now, under circumstances in which the

 23   Company no longer agreed to a stay-out period, would

 24   Staff continue to support a multi-year rate plan?

 25      A.   We will continue to support it, but if the
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 01   Company doesn't agree to a stay-out period, there's no

 02   rate plan.

 03           A rate plan -- that's one of the -- one of the

 04   primary characteristics of a rate plan is that there is

 05   an incentive to the Utility, through some form of annual

 06   rate increase or something else, and in exchange, the

 07   Company agrees to a stay-out period.  Without the

 08   stay-out period, I don't believe you have a rate plan.

 09      Q.   Okay.  Now, you've also testified, in what we

 10   were just looking at in your testimony in pages 9 and

 11   10, that the Company's proposed use of end-of-period

 12   rate base, EOP rate base, may help to change or address

 13   Pacific Power's trend of continuous rate cases, correct?

 14      A.   Correct.

 15      Q.   Now, in supporting the Company's current

 16   proposed use of EOP rate base, did you consider the

 17   Commission's determination on the Company's proposed use

 18   of EOP rate base in the last general rate case, the

 19   Company's last general rate case, UE-140762?

 20      A.   Yes.

 21      Q.   Okay.  What's your understanding of the

 22   Commission's EOP determination in that case?

 23      A.   I believe the Commission did not allow EOP in

 24   that case.

 25      Q.   Do you recall the basis or any bases?
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 01      A.   I believe one of the bases was that there was

 02   only one party who provided analysis supporting it

 03   besides the Company, and that was -- or excuse me.  The

 04   only party that provided analysis supporting it was the

 05   Company, and the analysis was thin.

 06      Q.   Now, would it be accurate to say that, in your

 07   testimony, that you didn't cite to the Commission's EOP

 08   determination in that case?

 09      A.   Yes.

 10      Q.   So I'd like to move to another issue.

 11           On page 31 of your testimony, lines 14 and 15,

 12   is a reference for confirming that Staff supports the

 13   Company's decoupling proposal, right?

 14      A.   Correct.

 15      Q.   And staying on this page, lines 6 and 7, you've

 16   characterized the Company's proposed decoupling

 17   mechanism as "designed to separate the recovery of costs

 18   from the sale of kilowatt hours," correct?

 19      A.   Correct.

 20      Q.   Now, Mr. Ball, if you turn to page 40 and lines

 21   8 through 10, you've also testified that "the rate

 22   design for non-decoupled customers should mirror as

 23   closely as possible the effects of decoupling," right?

 24      A.   Correct.

 25      Q.   So that recommendation would apply to Schedules
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 01   47 and 48, which are not included in the Company's

 02   decoupling proposal, correct?

 03      A.   Correct.  But as I say on that line, Staff

 04   proposes a cost of service study collaborative that

 05   addresses costs of service and rate design.  The

 06   collaborative would convene either -- or I believe we

 07   were hoping the collaborative would convene very shortly

 08   after the conclusion of this case; therefore, we would

 09   be able to take into account the effects of decoupling

 10   if it was approved.

 11      Q.   Okay.  Let's move on.  Last topic, Mr. Ball.

 12           If you could turn to page 48 of your testimony,

 13   and referring to lines 24 through 26, you expressed

 14   Staff's concern over low income impacts without an

 15   analysis that you're looking for; is that correct?

 16      A.   Correct.

 17      Q.   And if you turn the page to page 49, lines 1

 18   through 4, you testified that, without detailed

 19   analysis, it is actually impossible to determine the

 20   sufficiency of low income basis in funding, right?

 21      A.   That is correct.

 22      Q.   So in your opinion, Mr. Ball, do you think it

 23   would be appropriate for the Commission not to increase

 24   low income funding given that -- given the absence of

 25   impact studies or analysis in this proceeding?
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 01      A.   I believe I've laid out a recommendation that is

 02   the good option for the Commission in increasing low

 03   income funding to address the lack of detailed analysis.

 04   However, if the Commission believes that more or less

 05   funding is necessary, I'm pretty sure that's their

 06   decision.

 07      Q.   Would it be accurate to say that Staff

 08   recommends low income funding increase precisely

 09   because -- and actually, let's hold back a second.

 10           Page 49, lines 5 through 8.  Start over again.

 11           Would it be accurate to say that Staff

 12   recommends a low income funding increase precisely

 13   because of -- and according to your testimony -- what

 14   the Company has shown or, rather, elected not to

 15   demonstrate in this proceeding?

 16      A.   Yes.

 17               MR. COWELL:  Thank you, Mr. Ball.

 18               No further questions, your Honor.

 19               JUDGE FRIEDLANDER:  Thank you.

 20               Mr. Purdy?

 21               MR. PURDY:  Thank you, your Honor.  I should

 22   have mentioned this after my cross of Ms. Steward.

 23   Given that we reached an agreement that ended well with

 24   the cross as far as we're concerned, we don't have a

 25   need to cross either Mr. Ball or Ms. Van Meter.
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 01               JUDGE FRIEDLANDER:  All right.  Thank you.

 02               Is there any redirect by Staff?

 03               MS. CAMERON-RULKOWSKI:  Yes, your Honor.

 04        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 05   BY MS. CAMERON-RULKOWSKI:

 06      Q.   Mr. Ball, would you please refer to Exhibit

 07   No. JLB-7CX, and please turn to page 3.

 08           Down at the bottom of the page in the section

 09   "The rates and risks faced by ratepayers,"

 10   Mr. Twitchell's memo states that "the transaction is

 11   'financially neutral' to retail customers."

 12           Mr. Ball, would you agree that that has turned

 13   out to be the case?

 14      A.   No.  The transaction reflects a revenue

 15   requirement increase as detailed in the Company's direct

 16   testimony.

 17               MS. CAMERON-RULKOWSKI:  Thank you, Mr. Ball.

 18               No further questions.

 19               MS. RACKNER:  If I could, your Honor, I

 20   believe that the Staff just slightly misstated what the

 21   memo says.  I don't believe that it's Mr. Twitchell who

 22   said that the -- that the transaction would be

 23   financially neutral.  Mr. Twitchell noted that the

 24   Company initially stated that the transaction would be

 25   financially neutral, but then later on provided data
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 01   requests showing a near-term increase.

 02               So it's just a fine correction, but I think

 03   an important one.

 04               MS. CAMERON-RULKOWSKI:  It's correct --

 05   that's correct.  The memo stated that it was reflecting

 06   what the Company had stated.

 07               JUDGE FRIEDLANDER:  Okay.  Thank you.

 08               Are there any Commission questions for

 09   Mr. Ball?

 10               COMMISSIONER RENDAHL:  I have just a few,

 11   Mr. Ball.

 12         *** EXAMINATION BY COMMISSIONER RENDAHL ***

 13   BY COMMISSIONER RENDAHL:

 14      Q.   So in terms of the decoupling mechanism and

 15   Staff's proposal for a trigger to the proposed

 16   decoupling mechanism, is there something unique to

 17   public -- to Pacific Power's Washington load and

 18   non-power electric service costs that support your

 19   recommendation for a trigger as this isn't included in

 20   either Avista or PSE's decoupling mechanism?

 21      A.   No.  We proposed that because, as -- I believe

 22   the phrase that Ms. Steward used was cookie cutter.  We

 23   don't really like using cookie cutters to just graft a

 24   mechanism onto a particular company.

 25           What we were looking at in this case was to
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 01   evaluate this company in the con -- or evaluate this

 02   decoupling mechanism in the context of the Company as

 03   well as in the broader policy goals of Commission Staff

 04   for all the companies.

 05           We make minute changes with every decoupling

 06   mechanism and proposals to see and test how these might

 07   affect a decoupling mechanism and how they might affect

 08   a utility's opportunity to earn.

 09           The deferral mechanism was an idea to try and

 10   see if we could propose -- propose a decoupling

 11   mechanism, or support a decoupling mechanism while, at

 12   the same time, limiting the number of rate changes that

 13   occur with a traditional decoupling mechanism that PSE

 14   or Avista has where it changes annually.

 15      Q.   So in a sense, the trigger proposal is in

 16   response to the experiences you've gained with both

 17   Avista's and PSE's decoupling proposals?

 18      A.   That's correct.

 19      Q.   Okay.  So you heard the questions I asked

 20   Ms. Steward about the PCAM?

 21      A.   Yes.

 22      Q.   Okay.  And I'm not sure they were entirely

 23   clear, so my apologies to Ms. Steward.

 24           What does -- what do you think -- what does

 25   Staff think of the proposal to include EIM costs in the
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 01   PCAM actuals as Boise and the Company propose?

 02      A.   We didn't undertake a detailed review of power

 03   costs in this case, and it's not an issue that I

 04   testified to.

 05           Power costs -- we actually think power costs

 06   should just be left alone.  We set the baseline -- we

 07   set the baseline very recently, and we don't support

 08   changing the baseline.

 09           As far as including actuals, if the EIM is an

 10   actual cost that occurs when the Company is operating

 11   and dispatching power in their system, then it's an

 12   actual cost and it needs to be included in actuals.

 13      Q.   Okay.  So if the Commission were to approve of

 14   Boise and the Company's proposal, would Staff want to

 15   revisit the inclusion of the fixed production costs and

 16   the PCAM in the Company's next rate case?

 17      A.   I'm sorry.  What do you mean by "fixed

 18   production costs"?

 19      Q.   The fixed power costs.

 20      A.   I'm having a little trouble understanding.  I

 21   think there might be some confusion here.  I don't

 22   believe the Company has proposed to include fixed power

 23   costs in the PCAM at all.

 24           The way I understand it is, the PCAM

 25   incorporates only variable costs, similar to what was
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 01   recently proposed with the PSE mechanism and what is

 02   currently in operation with the Avista mechanism.

 03           Fixed power costs or fixed production related

 04   costs would flow through with the decoupling mechanism.

 05               COMMISSIONER RENDAHL:  Okay.  Thanks.

 06               That's all I have.

 07               JUDGE FRIEDLANDER:  Okay.  Thank you.

 08               I believe that's it.  You're excused.  Thank

 09   you very much.

 10               Why don't we discuss what to do about the

 11   end of today and whether we're going to be going

 12   tomorrow.  Let's go off the record to do that.

 13                      (A break was taken from

 14                       4:32 p.m. to 4:43 p.m.)

 15               JUDGE FRIEDLANDER:  We're ready to go back

 16   on the record.

 17               And we have Ms. Huang.  Okay.

 18               MS. CAMERON-RULKOWSKI:  Your Honor, it

 19   sounds like, since there are no questions for

 20   Ms. Van Meter, can she be excused?

 21               JUDGE FRIEDLANDER:  Yes.  Yes.  Thank you.

 22               MS. CAMERON-RULKOWSKI:  Thank you.

 23               JUDGE FRIEDLANDER:  And before we -- we are

 24   back on the record now, so before we get into additional

 25   testimony, Mr. ffitch, if you wanted to give that Utah
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 01   citation.

 02               MR. FFITCH:  Yes, your Honor.  Thank you.

 03               The Utah statute that was referenced is

 04   Session Law, Chapter 393, Enrolled Senate Bill 115,

 05   signed on March 29, 2016, effective May 10, 2016.

 06               JUDGE FRIEDLANDER:  Thank you.

 07               MR. FFITCH:  Thank you, your Honor.  And

 08   it's my understanding that official notice is being

 09   taken of that.

 10               JUDGE FRIEDLANDER:  Yes, that's correct.

 11   And as agreed to prior to the testimony beginning, all

 12   of the exhibits on the exhibit list, including the

 13   cross-exam exhibits, have been admitted.

 14               So Ms. Huang, if you would stand up and

 15   raise your right hand.

 16  

 17   JOANNA HUANG,            witness herein, having been

 18                            first duly sworn on oath,

 19                            was examined and testified

 20                            as follows:

 21  

 22               JUDGE FRIEDLANDER:  Thank you.  You can be

 23   seated.

 24               MR. BEATTIE:  Thank you, Judge Friedlander.

 25   / / /
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 01             *** EXAMINATION BY MR. BEATTIE ***

 02   BY MR. BEATTIE:

 03      Q.   Ms. Huang, could you please state and spell your

 04   name for the record?

 05      A.   My name is Joanna, J-O-A-N-N-A, last name

 06   H-U-A-N-G.

 07      Q.   What is your position with the Commission?

 08      A.   Regulatory analyst.

 09      Q.   Are you the same Joanna Huang who filed

 10   pre-filed responsive testimony in this case?

 11      A.   Yes.

 12      Q.   Is that testimony JH-1T?

 13      A.   Yes.

 14      Q.   And in the course of your direct testimony,

 15   JH-1T, you refer to Exhibits JH-2 through JH-6?

 16      A.   Yes.

 17      Q.   Were these exhibits prepared by you?

 18      A.   Yes.

 19      Q.   Do you have any corrections to either your

 20   exhibits or your direct -- or excuse me, your direct

 21   responsive testimony?

 22      A.   No.

 23      Q.   Do you affirm that testimony as though you were

 24   repeating it here today?

 25      A.   Yes.
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 01               MR. BEATTIE:  Thank you.

 02               Ms. Huang is available for cross-examination

 03   and for questioning from the bench.

 04               JUDGE FRIEDLANDER:  Thank you.  And I

 05   believe that it's Mr. Cowell.

 06               MR. COWELL:  Thank you, your Honor.

 07              *** EXAMINATION BY MR. COWELL ***

 08   BY MR. COWELL:

 09      Q.   Good afternoon, Ms. Huang.

 10      A.   Good afternoon.

 11      Q.   So Ms. Huang, if you would start by turning to

 12   page 3 of your testimony, lines 19 and 20.

 13      A.   Yes.

 14      Q.   Now, you testified that plant and service

 15   balances at EOP levels are a more accurate reflection of

 16   rate base balances during the rate year in comparison to

 17   an average of monthly averages, or AMA, the AMA

 18   approach, correct?

 19      A.   Yes.

 20      Q.   Now, in support of your position, did you

 21   discuss your cite to the Commission's determination on

 22   the Company's EOP proposal in Pacific Power's last

 23   general rate case?

 24      A.   No.

 25      Q.   Are you familiar with that determination in the
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 01   last general rate case?

 02      A.   It's the four factors?

 03      Q.   Correct.  We were discussing it earlier, right?

 04      A.   Yeah.

 05      Q.   Now, do you think, Mrs. Huang, that the

 06   Commission's determination on the Company's use of EOP

 07   rate base in Pacific Power's general rate case is

 08   something that should be considered in this proceeding?

 09      A.   Yes.

 10      Q.   If you could turn to the next page of your

 11   testimony, page 4, lines 1 through 4.

 12           Now, you believe that Mr. Dalley and Ms. McCoy

 13   have adequately supported the Company's EOP proposal in

 14   this case, correct?

 15      A.   Yes.

 16      Q.   And in support of your opinion, in footnotes 1

 17   and 2 of your testimony, I count that you cite to

 18   five pages of direct testimony for Mr. Dalley and

 19   Ms. McCoy; is that accurate?

 20      A.   Yes.

 21      Q.   Now, if you would turn to page 9 of your

 22   testimony, please, lines 6 and 7.

 23           Now, you were also asked in your testimony

 24   whether the Company had adequately supported its

 25   accelerated depreciation proposal; is that correct?
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 01      A.   Yes.

 02      Q.   And your answer to that question was no, right?

 03      A.   That's correct.

 04      Q.   Okay.  And you went on to testify that the

 05   Company supported its accelerated depreciation proposal

 06   with only cursory and qualitative testimony by

 07   Mr. Dalley and Ms. McCoy; is that correct?

 08      A.   Yes.

 09      Q.   Now, this statement of your testimony was

 10   supported by footnote 16, right, on page 9?

 11      A.   Yes.

 12      Q.   Now, as I calculate here on page -- on footnote

 13   16, you cited to six pages of testimony from Mr. Dalley

 14   and Ms. McCoy to support your position, right?

 15      A.   That's true.

 16      Q.   Okay.  Now, going back again to the five pages

 17   of Company testimony you cited to support for testimony

 18   that Pacific Power had adequately supported its EOP

 19   proposal, do those five pages not constitute cursory and

 20   qualitative testimony?

 21           In other words, what I'm trying to get at it, it

 22   would seem on face value to be about the same amount of

 23   testimony.  In one, you have testified that it was

 24   adequate support, and the other one you said was merely

 25   cursory and qualitative testimony.
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 01           Does that make sense?

 02      A.   The reason I don't support the accelerated

 03   depreciation is, the main factor, the Company proposed

 04   only two.  One is to align for Oregon's depreciation,

 05   and the other one is for flexible resources planning.

 06   So it's very skimpy to me.

 07      Q.   Okay.  So in substance, even though it's about

 08   the same amount of testimony, you think there's a

 09   significant difference; is that correct then?

 10      A.   Yes.  And then they don't have -- they didn't

 11   provide the depreciation study for this purpose.

 12      Q.   So staying here on page 9, Ms. Huang, lines 13

 13   through 17, you quoted, and even included as an exhibit,

 14   what you described as a candid response from the Company

 15   stating that Pacific Power has not done any analysis or

 16   studies in its evaluation of whether to shorten

 17   depreciable lives of Jim Bridger and Colstrip units in

 18   its current filing; is that accurate?

 19      A.   Yes.

 20      Q.   And if you would turn to page 11, lines 8

 21   through 10, please.

 22           You offer the opinion that the Company failed to

 23   justify its accelerated depreciation schedule, right?

 24      A.   Yes.

 25      Q.   And in lines 13 through 14 on that page, you
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 01   also recommend that the Commission should postpone any

 02   adjustments related to accelerated depreciation until

 03   the Company updates its depreciation study, right?

 04      A.   Yes.

 05      Q.   Okay.  So do you think it would be appropriate

 06   to approve the Company's proposal, though, considering

 07   the schedule in this proceeding is accelerated?

 08      A.   In this proceeding?

 09      Q.   Yeah.  On the basis that it's accelerated?

 10      A.   No.

 11      Q.   Okay.

 12               MR. COWELL:  Actually that's -- no further

 13   questions.

 14               Thank you, Ms. Huang.

 15               JUDGE FRIEDLANDER:  Thank you.  Are there

 16   any -- I should ask for redirect.

 17               MR. BEATTIE:  No redirect, your Honor.

 18   Thank you.

 19               JUDGE FRIEDLANDER:  Thank you.

 20               Any questions from the bench?

 21               CHAIRMAN DANNER:  No.

 22          *** EXAMINATION BY COMMISSIONER JONES ***

 23   BY COMMISSIONER JONES:

 24      Q.   Ms. Huang, Commissioner Jones here.  Were you

 25   here this morning when commissioners and others were
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 01   asking questions of Mr. Dalley?

 02      A.   Yes.

 03      Q.   Was there anything on the -- you spent a great

 04   deal of time on these two issues, alignment and

 05   flexibility.

 06      A.   Yes.

 07      Q.   Was there anything that you heard this morning

 08   that caused you to change your opinion on the alignment

 09   issue?

 10      A.   No, I will not change my position.

 11      Q.   And when is the new depreciation study scheduled

 12   to be delivered to Commission Staff?

 13      A.   Usually they file every five years, so last time

 14   it was in 2013, so I assume they will file in 2018.

 15               COMMISSIONER JONES:  That's all I have.

 16   Thanks.

 17               JUDGE FRIEDLANDER:  Thank you.

 18               Okay.  Thank you.  You're excused.

 19               Thank you.  And I believe we have

 20   Ms. O'Connell next.

 21  

 22   ELIZABETH O'CONNELL,     witness herein, having been

 23                            first duly sworn on oath,

 24                            was examined and testified

 25                            as follows:
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 01               JUDGE FRIEDLANDER:  Thank you.  Please be

 02   seated.

 03               Ms. Cameron-Rulkowski?

 04               MS. CAMERON-RULKOWSKI:  Thank you,

 05   your Honor.

 06        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 07   BY MS. CAMERON-RULKOWSKI:

 08      Q.   Good afternoon, Ms. O'Connell.

 09      A.   Good afternoon.

 10      Q.   Would you please state your full name?

 11      A.   My name is Elizabeth O'Connell.  It's

 12   E-L-I-Z-A-B-E-T-H, capital O, apostrophe, capital

 13   C-O-N-N-E-L-L.

 14      Q.   Pull the microphone a little closer to you if

 15   you could.

 16           Where are you employed, Ms. O'Connell?

 17      A.   I'm employed with the Washington State Utilities

 18   and Transportation Commission.

 19      Q.   And what is your position with the Commission?

 20      A.   I'm a regulatory analyst.

 21      Q.   Please direct your attention to Exhibit

 22   No. ECO-1T.

 23           Is this testimony that you prepared on behalf of

 24   Staff in response to Pacific Power's pre-filed direct

 25   testimony?
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 01      A.   Yes, it is.

 02      Q.   And in the course of your direct testimony, you

 03   referred to Exhibits ECO-2 through ECO-9.

 04           Do you have any corrections to be made to your

 05   testimony or to your exhibits?

 06      A.   I have a correction to make to my testimony.

 07           On page 32, line 11, it reads the "West Control

 08   Area," and it should read "Washington."

 09      Q.   Thank you.  And were all of these exhibits

 10   prepared by you?

 11      A.   Yes, they were.

 12               MS. CAMERON-RULKOWSKI:  Ms. O'Connell is

 13   available for cross-examination and for questions from

 14   the bench.

 15               JUDGE FRIEDLANDER:  Okay.  Thank you.

 16              *** EXAMINATION BY MR. LOWNEY ***

 17   BY MR. LOWNEY:

 18      Q.   Ms. O'Connell, my name is Adam Lowney.  I'm

 19   counsel for Pacific Power.  Good afternoon.

 20      A.   Good afternoon.

 21      Q.   So I actually -- I just have a few questions

 22   about your environmental remediation adjustment.

 23           So the first one is, I just want to make sure

 24   we're clear on the correction you just made.  So your

 25   original proposal, at least as it was stated in lines 10
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 01   and 11, was to include all environmental remediation

 02   expenses for projects that are located in the West

 03   Control Area, and now you would just include projects

 04   that are located in Washington; is that correct?

 05      A.   That is correct.

 06      Q.   Okay.  And I just wanted to -- just to make sure

 07   we're all on the same page, there was another correction

 08   that relates to your adjustment that was included in

 09   Mr. Ball's revenue requirement exhibit that was filed on

 10   Friday; is that correct?

 11      A.   That is correct.

 12      Q.   And just for frame of reference, that would be

 13   Exhibit JLB-2R, and it's page 52?

 14      A.   I believe so, yeah.

 15      Q.   That's correct?

 16      A.   That's correct.

 17      Q.   And just so we -- to make sure I understand this

 18   adjustment or this correction, in the original exhibit

 19   you had taken -- or Mr. Ball had taken -- I'm not sure

 20   who -- the remediation costs for projects located in

 21   Washington, and then you had applied the SO factor to

 22   those costs in calculating the revenue requirement,

 23   correct?

 24      A.   That was initially filed, yes.

 25      Q.   And now you're allocating 100 percent of the
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 01   Washington -- of the costs associated with Washington

 02   projects to the revenue requirement, correct?

 03      A.   That is correct.

 04      Q.   Okay.  So I think -- I just wanted to make sure

 05   we're all on the same page.

 06           And so based on -- on the two corrections that

 07   have happened, both in Mr. Ball's testimony and to your

 08   own, you would agree that, under your proposal,

 09   Washington customers would pay 100 percent of the

 10   remediation costs associated with projects that are

 11   physically located within the state of Washington,

 12   correct?

 13      A.   On non-major projects, environmental projects

 14   that are located in Washington, yes.

 15      Q.   And to be clear, Washington customers would pay

 16   no costs for any environmental remediation project

 17   that's not located in Washington, correct?

 18      A.   For any non-major environmental remediation

 19   projects that are not located in Washington, yes.

 20      Q.   Okay.  If you could turn to your exhibit, it's

 21   ECO-7, and this exhibit identifies the remediation

 22   projects that you include in your adjustment.

 23           And just to give everybody a frame of reference,

 24   there's four projects at the top of this table that are

 25   all identified as Washington projects, and those are the
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 01   four projects that you include in your revenue -- in

 02   Staff's revenue requirement, correct?

 03      A.   That is correct.

 04      Q.   And all the projects at the bottom of the table

 05   you exclude from your revenue requirement, correct?

 06      A.   That is correct.

 07      Q.   And just looking, for instance, at the last

 08   three projects that are located -- or that are at the

 09   bottom of this table, they relate to the Bridger -- the

 10   Jim Bridger generating plant and coal mine; is that

 11   correct?

 12      A.   That is correct.

 13      Q.   And your position is that Washington customers

 14   should pay no remediation costs associated with the

 15   Bridger plant because it's not located in Washington,

 16   correct?

 17      A.   That is correct.

 18      Q.   Now, you agree that the Bridger plant does serve

 19   Washington customers and is included in rates under the

 20   WCA methodology, right?

 21      A.   Correct.

 22      Q.   But under your proposal, Washington customers

 23   receive that benefit but don't pay any costs associated

 24   with remediation efforts?

 25      A.   That is correct.
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 01      Q.   And you believe that that satisfies the

 02   Commission's standards for cost causation related to

 03   interstate allocation of costs?

 04      A.   In this case, it does.

 05      Q.   How so?

 06      A.   Um, basically, ratepayers in the state of

 07   Washington have no control over the decisions that led

 08   to these environmental projects, so I believe that

 09   it's -- the approach that I'm taking is a better

 10   approach for this particular project.

 11               MR. LOWNEY:  Thank you, Ms. O'Connell.

 12               That's all the questions I have.

 13               JUDGE FRIEDLANDER:  Thank you.

 14               Mr. Cowell?

 15               MR. COWELL:  Thank you, your Honor.

 16              *** EXAMINATION BY MR. COWELL ***

 17   BY MR. COWELL:

 18      Q.   Good afternoon, Ms. O'Connell.

 19      A.   Good afternoon.

 20      Q.   So Ms. O'Connell, if you would turn, please, to

 21   page 6 of your testimony and lines 3 and 4.

 22      A.   Um-hmm.

 23      Q.   Okay.  Now, you've testified that the Commission

 24   only allows pro forma adjustments that give effect for

 25   the test period to all known and measurable changes that
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 01   are not offset by other factors, correct?

 02      A.   Correct.

 03      Q.   And on lines 13 and 14, you then explain that

 04   "An offsetting factor is any factor that diminishes the

 05   effect of a known and measurable event," right?

 06      A.   Correct.

 07      Q.   And same page, lines 14 and 15, you even

 08   testified that the exclusion of offsetting factors

 09   creates a mismatch in that a known and measurable --

 10   known and measurable changes are either overstated or

 11   understated, correct?

 12      A.   Correct.

 13      Q.   Now, if you'd turn, please, to page 8 of your

 14   testimony, lines 19 and 20.

 15           You have testified that certain pro forma

 16   adjustments are appropriates for inclusion in the second

 17   year of the Company's proposed rate plan, right?

 18      A.   Correct.

 19      Q.   Okay.  And same page, lines 23 through 25, in

 20   support of this position, you explain that "Staff will

 21   have an opportunity following the Company's attestation

 22   filing to review the final costs for both projects

 23   before any costs are included in the 2017 rate year,"

 24   right?

 25      A.   Yes.
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 01      Q.   Now, Staff anticipates that this attestation

 02   period would last about 60 days; is that right?

 03      A.   I believe so, subject to provision, yeah.

 04      Q.   Now, during this 60-day attestation period,

 05   would Staff also be reviewing any offsetting factors

 06   that might diminish the effect of known and measurable

 07   costs to be included in the second rate year period

 08   [sic]?

 09      A.   I believe so, that we could review any potential

 10   offsetting factors.  But at this point, Staff doesn't

 11   have any reason to believe that there will be an

 12   offsetting factor.

 13      Q.   So in terms of -- I'm sorry.

 14      A.   So given that -- we don't expect that to happen,

 15   but we could review the possibilities of any offsetting

 16   factor in the future, yeah.

 17      Q.   And that would apply to all parties, right, by

 18   your testimony, could review any offsetting factors

 19   during that attestation period?

 20      A.   I would defer the answer to that question to

 21   Mr. Ball to be more precise.

 22      Q.   Okay.  But your testimony is that Staff could --

 23      A.   Yes.

 24      Q.   -- is that correct?

 25      A.   Yes.
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 01      Q.   Okay.  So in preparation for your testimony in

 02   this proceeding, you familiarized yourself with the

 03   Commission's known and measurable standards; is that

 04   true?

 05      A.   Yes.

 06      Q.   Okay.  And on page 8 of your testimony, do you

 07   see lines 3 to through 12, you provided a block quote as

 08   to how the Commission described this standard, right?

 09      A.   Yes.

 10      Q.   Okay.  Now, have you reviewed the testimony of

 11   Mr. Mullins?

 12      A.   I believe so, yeah.

 13      Q.   Okay.  Do you have a copy with you there?

 14      A.   I don't have a copy with me.

 15      Q.   Let me maybe ask it this way.

 16           In your -- in your block quote, are you aware

 17   that you omitted the last sentence from that paragraph

 18   that you cited?

 19      A.   Can you rephrase that?

 20      Q.   In the block quote, lines 3 through 12 on page

 21   of 8 of your testimony, are you aware that there's one

 22   more sentence in the paragraph that you cited there?

 23      A.   I am not aware of that, no.

 24      Q.   Okay.

 25               MR. COWELL:  No further questions,
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 01   your Honor.  Thank you.

 02               JUDGE FRIEDLANDER:  Thank you.

 03               Does Staff have any redirect?

 04               MS. CAMERON-RULKOWSKI:  I do, your Honor.

 05        *** EXAMINATION BY MS. CAMERON-RULKOWSKI ***

 06   BY MS. CAMERON-RULKOWSKI:

 07      Q.   Ms. O'Connell, I'm going to refer you back to

 08   ECO-7.

 09           You were asked about the projects below the --

 10   all of the projects below Washington.  And what I would

 11   like to ask you about those projects is, are those

 12   projects major environmental remediation projects or

 13   non-major environmental remediation projects?

 14      A.   According to the Company, they're non-major

 15   remediation -- environmental remediation projects.

 16      Q.   Now, what is the source of the definition of

 17   "major"?

 18      A.   The definition of "major" environmental project

 19   comes from the Order UE -- UE-031658, where it is

 20   defined that "Any environmental projects that involve a

 21   total Company expenditure of more than $3 million

 22   systemwide are defined as major environmental projects."

 23               MS. CAMERON-RULKOWSKI:  Thank you.  That's

 24   all I have.

 25               JUDGE FRIEDLANDER:  Thank you.
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 01               Are there any questions from the bench?

 02               CHAIRMAN DANNER:  No questions.

 03               COMMISSIONER JONES:  No questions.

 04               COMMISSIONER RENDAHL:  No.

 05               JUDGE FRIEDLANDER:  Okay.  Then you're

 06   excused.  Thank you so much for your testimony.

 07               THE WITNESS:  Thank you.

 08               JUDGE FRIEDLANDER:  I believe the

 09   commissioners may have had -- or Commissioner Rendahl,

 10   did you have a question for Ms. Ramas?  Is it Ramas --

 11   Mr. ffitch, is it "Raymas" or "Ramas"?

 12               MS. RAMAS:  Ramas.

 13               COMMISSIONER JONES:  I do.

 14               JUDGE FRIEDLANDER:  Thank you.

 15               MR. FFITCH:  You don't want to get that

 16   wrong.

 17               COMMISSIONER RENDAHL:  I think actually

 18   Commissioner Jones has questions.

 19               JUDGE FRIEDLANDER:  Okay.  If you would

 20   approach the witness stand.

 21  

 22   DONNA M. RAMAS,          witness herein, having been

 23                            first duly sworn on oath,

 24                            was examined and testified

 25                            as follows:
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 01  

 02               JUDGE FRIEDLANDER:  Thank you.  You can be

 03   seated.

 04               Commissioner Jones?

 05          *** EXAMINATION BY COMMISSIONER JONES ***

 06   BY COMMISSIONER JONES:

 07      Q.   Good afternoon, Ms. Ramas.

 08      A.   Good afternoon.

 09      Q.   Thank you for your patience.  We're just nearing

 10   the end, I think.

 11      A.   Happy to be here.

 12      Q.   In your testimony, and I think it is in pages --

 13   what is your exhibit?

 14      A.   I believe it's DMR-1T.

 15      Q.   Yeah, DMR-1T.

 16           So starting on page 29, you suggest the

 17   Commission determine that a regulatory liability account

 18   should be established, correct?

 19      A.   Actually, my primary recommendation is that no

 20   change be made at this time.

 21      Q.   Correct, yeah.

 22      A.   But if the Commission determines that some

 23   action should be taken as part of this case, then the

 24   preferred approach would be to set up a regulatory

 25   liability as opposed to putting changes in depreciation
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 01   rights that would result in depreciation no longer being

 02   based on the current anticipated life of the plan.

 03      Q.   Okay.  Yes, I realize that this is your

 04   alternative recommendation.

 05      A.   Yes.

 06      Q.   Okay.  And before we get to the details of that,

 07   I have a few detailed questions.

 08           On the Oregon -- you were here this morning, and

 09   I think a few of us asked questions about the Oregon

 10   Public Utility Commission's decision in 2008 to track

 11   incremental depreciation expenses for out-of-state coal

 12   units in this manner.

 13           Did you hear anything -- have you been involved

 14   in those cases?

 15      A.   No, but I did go back and read the order in that

 16   past Oregon case, as well as some of the exhibits that

 17   have been submitted in those cases.

 18           And it's my understanding that they didn't set

 19   up a regulatory liability, but what they did is actually

 20   went back to the previous depreciation lives.  So they

 21   did actually change that depreciation rates that are

 22   being used in Oregon.

 23      Q.   Okay.  Thank you.

 24           And then you go on to say that a separate

 25   proceeding would probably be best to get into the
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 01   details of how to establish this regulatory liability

 02   account if we choose to do so?

 03      A.   Yes, absolutely.

 04      Q.   So have you reviewed -- have you had a chance to

 05   review Staff's proposal to require what I call D and R,

 06   decommissioning and remediation reporting?  Is there

 07   information that the Commission would need in order to

 08   set the amount for recovery through such a regulatory

 09   liability account?

 10      A.   Yeah.  I think the decommissioning and

 11   remediation concern was different from the

 12   depreciation-type issue.  I believe Staff had a concern

 13   that, based on the current depreciation, assumed

 14   depreciation lives, that there may not be enough

 15   decommissioning and remediation being built up at this

 16   time.  So that -- I viewed that as a little bit of a

 17   different issue.

 18           But as part of any case where you look at these

 19   assets and whether or not some sort of advanced funding

 20   should occur, as part of that, certainly I would

 21   recommend looking at the current remediation funds and

 22   decommissioning funds that have been collected as part

 23   of that.

 24      Q.   Have you had a chance to review the Staff

 25   investigation report on Colstrip Units 1 and 2 that
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 01   Staff did on D and R, on decommissioning and

 02   remediation?  Have you seen that?

 03      A.   I have seen it, and I read it, but I have to be

 04   honest that it's not real fresh in my mind at the

 05   moment.

 06      Q.   Well, my sense is it would be something like

 07   that.  It would cover a whole range of issues both on

 08   the decommissioning of the plant and then the wastewater

 09   ponds and other EPA regulations on coal residuals, and

 10   it would probably look something like that.  But the

 11   Company -- the burden would be on the Company to prepare

 12   that report.

 13           And is that something you agree with in this

 14   regulatory proceeding is that the Company should prepare

 15   such a report?

 16      A.   Yes.  The Company has the burden of

 17   demonstrating what its current projections of the

 18   remediation and decommissioning costs would be.  And I

 19   would hope that, as part of any future depreciation

 20   cases, that that would all be factored into and

 21   considered as part of the setting and determination of

 22   the depreciation rights going forward.

 23           But again, if the Commission determines that,

 24   instead of doing this through the next depreciation case

 25   that they would rather do something sooner -- and again,
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 01   that's not my recommendation --

 02      Q.   Right.

 03      A.   -- but if that was what the Commission wanted, I

 04   would assume that, as part of that, they should direct

 05   the Company to file that sort of information.  That

 06   would be considered as part of it.

 07      Q.   Yes.  And again, I realize you recommend this as

 08   an alternative, not as your primary recommendation, but

 09   in that report would be included things like accounting

 10   type mechanisms, like an ARO, an asset retirement

 11   obligation, and things like that, right?

 12      A.   Yeah.  That's all items that are considered as

 13   part of the depreciation rates, too.  But if you're

 14   looking to set up a separate regulatory liability type

 15   approach, then you probably should consider all that as

 16   part of determining what amount should be collected

 17   through the regulatory liability.

 18      Q.   And then would it be reasonable to create and

 19   start funding such a regulatory liability in this

 20   case -- again, I realize it's an alternative -- and then

 21   adjust the amount collected annually after considering

 22   the D and R reports?

 23      A.   I wouldn't recommend doing it as part of this

 24   case because, in my opinion, there hasn't really been

 25   enough evidence offered by the Company at this point to
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 01   justify what a reasonable amount to start collecting

 02   would be based on any sort of economic study or

 03   analysis, or plant life analysis.

 04      Q.   So --

 05      A.   And I wouldn't recommend changing it on an

 06   annual basis.

 07      Q.   No?

 08      A.   Yeah.

 09      Q.   Okay.  So how would we go about picking an

 10   initial amount?  Can you list some criteria that we

 11   should look at?

 12      A.   Um, I intentionally did not recommend a specific

 13   amount because it's my opinion that there really isn't

 14   enough information in this case to determine what a

 15   reasonable amount would be.

 16           We still -- the Company's current plans, as of

 17   responding to discovery in this case for these plants,

 18   are the service lives that are currently rolled into the

 19   current depreciation rates.

 20           So I haven't seen anything to base a regulatory

 21   liability on different assumptions or periods.  I wish I

 22   had better guidance in that, but it's my opinion that

 23   there hasn't been enough economic analysis and study

 24   offered in this case to come up with a regulatory

 25   liability amount.  It would have to be completed at the
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 01   Commission's discretion, and I really don't know what

 02   you would base that on.

 03      Q.   Right.  But you did have a chance to review, and

 04   I think you go into it in some detail in your testimony,

 05   the depreciation study for the Bridger -- especially for

 06   the Bridger and the Colstrip 3 units in the 2013

 07   depreciation study, did you not?

 08      A.   Yes, I did.  And in fact, the adjustments I

 09   recommend in this case would reflect those rates that

 10   were approved in that study.

 11      Q.   Okay.

 12      A.   And again, if those rates stay in effect as a

 13   result of this case, then I'm not sure, you know, if you

 14   continue collecting at that pace until a future date.

 15   I'm not sure you need to establish a regulatory

 16   liability at this time as a result of this case.

 17      Q.   No, I understand that, but I -- I'll finish

 18   here.

 19           Your recommend -- or your analysis is that, in

 20   this case, it is difficult to find sufficient vetted

 21   information, both on depreciation and all the other

 22   liabilities associated with Colstrip 3 and Bridger, to

 23   set up a regulatory liability account right now?

 24      A.   Yeah, that would be my opinion.

 25      Q.   Okay.
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 01               COMMISSIONER JONES:  Thank you.

 02               JUDGE FRIEDLANDER:  Thank you.  Are there

 03   any other questions?

 04               All right.  And I inadvertently preempted

 05   Mr. ffitch from laying his foundation.  I did not do

 06   that intentionally.  So if you would like to make any

 07   corrections on the record to your witness's testimony, I

 08   believe we're using the April 4th filed testimony as the

 09   most current for this witness.

 10              *** EXAMINATION BY MR. FFITCH ***

 11   BY MR. FFITCH:

 12      Q.   Yes.  I'll just ask the witness to confirm that

 13   that April 4th version of the testimony is the version

 14   that's presented to the Commission.

 15      A.   Yes, it is.

 16      Q.   And do you have any changes or corrections to

 17   that testimony?

 18      A.   No, I do not.

 19               MR. FFITCH:  I'll -- unless you'd like me to

 20   go through --

 21               JUDGE FRIEDLANDER:  You did that very well.

 22   No, that's fine.  Thank you.  Thank you.  I appreciate

 23   it.

 24               And with no further questions, you're

 25   excused.  Thank you for your testimony.
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 01               THE WITNESS:  Thank you.

 02               JUDGE FRIEDLANDER:  One more witness.

 03               Mr. Mullins?

 04  

 05   BRADLEY G. MULLINS,      witness herein, having been

 06                            first duly sworn on oath,

 07                            was examined and testified

 08                            as follows:

 09  

 10               JUDGE FRIEDLANDER:  Thank you.  You can be

 11   seated.  Mr. Cowell?

 12               MR. COWELL:  Thank you, your Honor.

 13              *** EXAMINATION BY MR. COWELL ***

 14   BY MR. COWELL:

 15      Q.   For the record, Mr. Mullins, could you please

 16   state and spell your full name?

 17      A.   Yes.  My name is Bradley Mullins, spelled

 18   B-R-A-D-L-E-Y, last name M-U-L-L-I-N-S.

 19      Q.   And how are you employed, Mr. Mullins?

 20      A.   I am a consultant that represents large energy

 21   users throughout the West.

 22      Q.   And in this role, did you prepare testimony and

 23   exhibits on behalf of Boise White Paper, LLC?

 24      A.   I did.

 25      Q.   And are those Exhibits BGH-1CT through BGM-11,
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 01   including revised versions of BGM-3 and BGM-11?

 02      A.   They are.

 03      Q.   And Mr. Mullins, do you have any changes or

 04   corrections to your testimony or exhibits?

 05      A.   I'll make one slight change to my direct

 06   testimony.

 07           On page 27 of Exhibit No. BGM-1CT, there's a

 08   Table 3 at the top of that page -- and I'll let folks

 09   get there -- and I just wanted to clarify that those

 10   numbers are on a Washington allocated basis.  So the

 11   title should read "Colstrip Unit 3, O&M (Washington

 12   Allocated)."

 13      Q.   Any other corrections, Mr. Mullins, or changes?

 14      A.   No.

 15      Q.   So Mr. Mullins, if I were to ask you the same

 16   questions today in your exhibits -- I mean in your

 17   testimony, would your answers be the same?

 18      A.   Yes.

 19               MR. COWELL:  Thank you, your Honor.  I

 20   believe the witness is available for cross-examination.

 21               JUDGE FRIEDLANDER:  Thank you.

 22               MR. LOWNEY:  Thank you, your Honor.

 23              *** EXAMINATION BY MR. LOWNEY ***

 24   BY MR. LOWNEY:

 25      Q.   Good morning, Mr. Mullins.
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 01      A.   Good afternoon.

 02      Q.   I'd like to first start by asking a few

 03   questions about the Company's proposed rate plan.

 04           So just to get us all on the same page, you

 05   would agree that the Company has proposed a second-year

 06   rate increase in this case, correct?

 07      A.   The Company has proposed a second-year rate

 08   increase, correct.

 09      Q.   And if you could turn to page 9 of your response

 10   testimony, please.

 11      A.   Okay.

 12      Q.   Now, directing your attention to lines 5 through

 13   10 on that page, you oppose the Company's requested

 14   second-year rate increase because the Company has not

 15   performed an attrition study; is that correct?

 16      A.   Correct.  So without such an analysis, it's not

 17   possible for us to demonstrate persuasively that there's

 18   attrition outside of the Company's control.

 19      Q.   And in those same lines of testimony, you

 20   specifically contrast the Company's approach in this

 21   case with Avista's approach in its 2015 rate case, where

 22   that company did rely on an attrition study, correct?

 23      A.   Correct.

 24      Q.   And you testified in that Avista case also; is

 25   that correct?
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 01      A.   I did.

 02      Q.   Now, if you could just turn to

 03   Cross-Exhibit 12CX.

 04      A.   Okay.

 05      Q.   And this is an excerpt from your testimony in

 06   that Avista case; is that correct?

 07      A.   Correct.

 08      Q.   Okay.  If you could turn to -- it's page 2 of

 09   the exhibit, which is page 12 of the original testimony.

 10           And beginning on line 3 on page 2 of the

 11   exhibit, you testify regarding Avista's use of a

 12   trend-based revenue requirement methodology used in

 13   their attrition study; is that correct?

 14      A.   Yes.

 15      Q.   Now, beginning down on line 5 of page 2, you

 16   testified that one of the consequences of using an

 17   attrition study is that "a utility that is working hard

 18   to reduce its costs and prioritize capital expenditures

 19   could, in fact, be penalized and subject to a negative

 20   attrition adjustment," correct?

 21      A.   So this -- in general, correct.  So this

 22   testimony here generally showed or indicated that, if

 23   you have downward trending costs, that you wouldn't have

 24   an attrition adjustment under the Avista -- Avista's

 25   approved method.
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 01           And I'll just note that this -- the -- you know,

 02   this testimony was in opposition of that methodology,

 03   and the Commission has subsequently accepted that

 04   methodology for ratemaking in Avista's prior general

 05   rate case.

 06      Q.   Okay.  And let's just continue on.

 07           If you could turn to page 3 of that exhibit, and

 08   it's the same paragraph.

 09           So beginning on line 1, you testified, and I'll

 10   quote here, "It is bad policy to reward those utilities

 11   with rapidly escalating costs while penalizing those

 12   utilities that are undertaking efforts to control costs.

 13   Such a policy will send a strong incentive for a utility

 14   to disregard cost controls and to engage in unrestrained

 15   spending on capital projects."

 16           Now, that's your testimony in that Avista case,

 17   correct?

 18      A.   Correct.

 19      Q.   And in that same section of your testimony in

 20   the Avista case, you specifically cite Pacific Power as

 21   a utility that has actively managed its costs and would

 22   be penalized by an attrition adjustment, correct?

 23      A.   So I -- I cite to words that were used by

 24   Mr. Dalley in the 2014 general rate case.  So it's not

 25   my testimony, necessarily, the extent to which
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 01   Pacific Power is working to control its costs.  If this

 02   is true, however, that their costs are actually

 03   declining, that be would an indication that they do not

 04   need an attrition allowance.

 05      Q.   So to be clear, in the Avista case, you argued

 06   that it's bad policy to set rates based on an attrition

 07   study; and here you claim the Commission cannot set

 08   rates without an attrition study, correct?

 09      A.   No.  So I think the Commission can set rates

 10   without an attrition study.  I think the question is

 11   whether the -- whether a second-year rate increase is --

 12   is -- is an attrition adjustment or is warranted based

 13   on claims of attrition.  And I think without an

 14   attrition study, I don't think you can get to that

 15   point.

 16      Q.   Now, if you could turn to page 6 of your

 17   response testimony, please.

 18           And I'm going to ask you a question about the

 19   testimony on lines 1 and 2, which actually is the tail

 20   end of a sentence that begins on the previous page.

 21           But you recommend in this portion of your

 22   testimony that the Commission reject the Company's

 23   proposed rate plan because the Commission, quote,

 24   ought -- or excuse me -- the plan, quote, "ought to be

 25   supported by a holistic review of the Company's earnings
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 01   rather than discrete changes."

 02           Is that your testimony?

 03      A.   Yes.

 04      Q.   Okay.  Let's go back to Exhibit 12CX, which

 05   again was your testimony in the Avista rate case.

 06      A.   Okay.

 07      Q.   And this time, if you could refer to page 4 of

 08   that exhibit, please, which is page 23 of your original

 09   testimony.

 10      A.   Okay.

 11      Q.   And there on lines 13 to 15, you criticized

 12   Avista's proposal because, quote, "...the majority of

 13   capital items are not discrete capital items, which the

 14   Commission has any ability to review on the basis of

 15   being known and measurable and used and useful."

 16           Is that a correct reading of your testimony in

 17   the Avista case?

 18      A.   Yeah.  So maybe to put this into context, so if

 19   you note here, the page numbers kind of jump around, so

 20   this testimony was kind of structured in two pieces.  So

 21   the first part was on the concept of attrition, and then

 22   the second part was just the traditional pro forma

 23   revenue requirement adjustments.

 24           And so this was, I believe, the second part

 25   where we were going through the Company's pro forma
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 01   revenue requirement adjustments and trying to figure

 02   out, you know, what made sense in the case.

 03           And so -- and so that's what this specific

 04   section is -- is testifying to, is whether the pro forma

 05   capital additions included in the Company's pro forma

 06   study were appropriate.

 07      Q.   Now, you would agree, though, that in this case,

 08   unlike the Avista case, the Company's second-year

 09   increase is based on discrete -- three discrete capital

 10   projects and the expiration of production tax credits,

 11   correct?

 12      A.   Yeah.  Maybe -- could you repeat that?

 13      Q.   The Company's second-year rate increase in this

 14   case is based on three capital projects and the

 15   expiration of production tax credits, correct?

 16      A.   So the -- well, kind of.  So the second-year

 17   rate increase is based off of pro forma case and -- for

 18   the first rate period, and then it's a few discrete pro

 19   forma adjustments beyond that.  And we, Boise, don't

 20   think it's appropriate to go that far beyond the test

 21   period and to only analyze those very limited, discrete

 22   changes without being able to look at all of the

 23   offsetting factors that might transpire over the next

 24   year as we sort of move forward.

 25      Q.   Now, going back to the Avista case, unlike that
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 01   case, the Company in this case has also agreed to file

 02   attestations related to each project prior to the

 03   second-year rate change, correct?

 04      A.   I believe so.

 05      Q.   So you would agree that, before the capital

 06   projects are included in rates, the Commission and the

 07   parties will have an opportunity to verify that the

 08   costs are known and measurable and the projects are used

 09   and useful, correct?

 10      A.   Well, so this is a question -- I mean, so

 11   there's a lot of details to be worked out in that sort

 12   of process.  So, for example, if the capital costs come

 13   in higher than what they're proposing in this case,

 14   is -- I mean, are they limited only by what is included

 15   in this case, or can they have more capital included

 16   afterwards if the costs come in higher.  So I think

 17   there's a lot of details that -- that I certainly don't

 18   understand yet if that was to be approved.

 19      Q.   But you agree that, under an attestation, the

 20   costs will be known and measurable before they are

 21   included in rates?

 22      A.   Yeah.  I think you could probably structure it

 23   in such a way that it would be known and measurable.

 24      Q.   Okay.  Let's turn to your response testimony on

 25   page 8, please.
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 01      A.   Okay.

 02      Q.   Now, on lines 8 to 13 to page 8, you testify

 03   that the Company's proposed rate plan constitutes

 04   "single issue" ratemaking; is that correct?

 05      A.   Correct.

 06      Q.   And you argue that single-issue ratemaking is

 07   disfavored as a matter of policy, and you cite in

 08   footnote 8 to an Avista order from 2007; is that

 09   correct?

 10      A.   That's correct.

 11      Q.   And I'd just like to ask you a few questions

 12   about that order.

 13           Do you have a copy of it with you?

 14      A.   I do not.

 15      Q.   Okay.  I thought you might not, so I've got one.

 16               MR. LOWNEY:  And if anybody else would like

 17   copies...

 18   BY MR. LOWNEY:

 19      Q.   All right, Mr. Mullins.  So going back to the

 20   Avista case that you cite, now, in that case -- and just

 21   so the record's clear, this is the Avista case that's

 22   cited in footnote 8 of your testimony.  It's docket

 23   UG-060518, Order 04, the service date is February 1st of

 24   2007.

 25           That's the order that you're referring to at
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 01   this point, correct, Mr. Mullins?

 02      A.   Just a minute.  All right.  That's the correct

 03   order.

 04      Q.   Now, in this order, Avista had requested a

 05   decoupling proposal; is that correct?

 06      A.   That's my understanding.

 07      Q.   All right.  Now, let's turn to paragraph 19.

 08           And for the record, this is the paragraph, the

 09   specific pinpoint cite that you included in your

 10   testimony --

 11      A.   Okay.

 12      Q.   -- as the basis of your recommendation regarding

 13   single-issue ratemaking.

 14           Now, this paragraph in the order describes a

 15   Public Counsel argument that decoupling violates the

 16   matching principle through single-issue ratemaking,

 17   correct?

 18      A.   Correct.

 19      Q.   And as you quote in your testimony on line 13,

 20   the -- excuse me -- page 8, line 13, "The problem with

 21   single-issue ratemaking is that it could result in

 22   over-earning by the Company and over-paying by

 23   customers," correct?

 24      A.   Correct.

 25      Q.   And that's also reflected in this paragraph 19
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 01   of the Commission's order, correct?

 02      A.   Correct.

 03      Q.   But you would also agree that, in this case, the

 04   Commission approved decoupling over the objection that

 05   it constitutes single-issue ratemaking, correct?

 06      A.   Correct.

 07      Q.   And if you could just turn to paragraph 25 of

 08   this order, which is on page 8, I believe, and the very

 09   last sentence in paragraph 25, the Commission

 10   specifically indicated that [as read] "It is reasonable

 11   to conclude that the application of an earnings cap and

 12   exclusion of weather from the mechanism will prevent

 13   such a significant shift in risks that the Company would

 14   earn windfall profits."

 15           So would you agree that, in this case, the

 16   Commission found that the earnings test that was a part

 17   of the proposed decoupling mechanism would mitigate

 18   concerns over single-issue ratemaking and potential

 19   windfall of profits?

 20      A.   I'm sorry.  You're going to have to point me to

 21   that specific --

 22      Q.   It's the --

 23      A.   -- those specific words.

 24      Q.   -- last sentence on paragraph 25.

 25      A.   Okay.
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 01      Q.   It begins with the words, "It is also reasonable

 02   to conclude..."

 03      A.   Okay.

 04      Q.   So you would agree that the -- at least as this

 05   sentence reads, one of the reasons that the Commission

 06   cites for approving the decoupling mechanism, over

 07   objections that it's single-issue ratemaking, is because

 08   there was an earnings test involved that would prevent

 09   the Company from earning windfall profits, correct?

 10      A.   That certainly seems to be one of the -- one of

 11   the reasons why it was approved.

 12      Q.   And you would agree that the Company's

 13   decoupling proposal in this case also includes an

 14   earnings test, correct?

 15      A.   So just to be clear, my testimony is not on the

 16   decoupling mechanism, per se.

 17      Q.   Are you familiar at all with the Company's

 18   proposed decoupling mechanism?

 19      A.   I am.

 20      Q.   And are you familiar with the fact that it

 21   includes an earnings test?

 22      A.   Yes.

 23      Q.   Okay.  Now, let's move on and I'll ask you a few

 24   questions about some of your proposed adjustments to the

 25   WCA.
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 01           If you could turn to page 29 of your response

 02   testimony, please.

 03      A.   All right.

 04      Q.   Now, on lines 15 through 17 of that page of your

 05   testimony, you recommend that, for purposes of

 06   inter-jurisdictional cost allocation, transmission O&M

 07   expense should be allocated using a different

 08   methodology than the Company's proposal in this case,

 09   correct?

 10      A.   Yeah, that's right.  So the current methodology

 11   that the Company uses for transmission O&M is based on a

 12   system allocation.  However, the amount of transmission

 13   plant physically located on the West side of the system

 14   is much less than the amount of plant located on the

 15   East side of the system.  So therefore, we think that

 16   O&M should follow that same pattern, just as the Company

 17   does for wheeling revenue.  So wheeling revenues, the --

 18   Washington actually gets a lower share of wheeling

 19   revenues because there's less plant on the -- on the

 20   West side of the system.

 21      Q.   So I think -- just so we're on the same page

 22   here, I want to make sure that what you just said is

 23   consistent with your testimony.

 24           So if you could just look at page 27, please,

 25   lines 4 to 5, and I believe this is consistent with what

�0399

             EXAMINATION BY MR. LOWNEY / MULLINS

 01   you just testified to.

 02           And that is, quote [as read], "The Company

 03   currently allocates transmission O&M based on a system

 04   generation or SG factor."

 05           And that's consistent with what you just

 06   testified to, correct?

 07      A.   Correct.

 08      Q.   Now, despite your testimony, both pre-filed and

 09   today, you know the Company does not actually allocate

 10   transmission -- all transmission O&M expense using that

 11   factor, correct?

 12      A.   That's true.  I believe that some is allocated

 13   on an SE factor.  I believe that's correct.  But it's

 14   still a system allocation.

 15      Q.   Well, let's turn to the exhibit that you

 16   attached to your testimony.  This is Exhibit BGM-7.  And

 17   this is the -- for reference, this is the Company's West

 18   Control Area Inter-Jurisdictional Allocation Methodology

 19   Manual, correct?

 20      A.   Correct.

 21      Q.   Now, if you'd turn to page 3 of the exhibit.

 22      A.   Okay.

 23      Q.   Now, at the bottom of that page under subheading

 24   2, which is -- for reference is -- states Allocation of

 25   Resource Costs and Wholesale Revenues, it states,
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 01   "Generation and transmission resources are assigned to

 02   either the East Control Area or the WCA," correct?

 03      A.   Correct.

 04      Q.   And then it says, the next sentence [as read],

 05   "The factors used to allocate these costs are the

 06   Control Area Generation East, the CAGE, or the Control

 07   Area Generation West, the CAGW factors," correct?

 08      A.   Correct.

 09      Q.   And the next sentence says [as read], "Certain

 10   generation and transmission expenses such as

 11   administration and engineering cannot be assigned to

 12   specific resources.  These costs are allocated using SG

 13   factor," correct?

 14      A.   Correct.

 15      Q.   So what we've just established is that the only

 16   costs that are allocated using the SG factor are costs

 17   that are not assigned to a particular resource, right?

 18      A.   Pursuant to this document.

 19      Q.   Which is the document you attached to your

 20   testimony justifying your position on the WCA, correct?

 21      A.   Correct.

 22      Q.   And would you agree that the CAGE and the CAGW

 23   factors that are applied to transmission O&M expenses

 24   allocated to a particular resource does take into

 25   account the different levels of transmission resources
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 01   on the East and West side of the system?

 02      A.   No.

 03      Q.   And why not?

 04      A.   Well, because it doesn't.

 05      Q.   Well, would you agree that if you apply the CAGE

 06   factor to a resource located in the East Control Area,

 07   that allocates zero percent of that cost to the WCA?

 08      A.   So transmission is allocated on a system basis.

 09   So the -- so there's no -- or the O&M itself is

 10   allocated on a system basis.  So there's no -- no O&M

 11   that's explicitly assigned to the Western [sic] Control

 12   Area.  It's all systems.

 13           So that's why it makes sense to first carve it

 14   out on a system plant basis, and assign a certain amount

 15   to the West on -- in proportion to the amount of plant

 16   in the West, and then assign it on the basis of

 17   generation.

 18      Q.   Now, you agree that your -- your testimony

 19   regarding your understanding of the allocation of

 20   transmission O&M expense is contradicted both by the WCA

 21   manual we just discussed as well as the Company's Data

 22   Request No. 93 that you also attached to your testimony

 23   as BGM-5C, correct?

 24      A.   I don't agree with that, no.

 25      Q.   Well, both of these documents say that
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 01   transmission O&M expense is allocated first by

 02   allocating the particular expense to a resource, and

 03   then only if the expense cannot be allocated to a

 04   resource is it allocated systemwide, correct?

 05      A.   I don't -- I don't believe that that's correct,

 06   no.

 07      Q.   Well, I'm asking you --

 08      A.   That's not my understanding, no.

 09      Q.   Well, both of these documents say that that's

 10   the way it's done, correct?

 11      A.   But it's not my understanding.

 12      Q.   And so what I asked you is, your testimony is

 13   being contradicted by both of the attachments you

 14   include as exhibits to your testimony, correct?

 15      A.   What's the -- what's your --

 16      Q.   It's page 27 of BGM-5C.  It's the Company's

 17   response to Data Request -- to Boise Data Request 93.

 18               JUDGE FRIEDLANDER:  And this is a

 19   confidential exhibit.  We're not going to get into any

 20   confidential information, are we?

 21               MR. LOWNEY:  No.  This particular response

 22   is not confidential.

 23               JUDGE FRIEDLANDER:  Okay.  Thank you.

 24               COMMISSIONER JONES:  So what page number are

 25   we on?
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 01               MR. LOWNEY:  Page 27.

 02               COMMISSIONER JONES:  27 in the upper right.

 03   BY MR. LOWNEY:

 04      Q.   Mr. Mullins, are you on that page?

 05      A.   I am.

 06      Q.   And you would agree that the way that you've

 07   just described how transmission O&M expense [sic] is

 08   different than what is reflected in this data request

 09   and is different than what's reflected in the WCA

 10   manual, correct?

 11      A.   Well, so I guess I don't really agree that this

 12   is -- I don't agree that there is -- or my understanding

 13   is -- was that there is no O&M expense that's explicitly

 14   allocated to the West.  So I don't necessarily agree

 15   with this, no.

 16      Q.   Mr. Mullins, are you familiar with testimony of

 17   Ms. McCoy that was filed by the Company?

 18      A.   Yes.

 19      Q.   And do you have that testimony in front of you?

 20      A.   Which -- which version?

 21      Q.   It would be her direct testimony, I believe.

 22      A.   You know, I didn't bring her direct in this

 23   book, but we can grab it.

 24      Q.   Okay.  All right.  If you could refer to Exhibit

 25   No. SEM-3 --
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 01      A.   Okay.

 02      Q.   -- which is the Results of Operations for the

 03   Twelve Months Ended June 30, 2015.

 04      A.   On this one, it says that it's voluminous and

 05   provided under a separate cover so...

 06           Okay.

 07      Q.   All right.  If you could turn to -- under tab 2,

 08   which is -- says Results of Operation, turning to page

 09   2.12.

 10      A.   Okay.

 11      Q.   All right.  Now, if you look down on --

 12   beginning on lines 509 on that page -- hopefully we're

 13   all on the same page at this point -- and 509 says,

 14   Summary of Transmission Expense by Factor.

 15           Do you see that?

 16      A.   Okay.  I do.

 17      Q.   Now, the first line, 510, shows SE, which is the

 18   factor you previously testified is used in addition to

 19   SG to allocate transmission expense.

 20           And if you just follow that line over, you'll

 21   see that there's no expenses actually allocated by that

 22   factor, correct?

 23      A.   Correct.  That's right.  So that would be a

 24   correction from what I said earlier.

 25      Q.   And if you move down to line 512, that's the
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 01   CAGW factor that we just discussed that I believe you

 02   also testified does not apply to transmission.  And if

 03   you look at the total number, it looks like there's

 04   $125 million of transmission expense allocated using

 05   that factor.

 06      A.   Correct, but that's not necessarily the O&M

 07   expense that we're talking about here.  So the expense

 08   that we're reviewing is on line 511, and so that was --

 09   those were the amounts that I was reviewing in my

 10   adjustment.

 11      Q.   But that's not -- that's not all the O&M

 12   expense, is it?

 13      A.   Well, I guess it depends on how you define O&M

 14   expense.  I mean, so my definition was the -- was the

 15   costs specifically on that -- on that line.

 16      Q.   So I guess, just to clarify, when you testified

 17   that the Company assigned O&M expenses using the SG

 18   factor, you weren't actually talking about O&M expenses;

 19   you were talking about the O&M expenses that -- a

 20   limited subset of those expenses that could not be tied

 21   to a particular resource?

 22      A.   You know, that's actually generally right.

 23           So as I'm looking at this, it looks like the --

 24   so for example, on row 491, for example, there are

 25   amounts that are explicitly allocated to a -- on CAGW
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 01   basis, so I think that's right.

 02      Q.   All right.  Now, let's move on to the second

 03   adjustment you proposed to the WCA allocation

 04   methodology related to general office expense.

 05           If you could turn to page 32 of your testimony,

 06   please.

 07           Now, on lines 5 to 11 of this page of your

 08   testimony --

 09               JUDGE FRIEDLANDER:  Um, before we get into

 10   that, we're not -- again, this is a page that's been

 11   designated as confidential.  This isn't going to touch

 12   on the actual confidential information on the page, is

 13   it?

 14               MR. LOWNEY:  That's correct.

 15               JUDGE FRIEDLANDER:  Okay.  Thank you.

 16   BY MR. LOWNEY:

 17      Q.   Now, Mr. Mullins, going back to -- so lines 5 to

 18   11 --

 19      A.   Okay.

 20      Q.   -- you recommend an adjustment that would use

 21   the system overhead or SO factor to allocate certain

 22   amounts booked to FERC account 557.

 23      A.   Okay.  Yep.

 24      Q.   That's correct?

 25      A.   Correct.
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 01      Q.   Now, to support this recommendation in the

 02   footnotes, you cite to BGM-7, correct?

 03      A.   Okay.  Yep.

 04      Q.   And that's the document we were just looking at,

 05   which is an exhibit to your direct testimony -- or

 06   excuse me -- your response testimony.  That is an

 07   excerpt from the West Control Area Inter-Jurisdictional

 08   Allocation Methodology Manual, correct?

 09      A.   Correct.

 10      Q.   Now, you only included a small excerpt of that

 11   manual in your testimony, right?

 12      A.   Correct.  It's a large document, and I know that

 13   you provided a cross-exhibit.

 14      Q.   Yeah, I did provide it.  So let's look at that.

 15   This is BGM-13CX.

 16           And would you agree that this is the full volume

 17   of the WCA manual?

 18      A.   Correct.

 19      Q.   All right.  And I assume you've reviewed the

 20   entire document in preparation of your testimony in this

 21   case?

 22      A.   I have.

 23      Q.   And you would agree, then, that the manual

 24   includes a section where it describes the applicable

 25   allocation factors for every single FERC account,
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 01   correct?

 02      A.   Generally, yes.

 03      Q.   All right.  Please turn to page 29 of the

 04   exhibit.

 05      A.   Okay.

 06      Q.   Now, the second box from the bottom is FERC

 07   Account 557, which is the account your adjustment

 08   applies to, correct?

 09      A.   Correct.

 10      Q.   And just going up a few lines to sort of get the

 11   heading for this account, this is an account that falls

 12   under the Other Power Supply heading, correct?

 13      A.   Correct.

 14      Q.   And if you look over in the third column, the

 15   furthest one to the right, it lists each of the

 16   allocation factors that apply to FERC 557, correct?

 17      A.   Correct.

 18      Q.   And the SO factor which you proposed to apply is

 19   not included here, correct?

 20      A.   Correct.

 21      Q.   So you would agree that your proposal is

 22   inconsistent with the allocation methodology that's

 23   currently approved by the Commission, correct?

 24      A.   Not necessarily.  I mean, so the -- the manual

 25   does clearly say that general office expenses are
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 01   allocated on an SO basis.  I think that the Company

 02   does, and maybe rightly so, point out that generation

 03   costs that aren't assignable to a specific side of the

 04   system are allocated generally on an SG factor.  So --

 05   but I don't think it's so clear-cut as your question

 06   might make it out to be.

 07               MR. LOWNEY:  Thank you, Mr. Mullins.

 08               I have no further questions.

 09               JUDGE FRIEDLANDER:  Thank you.

 10               Do we have any redirect?

 11               MR. COWELL:  Yes.  Thank you, your Honor.

 12              *** EXAMINATION BY MR. COWELL ***

 13   BY MR. COWELL:

 14      Q.   So Mr. Mullins, we -- the cross-examination

 15   started out with reference to your testimony in Avista's

 16   recently completed general rate case.

 17           And could you please explain the result of that

 18   case?

 19      A.   Yeah.  So -- so in that case, as the Commission

 20   is well aware, an attrition allowance was accepted based

 21   on the use of a trending study, which went against our

 22   recommendation, or my recommendation on behalf of ICNU

 23   to adopt a traditional revenue requirement methodology.

 24      Q.   Mr. Mullins, we also talked about your testimony

 25   in single-issue ratemaking, and we talked about the
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 01   citation to your statement that single-issue ratemaking

 02   was disfavored.

 03           Did you -- could you please explain if you went

 04   beyond that to say that single-issue ratemaking is more

 05   than disfavored by the Commission?

 06      A.   Well, I think it's a matter of policy.

 07   Single-issue ratemaking is very bad for consumers

 08   because it allows the Company just to pick those items

 09   which are increasing and pass those through to rates,

 10   while ignoring items that will potentially decrease.

 11           And we've seen it -- just kind of a trend of

 12   single-issue ratemaking requests kind of throughout the

 13   West, and so it gets very concerning from a ratepayer

 14   perspective that this sort of trend is expanding.

 15      Q.   And we also talked -- or you discussed with

 16   Counsel about the Company's decoupling proposal.

 17           And what is your understanding of the decoupling

 18   proposal application to Schedule 48?

 19      A.   So we have accepted the Company's recommendation

 20   to exempt Schedule 48 from the decoupling proposal;

 21   however, our recommendation is that we make some rate

 22   design changes that will better align that schedule with

 23   the goals of decoupling.

 24               MR. COWELL:  Thank you, Mr. Mullins.

 25               No further redirect.
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 01               JUDGE FRIEDLANDER:  Okay.  Thank you.

 02               Are there any questions from the bench?

 03               COMMISSIONER RENDAHL:  None for me.

 04               JUDGE FRIEDLANDER:  Thank you.

 05           *** EXAMINATION BY CHAIRMAN DANNER ***

 06   BY CHAIRMAN DANNER:

 07      Q.   So I wanted to just ask you a question about the

 08   Avista Order 04 in Docket UG-060518, and just -- is it

 09   your understanding that that is a pilot program?

 10      A.   Yes.  Yes.

 11      Q.   Okay.  And so as a pilot program, is it your

 12   understanding there would be some additional flexibility

 13   and learning involved?  In other words, by doing that,

 14   it's not necessarily the Commission taking a hard stand

 15   for or against any particular attributes in it; it's

 16   really more of an opportunity to learn?

 17      A.   Yeah, I think so.

 18      Q.   It's also your understanding this is a

 19   settlement case --

 20      A.   Right.

 21      Q.   -- the case involved settlement?

 22      A.   Right.

 23               CHAIRMAN DANNER:  All right.  Thank you.

 24               I have no further questions.

 25               JUDGE FRIEDLANDER:  And we'll go ahead and
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 01   take official notice of this as well just to have it in

 02   the record.

 03               COMMISSIONER JONES:  Just one quick

 04   question.

 05          *** EXAMINATION BY COMMISSIONER JONES ***

 06   BY COMMISSIONER JONES:

 07      Q.   If you could turn to page 10 of your testimony,

 08   please.

 09           On lines 2 through 8, you talk about your

 10   proposal for a second -- for the second rate increase.

 11           Are you there?

 12      A.   On page 10, lines 2 through 8?

 13      Q.   Yeah.

 14      A.   Okay.

 15      Q.   And you propose a stay-out on new rate increases

 16   through January 1st, 2019?

 17      A.   Correct.

 18      Q.   And so what is the basis of that?  A few of us

 19   have been very involved in the regional ISO and the ISO

 20   integration issues, but I don't -- I'm a little puzzled

 21   about how you tie the two together.

 22      A.   Well, first of all, I think we want to thank the

 23   Commission for being so involved in the process.  I

 24   think it's a very important process, and I think now is

 25   the time to be involved if you want to have an impact on
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 01   the end result.

 02           As far as the rate plan goes, you know, when we

 03   were kind of working through the revenue requirement

 04   issues, we kind of viewed it as an overall sort of

 05   package of what we viewed to be reasonable.

 06           And you know, I think what we don't want is to

 07   be in a situation where the Company is filing for new

 08   rates in June of 2018, and then joins the ISO within,

 09   you know, a matter of six months, and by doing so, it

 10   has a sort of dramatic or a different impact on their

 11   costs.  And so from our perspective, it would be nice to

 12   sort of line those two up to have it be a little more

 13   cleaner.

 14      Q.   So it's not any advocacy at this point because

 15   it's going to be a huge issue if it happens.  There's

 16   going to be a lot of litigation, and I would assume a

 17   lot of issue with the transmission assets.  This goes

 18   far beyond an EIM so -- but what you were talking about

 19   is just lining up the dates here?

 20      A.   Right.

 21               COMMISSIONER JONES:  Okay.  Thank you.

 22               That's all I have.

 23               JUDGE FRIEDLANDER:  Thank you.  I believe

 24   that's all that we have, Mr. Mullins.  Thank you for

 25   your testimony and you're excused.
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 01               I've been looking at my notes.  I don't see

 02   that there's any other issues that we need to address

 03   before adjourning.

 04               Does anyone else have something they'd like

 05   to raise?

 06               All right.

 07               MS. MCDOWELL:  So your Honor, we were just

 08   having a brief conversation about the follow-up from

 09   Mr. Strunk, and he did send an e-mail which has the

 10   information.

 11               Is it -- I'm just wondering if it's better

 12   to provide it through some kind of formal writing or --

 13   I mean, I'm happy to look at my e-mail and see what it

 14   says, but perhaps it would be best to present it in a

 15   formal letter to you or something -- submission to you

 16   tomorrow.

 17               JUDGE FRIEDLANDER:  I think that would be

 18   appropriate, and that way you can file it electronically

 19   as well, and we'll have it all in the record.

 20               MS. MCDOWELL:  Yeah, I thought that might be

 21   a better way to cover it for the record, so we're happy

 22   to follow up tomorrow morning with that.

 23               JUDGE FRIEDLANDER:  Thank you.  That would

 24   be great.

 25               Is there anything else?
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 01               All right.  We're adjourned for this phase

 02   until we get to phase two.

 03                      (Hearing concluded at 5:55 p.m.)
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