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Q.
Mr. Duvall, did you previously present testimony in this proceeding?

A.
Yes, I submitted direct testimony as part of the Company’s initial filing.

Purpose

Q.
What is the purpose of your rebuttal testimony in this proceeding?

A.
The purpose of my testimony is to rebut Commission Staff (Staff) and Public Counsel proposals on long-term inter-jurisdictional cost allocation, rebut Staff and Industrial Customers of Northwest Utilities (ICNU) proposals for short-term inter-jurisdictional cost allocation, address Mr. Falkenberg’s production factor adjustment as it relates to the Revised Protocol, and address Staff, Public Counsel and ICNU comments on prudence of east-side resources. 

Long-Term Inter-Jurisdictional Cost Allocation Proposals
Q.
What are Staff and Public Counsel proposing as a long-term inter-jurisdictional cost allocation method for Washington?

A.
Neither Staff nor Public Counsel has proposed a specific long-term inter-jurisdictional cost allocation method for Washington in this proceeding; rather, they have both recommended the Commission require Washington parties to try to develop an allocation method based upon “color-coded electrons” rather than use the Revised Protocol.
Q.
What do you mean by an allocation method based upon “color-coded electrons”?

A.
A “color-coded” allocation method is one that is based on matching or tracking electrons from individual power sources to individual loads.  Such “electron –tracking,” while interesting as a theoretical concept, is simply not possible under the physical laws of electricity.  Once an electron enters the transmission system, it is impossible to determine its origin.  While Mr. Buckley concedes that electrons cannot be tracked from certain Mid-Columbia dams to Oregon load, he nonetheless is proposing to allocate resource costs in a manner that presumes electrons can be traced to Washington, i.e., if PacifiCorp cannot show that electrons from a remote resource actually reach Washington state, the costs cannot be recovered from the Company’s Washington customers.  Because “electron tracking” is not in fact possible, Staff is free to “hand-pick” a subset of system resources as being deemed to serve Washington loads.

Q.
Please continue with your summary of parties’ long-term inter-jurisdictional allocation proposals.
A.
Staff witness Buckley recommends that the Commission order PacifiCorp to participate with Staff and other interested Washington parties to develop his “Simplified Control Area Model.”  At the same time, however, Staff Witness Braden warns that such a method would be a radical departure from the Revised Protocol and numerous details remain to be worked out.  Public Counsel witness Lott recommends that the Commission direct its staff and other interested parties to work with the Company on an allocation system which does not allocate to Washington state resource costs from the Utah Power and Light Company or resources built to serve Utah loads.  Public Counsel witness Black recommends that parties more fully develop and evaluate a “portfolio-based” method, which appears to be similar to a control area allocation method.

Mr. Black’s recommendation that resources be “color coded” by control area, however, is in direct conflict with his testimony where he states:

“In Washington State, a regulated, cost-of-service utility such as PacifiCorp uses an integrated portfolio of electric resources to provide service to its retail electric customers.  Individual resources are not planned, acquired or operated on a separate basis to serve specific retail electric customers.”  Exhibit No.___T(CJB-1T), at 4.

PacifiCorp agrees with Mr. Black that electric resources are not planned, acquired or operated to serve specific retail electric customers, and therefore it is inappropriate to assume that the output from generation resources can be “color-coded.”  If resources are not “color-coded,” then they are “joint facilities.”  As stated in my direct testimony, the Commission’s policy is that “joint facilities” must be allocated to each of the states, as is done in the Revised Protocol.

Q.
What is driving Staff and Public Counsel away from a “rolled-in” method and towards a “color-coded” method of cost allocation?

A.
Staff and Public Counsel believe that recently acquired resources in the Company’s Eastern Control Area have been added solely to meet Utah load growth – in essence, they have “color-coded” the Company’s new resource additions as being used and useful only to meet Utah load and therefore must devise a cost allocation system that assigns these new resources to Utah (or at least not to Washington).  However there is a big distinction between paying a portion of each new system resource, and paying for the cost of Utah’s load growth.  It is possible for Washington to continue to enjoy the benefits of being a part of a large diverse system, pay for a portion of all new system resources, benefit from these new resources, and avoid paying costs associated with Utah’s load growth.  This is exactly what the Revised Protocol does.  In fact, the PacifiCorp Load Growth Report, which was filed with this Commission on October 20, 2005, concludes that Utah is paying 100 to 106 percent of the cost of its load growth under the Revised Protocol.  This report is provided as Exhibit No. ___(GND-12). 

Q.
Did the participants in the Multi-State Process (MSP) study a “color-coded,” control area allocation method?

A.
Yes.  The Hybrid method which I describe in my direct testimony was such a method.  The MSP participants spent months trying to develop a workable control area-based method and were unable to come to any consensus on how it should work.

Q.
What did the MSP participants find about a “color-coded,” control area allocation method?

A.
They found it to be complex and subjective.  To characterize a “color-coded” allocation method to be “simple,” as Staff implies with its “Simplified Control Area Model,” is a misnomer.  While a “rolled-in” approach allocates only costs, a “color-coded” method assigns and allocates both costs and megawatt-hours to each state.  State assignment of megawatt-hours requires development of a method for states to “interchange” power among themselves and to balance hourly energy needs.  This was a major area of controversy among the MSP participants.  Another major area of disagreement was on how to break up a set of “joint facilities” by state.  Even the proponents of the Hybrid method could not agree on how to divide up the existing resources.  But this is only the beginning of the complexities.  Once an allocation method assigns traditional “joint” generation or transmission facilities in a manner that does not use system-wide load-based allocation factors, other difficult issues emerge.  These issues include the allocation or assignment of wholesale revenue credits, third party transmission rights, how to establish fair transfer prices between areas for capacity, energy, or reliability services, what to do when system operations change, or what to do if the Company combines its two control areas into one through the formation of a Regional Transmission Organization (RTO).  Production cost modeling would become nearly impossible and would be different for each state, depending on how much of each generation resource and transmission asset that state was assigned.  This would affect the topology and resources included in the production cost model.  In addition, wholesale market transactions, as well as all other “benefits,” would have to be identified and “color-coded” as well.  As Mr. Buckley points out, as a policy matter, states should receive the benefits from only those resources for which they are paying the costs:

“Finally, a utility may acquire a resource for purposes of expanding its wholesale market transactions.  One state may accept recovery of such costs if it finds the utility was prudent to assume the risks inherent in such a purchase.  Another state, however, may decide it is not prudent for the utility to assume those risks.  Of course, a state making that decision should not reap any benefits the utility may realize from such a resource.” Emphasis added.  Exhibit No.___TC(APB-1TC), at 199-200.


Trying to identify each and every benefit by resource would be an impossible task, since the system is planned and operated as an integrated system and neither costs nor benefits are “color-coded.”  Mr. Taylor describes additional complexities that arise when a “color-coded” allocation method is applied to distribution costs.

Q.
Do you have any other concerns with the Staff and Public Counsel recommendations to study a control area-based allocation method?

A.
Yes.  It was clear from the MSP that other states do not support a “color-coded” allocation method and do not believe that it is cost based.  Mr. Taylor discusses the issue of cost causation in his rebuttal testimony.  However, both Staff and Public Counsel take the position that the Commission need not be concerned as to whether other states agree to a Washington allocation method.

In the Company’s view, however, the Commission should be concerned, because there is value in having an agreed upon inter-jurisdictional cost allocation method among PacifiCorp’s states.  History shows that a lack of agreement will result in less than 100 percent of PacifiCorp’s costs being allocated to its states which, in turn, results in insufficient rates and other potential costs to customers.  One of the goals of the MSP was to gain consensus, which is still an important factor for the Commission to consider.

Q.
What do you recommend with regard to these long-term jurisdictional allocation proposals from Staff and Public Counsel?

A.
I recommend the Commission reject these proposals.  A control area-based allocation method was studied at length by the MSP participants and was found to be unacceptable for the reasons identified above and those found in my direct testimony.

Short-Term Inter-Jurisdictional Cost Allocation Proposals

Q.
Other than the Company’s proposal, what inter-jurisdictional allocation methods have been proposed for implementation in this proceeding?

A.
Public Counsel has not offered an alternative proposal for implementation in this proceeding.  Staff has proposed the “Amended Revised Protocol” method and ICNU has proposed two methods.  The first alternative proposed by ICNU, labeled “Option 1,” is the “Pre-merger ECD” method, and the second proposed alternative, labeled “Option 2,” begins with the Revised Protocol and makes three adjustments and proposes three conditions for acceptance of “Option 2.”  I will address the “Pre-merger ECD” method first, followed by Staff’s proposal and ICNU’s “Option 2.”  (“ECD” refers to the Embedded Cost Differential calculation which is part of the Revised Protocol.)  Mr. Taylor also discusses these options as well as the proposed conditions recommended by ICNU.

Q.
Please describe ICNU’s “Pre-merger ECD” method.

A.
In this proposed method, the former Pacific Power & Light (PP&L) states receive a credit based on the difference in cost between the former PP&L resources and the system average cost.  To the casual observer, this may look like the control area methods described previously, but ICNU proposes to divide on a “divisional” rather than control area basis.

Q.
Is this method reasonable?

A.
No.  Upon close scrutiny, it is one-sided in that it gives the former PP&L jurisdictions credit for former PP&L resources, but it does not give former Utah Power & Light (UP&L) jurisdictions credit for former UP&L resources.  It also double counts the hydro endowment since the same hydro resources that are included in the hydro ECD credit are included in the Pre-merger ECD credit.  ICNU’s witness Mr. Falkenberg recognizes that it amounts to a substantial departure from the Revised Protocol, would likely not be agreed to by eastern states, and would preclude Washington from having a seat on the Standing Committee.  The Company agrees that these are disadvantages to this approach.  For the above stated reasons, the Commission should reject the “Pre-merger ECD” method proposed by ICNU.  

Q.
Please describe Staff’s “Amended Revised Protocol” method.

A.
The Amended Revised Protocol is presented by Staff as a transitional method, to be used only for this case.  While it is advertised as removing east side resources, it doesn’t.  The Amended Revised Protocol removes some or all of the costs of selected east side resources, but retains all of the system benefits that arise from those resources.  The adjustment to short-term power supply contracts is particularly egregious as it removes all of the cost of those resources.  This results in “free” power being included in the power cost study.  Thus, under Staff’s proposal, Washington enjoys all the benefits of these resources without paying any of the associated costs.  This is in direct conflict with Mr. Buckley’s testimony where he says that states should not “reap” the benefits if they don’t pay the costs.  The adjustments made by staff for Currant Creek, Gadsby, West Valley and certain Utah Qualifying Facilities (QFs) all result in cost reductions to those resources with no corresponding reduction in benefits.

Q.
How does Staff justify these cost reductions?

A.
Mr. Braden indicates that Staff had to make an “informed judgment” to set a “cut-off” point beyond which Eastern Control Area resources needed to be excluded as being over-and-above the level of energy supply and cost diversity benefits that exist on a system-wide basis.  It appears that the Staff acknowledges that there are system-wide benefits and has somehow “color-coded” these benefits to match a subset of system resources.  There appears to be no empirical evidence, studies or analyses to support this “color-coding” of system benefits to particular resources, nor is there any evidence presented on what information was used by Staff to make their “informed judgment.”  In addition, Staff concludes that there is insufficient transmission transfer capability to share all system costs, but by taking a share of all system benefits, infers that there is sufficient transmission transfer capability to share all of the benefits.

Q.
Does staff exclude resources as Mr. Braden describes?

A.
No.  As indicated above, no resource has been excluded in the “Amended Revised Protocol.”  All Eastern Control Area resources are included, some at full cost, some at reduced cost, and some for free.  These adjustments are arbitrary, punitive, and are not cost-based.  For example, Staff proposes that three units at the Gadsby generating plant be included at full cost and three units at variable cost only.  In essence, Staff is saying that all Eastern Control Area resources are used and useful, but we don’t want Washington to pay a full share of the costs even though we have not found that the costs are imprudent.  These are baseless adjustments and should not be accepted by the Commission.

Q.
What other adjustments has Staff proposed to the Revised Protocol?

A.
Staff has proposed to adjust Washington’s share of the Mid-Columbia Contracts and the SO factor.  I discuss the Mid-Columbia Contract adjustment below, and Mr. Taylor addresses both of these adjustments in his testimony.

Q.
Please describe the proposed adjustment to Washington’s share of the Mid-Columbia Contracts.

A.
Staff proposes to disregard the contractual language that is used as the basis of the Mid-C factor and chooses to simply adjust Washington’s share of the Mid-Columbia Contracts to a level equivalent to that enjoyed by the state prior to the merger of PP&L and UP&L in 1989.  Staff claims that the electrons from the Mid-Columbia dams can not be “color-coded” to Oregon because there is no dedicated transmission line to carry that amount of power from the dams to Oregon.  At the same time, Staff turns around and proposes to “color-code” the electrons from the Mid-Columbia dams to Oregon, Washington, California and Wyoming without any support that there are dedicated transmission lines to carry the power from the dams to each of these states.  Staff’s argument points out how arbitrary and difficult trying to match specific resources to specific loads would be, even though Staff proposes to do just that in its Amended Revised Protocol and Simplified Control Area approaches.  The Company recommends that this adjustment be rejected.

Q.
Please describe ICNU’s “Option 2”.

A.
“Option 2” starts with the Revised Protocol and makes three adjustments: 1) remove Currant Creek from the test year, 2) includes New QF Contracts in the ECD adjustment used for Existing QF Contracts, and 3) reverse the production factor adjustment in the ECD.  Mr. Wrigley addresses ICNU’s proposal to remove Currant Creek from the test period and Mr. Taylor addresses the proposed adjustment to assign New QF Contracts in the same manner as Existing QF Contracts.  I will address the Production Factor adjustment in the next section of my testimony.  Portions of ICNU’s proposed adjustments to the Production Factor adjustment are discussed in Mr. Widmer’s testimony.  My testimony addresses Mr. Falkenberg’s specific adjustments applicable to a multi-state utility.
Production Factor Adjustment

Q.
What is Mr. Falkenberg proposing regarding multi-state utilities?

A.
He proposes to reject the Production Factor adjustment because he claims it serves to transfer costs from prospective growth in other states to Washington and it is inconsistent with the Revised Protocol.  Although the Revised Protocol protects Washington from Utah load growth, he contends that the studies supporting this conclusion rely on the assumption that costs and allocation factors need to be synchronized.  He also concludes that higher power costs and new plants are built solely to meet Utah load growth.  Based on these claims, he makes three specific adjustments: the first is to reduce net power costs ($9.8 million), the second is to adjust the ECD credit ($0.8 million), and the third is to remove the costs of Currant Creek ($3.2 million).  These three adjustments together represent a $13.8 million reduction to revenue requirement.

Q.
Are increases in net power costs and the addition of new plant solely a result of Utah load growth?

A.
No.  I addressed this in detail in my direct testimony.  In addition to load growth, the loss of existing resources and the need to meet planning reserve requirements cause increases in net power costs and plant additions.  For example, over 800 megawatts of resource capability has been lost in the Western Control Area since 2000.  To conclude these costs are incurred only for load growth simply ignores the facts.

Q.
Does the Production Factor adjustment result in a mismatch between net power costs and resources, on the one hand, and allocation factors on the other?

A.
No.  The Production Factor scales back costs for the rate effective period to historic period quantities, thus synchronizing net power costs with allocation factors.  The Company’s application of the Production Factor adjustment is consistent with the method approved by the Commission.  Mr. Falkenberg’s modification of the Production Factor adjustment, which seems directed at penalizing PacifiCorp for operating in multiple jurisdictions, should be rejected.

Q.
Is Mr. Falkenberg’s Production Factor adjustment calculation reasonable?

A.
No.  To demonstrate the extreme nature of Mr. Falkenberg’s proposed adjustments, the Company applied the rate effective period allocation factors to net power costs included in the Company’s filing.  This would lower Washington allocated net power costs by $2.5 million, not the $9.8 million proposed by Mr. Falkenberg.  Further, the $2.5 million adjustment is probably somewhat excessive, because it is applied after the rate effective period net power costs have been scaled back to the historical period.  This demonstrates the proposed adjustment is substantially overstated and should be rejected for this reason alone. 

Prudence of Resource Acquisitions

Q.
What is Staff’s position on whether or not resources are prudent and used and useful to Washington customers?

A.
Staff proposes that an “affirmative showing” to demonstrate prudence requires the Company to make: 1) a specific showing of need in Washington, 2) a specific showing that the resource can actually serve Washington customers (or that it provides quantifiable benefits in relation to costs), and 3) a specific showing that the resource is the least cost option for Washington.

Q.
Why does Staff say a Washington perspective must be required when determining prudence for PacifiCorp?

A.
Staff says it is needed because of the continued transmission constraints across the Company’s system, the Company’s highly diverse load growth characteristics between control areas, and differences in regulatory environments among the states.  These reasons result in Staff recommending a higher prudence standard than has been applied to the Company in the past, as described in my direct testimony with regard to Colstrip, Dave Johnston, Wyodak and the 1989 merger.  This higher prudence standard appears to be specifically directed at PacifiCorp and once again has the consequence of penalizing the Company for operating in multiple states.

Q.
Does the evidence offered by the Company satisfy this higher prudence standard?

A.
Yes.  This was included in my direct testimony.  I quantify Washington’s needs and show that the Revised Protocol allocates resources to Washington consistent with that need.  I also provide specific evidence on how resources in the Eastern Control Area provide benefits to Washington, and indicate these resources are consistent with the Company’s Integrated Resource Plan (IRP) which identifies the least cost, least risk options for the system, and therefore for Washington.

Q.
What are the primary concerns of parties in this case regarding whether or not resources in the Eastern Control Area are used and useful to load in the Western Control Area?

A.
The most popular focus is on the physical transmission constraints between the control areas.  Mr. Falkenberg, for example, points out that Washington’s allocated share of east side resource costs is approximately 8.5 percent, which exceeds the physical transfer capability from east to west.

Q.
What is the fallacy of this argument?

A.
It is based on the misconception that resources can be “color-coded” to loads and that if the output of a resource can not be physically tracked to a particular state’s customers, then it is not “used and useful” to that state.  Each state PacifiCorp serves is a “full-requirements” customer of the entire PacifiCorp system.  The Company has no way to “color-code” resources to state loads.  Each resource provides benefits to the system in the form of electric energy, reliability and economic value.  When Washington loads vary, for example, resources throughout PacifiCorp’s system are capable of responding to maintain system reliability and capture economic value.  These benefits are modeled in the Company’s GRID model, and are provided to Washington customers through the Revised Protocol.  Making prudence or allocation decisions on physical transmission constraints between control areas is a dangerously narrow criterion.  

Q.
Staff indicates that the Western Control Area, and therefore Washington, does not need any resources until 2012.  Please comment.

A.
This view is based on Staff’s incorrect claim that the Company plans separately for the Western and Eastern Control Areas.  The Company plans on a single, integrated basis, taking advantage of the load diversity across the system.  The Company’s IRP plainly shows that the need for resource additions is based on comparing total Company loads to total Company resources.  Washington loads are included in the total Company loads and therefore contribute to the need for system resources.  If the Company planned by control area, it would acquire resources separately to meet the Western Control Area’s winter peak and the Eastern Control Area’s summer peak.  The Company need not do so, and as a result is able to maintain a resource base that is hundreds of megawatts smaller than if it planned on a control area basis.  Washington customers benefit from getting a system share of a smaller set of resources than would be required if the Company did not plan on an integrated system basis.  Finally, as mentioned above, data was presented on Washington-specific need in my direct testimony, which showed that resources allocated to Washington under the Revised Protocol are consistent with Washington’s need for resources.  Staff’s proposal to exclude costs for new resources is asymmetrical and would result in Washington customers receiving a windfall by not paying for the cost of new resources that are appropriately allocated to Washington.  The proposal is akin to Staff saying that it wants the benefit of an integrated system without Washington customers paying a fair share of the costs.  Taken in its entirety, Staff’s proposal would have other states and shareholders pay the entire cost of maintaining an integrated system so that Washington customers can benefit.

Q.
If the Company plans as a single, integrated Company, why does the IRP show results by control area?

A.
The Company began separate reporting by control area in the IRP in response to a request from Staff.  Staff wanted the Company to perform a Washington-specific least cost plan; however the Company indicated it did not have the capability to create a Washington-only IRP.  Staff asked if the Company could at least format the IRP to display information by control area.  The Company agreed to display information in the IRP document by control area with the express understanding that it did not in any fashion imply the Company plans by control area.  Notwithstanding the circumstances under which this separation was performed, Staff seizes upon this separate reporting as the basis for its mischaracterization of the Company’s IRP process.  In the absence of Staff’s request, the separation by control area in the IRP – found by Staff to be so noteworthy in its analysis – would not even have been performed.

Q.
Please comment on Staff’s claim that the Company has not demonstrated that each of its resource acquisitions is “least cost” for Washington.

A.
As indicated above, the Company does not prepare a least cost plan for Washington, or for any other single state.  The Company plans on a total system basis, which complies with Washington’s rules on Least Cost Planning.  The preferred portfolio that results from the Company’s IRP represents the least cost, least risk set of resources needed to meet system requirements, inclusive of the benefits of integrated operation.  System requirements include Washington loads.  Resource procurement is based on the Action Plan developed in the IRP and is therefore designed to acquire the least cost, least risk resource for the entire system, including Washington.  Staff gives no guidance on what it believes would be required of the Company to make a showing that a resource is least cost for Washington; rather, its position simply is that what the Company has provided is “not good enough.”  Staff’s position that there is an undefined showing the Company must make to determine that a resource is least cost to Washington should be rejected.

Q.
Does this conclude your rebuttal testimony?

A.
Yes.

Rebuttal Testimony of Gregory N. Duvall
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