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Q.
Mr. Widmer, did you previously file testimony in this proceeding?

A.
Yes, I filed direct testimony as part of the Company’s initial filing.
Q.
Please describe the purpose of your rebuttal testimony.

A.
I will discuss the following:

· The net power cost stipulation between the Company and ICNU,

· Mr. Buckley’s proposed hydro deferral adjustment,

·  Production Factor Adjustment issues raised by Mr. Falkenberg,

· The net power cost impact of Mr. Falkenberg’s proposal to remove Currant Creek from the Company’s case, and

· PCAM issues raised by Mr. Falkenberg and Mr. Buckley.

Net Power Cost Stipulation

Q. Please explain the net power cost stipulation.
A. The Company entered a net power cost stipulation with ICNU on system net power costs.  The agreement calls for a reduction in the Company’s filed net power costs by $31.5 million Total Company, prior to application of the Company’s proposed production factor adjustment.  If the Company’s proposed production factor adjustment is adopted, the settlement would be reduced to $29.2 million and the Total Company net power cost in the case would be $801.1 million.  The parties also agree that if the Revised Protocol allocation methodology is not adopted and a methodology is adopted that only assigns western resources to Washington, then the NPC settlement adjustment would be reduced by 50 percent.

Q.
Does the settlement have any implications regarding the adoption of a PCAM?

A.
Yes.  The Parties agree that $5.2 million of the $31.5 million adjustment, or approximately $0.45 million on a Washington-only basis, was related to resolution of issues related to the SMUD and IMC/Kalium contracts.  In the event a PCAM is adopted, conforming adjustments will be made to actual net power costs so long as rates from this proceeding are in effect to reflect the treatment of the SMUD and IMC/Kalium contracts referenced in the stipulation.
Q.
What is the impact of Commission acceptance of the stipulation, given that Staff and Public Counsel did not join in it?

A.
The Commission can accept the stipulation in resolution of net power cost issues.  The stipulation is largely unaffected by Staff’s and Public Counsel’s testimony, since they did not propose Total Company net power cost adjustments in this case (except for Staff witness Mariam’s net power cost offset associated with his temperature normalization adjustment, as discussed in Mr. Wrigley’s testimony).  Rather, Staff and Public Counsel proposed different allocation methodologies for Total Company net power costs.  Therefore, the fact that Staff and Public Counsel did not join the stipulation is not an issue.  The Commission should accept the stipulation as filed.

Hydro Deferral 

Q. Please explain Mr. Buckley’s recommendation regarding recovery of hydro deferrals.
A. Mr. Buckley recommends that the Company should be granted recovery of $2.1 million of the $6.1 million hydro deferral previously calculated by the Company.

Q.
Please explain how Mr. Buckley derived his $2.1 million recommendation.
A.
Mr. Buckley proposes three adjustments to the Company’s hydro deferral methodology.  First, he proposes to eliminate all deferrals related to East side hydro facilities to be consistent with Staff’s proposed allocation methodology.  Second, he proposes a 15 percent band around normalized hydro generation in rates to represent what he claims is the level of hydro variability already included in rates.  Third, he proposes to allocate total Company hydro deferrals to Washington using Staff’s proposed allocation methodology.  Mr. Duvall generically addresses the first and third adjustments in his allocation testimony.
Q. Is the banding approach recommended by Mr. Buckley appropriate?

A. No.  Mr. Buckley claims that his approach is supported by the Settlement Agreement adopted by the Commission in the Company’s last general rate case (Docket No. UE-032065).  The Settlement Agreement reflected a “hydro normalization” adjustment that was derived from a different approach for hydro normalization that Mr. Buckley offered in that case.  In addition to the difference in methods offered by Mr. Buckley in the last case versus this one, Mr. Buckley is aware that adjustments included in settlements do not set a precedent for future ratemaking.  Inclusion of a particular expense in the settlement merely provided a means to arrive at a level of revenue requirement change that both parties were willing to accept.  Further, given the Company’s significant under-recovery of net power costs, the proposed adjustment makes even less sense.
Q. Please explain.

A. For the twelve month period ended September 2005, the Company has incurred approximately $738 million in actual net power costs compared to the $541 million that was authorized in our last Washington case.  In other words, the Company has under-recovered approximately $197 Total Company, or almost $17 million on a Washington-only basis assuming an 8.5 percent allocation.  A substantial amount of this under-recovery is related to the poor hydro conditions experienced during the hydro deferral period. Given the significant net power cost under-recovery the Company is experiencing during the deferral period and the asymmetry of our net power cost exposure of hydro conditions, it is not reasonable to reduce the amount of hydro MWh variability recoverable through the application of Mr. Buckley’s proposed 15 percent band, which has never been adopted for any electric utility in Washington.  Further, as discussed by Mr. Duvall, the elimination of the impact of East side hydro generation and the Staff proposed allocation methodology are not consistent with the Revised Protocol.
Q. Have you updated the Company’s hydro deferral calculation?

A. Yes.  Exhibit No.___(MTW- 9) is an update of the hydro deferral calculation based on actual hydro generation through November 20, 2005 and estimates through December 31, 2005.  Based on that information, the hydro deferral is expected to total approximately $7.5 million through December 31, 2005.  The Company is seeking recovery of this updated amount.

Production Factor Adjustment

Q.
Please explain Mr. Falkenberg’s position on use of the proposed production factor adjustment.
A.
Mr. Falkenberg recommends the Company’s production factor adjustment be adjusted to use actual test period loads because he believes 1) the methodology creates a mismatch between the loads used to compute power costs and the load data used for all other revenues, expenses and allocation factors, 2) the methodology is not technically sound because it calculates the impact of reducing loads to test year levels using the average net power costs, and 3) the Revised Protocol does not provide the protection from costs of growth ascribed to it by the Company when applied in the context of the production factor methodology.  The proposed adjustment would reduce the Company’s proposed net power costs by $113.9 million Total Company or $9.8 million on a Washington-allocated basis under the Revised Protocol.

Q.
Has the Commission previously endorsed the used of the production factor adjustment?

A.
Yes.  The methodology has been used by Puget Sound Energy (PSE) for approximately 20 years.
Q.
Please explain the production factor adjustment methodology.

A.
The methodology proforms net power costs through the rate-effective period, and then scales back the proformed net power costs to the historical test period by applying the ratio of historical net system loads to the rate-effective period net system loads.  The purpose of the adjustment is to capture in the historical test period the incremental cost increases that will occur in the rate-effective period.

Q.
Do you agree with Mr. Falkenberg’s proposed adjustment?

A.
No.  Mr. Falkenberg’s criticism of the Company’s production factor adjustment is off-point because the Company is aligning its case with Commission precedent and the methodology was applied correctly.  Therefore, it should not be necessary for the Company to justify its use of production factor methodology.

Q.
Did Staff or Public Counsel contest the net power cost portion of the Company’s production factor adjustment?
A.
No.  Both parties understand that the production factor adjustment methodology was applied consistent with the Commission-adopted methodology.

Q.
How do you respond to Mr. Falkenberg’s suggestion that the Company’s reliance on a Commission-adopted methodology is misplaced because the method produces a smaller adjustment for PSE than the Company proposes?

A.
The relative magnitude of the adjustment from one utility to another is irrelevant.  The Commission did not place limits on the impact of the adopted methodology.

Q.
Should it matter that the Company has not previously used the production factor adjustment?
A.
No.  Once again, the Company’s adoption of the production factor adjustment merely aligns our practices with Commission precedent.  The fact that it has not been used in any of the Company’s previous Washington filings should have no bearing whatsoever on this case.  Further, it should not matter that the methodology is not used in PacifiCorp’s other jurisdictions.  The six commissions commonly that regulate PacifiCorp follow different policies and practices in their regulation of electric utilities, and it is generally in the Company’s interest to align its ratemaking practices, where possible, with the preferred approach followed by each state’s commission.  

Q.
Should the Company’s production factor adjustment be revised in the manner suggested by Mr. Falkenberg?

A.
No.  If the Commission agrees that there is a mismatch, then the more appropriate course is to modify the production factor adjustment so it is applicable to a multi-state utility.  That modification, if required, should be done to address the perceived problem raised by Mr. Falkenberg:  namely that allocation factors should be synchronized with net power costs.  Mr. Duvall addresses the impact of this.

Currant Creek

Q.
Please explain Mr. Falkenberg’s proposed Currant Creek adjustment.

A.
Mr. Falkenberg proposes to completely remove Currant Creek from the test period.  The proposed adjustment affects net power costs along with other revenue requirement impacts.  The proposed adjustment would reduce the total Company revenue requirement by $31.5 million.
Q. Does the Company agree with the proposed adjustment?

A.
No.  As discussed in Mr. Wrigley’s and Mr. Duvall’s testimony, the Company does not believe the overall proposed adjustment is appropriate.
Q.
If the Commission decided to adopt the proposed adjustment, are there any corrections that should be made to Mr. Falkenberg’s proposed adjustment?

A.
Yes.  Natural gas sales were not adjusted to remove gas hedged for Currant Creek.  The impact of removing those sales would reduce Mr. Falkenberg’s proposed adjustment by $21.3 million total Company. 

PCAM

Q.
Please explain Mr. Falkenberg’s recommendation on the Company’s proposed PCAM.

A.
Mr. Falkenberg’s primary recommendation is to reject the proposed PCAM for a variety of reasons, some of which I will rebut in my following testimony.  Policy issues will be rebutted by Ms. Omohundro and allocation issues will be addressed by Mr. Duvall.  In addition, Public Counsel witness Black raises PCAM-related issues that will be addressed by Mr. Tallman.

Q.
Is Mr. Falkenberg correct in his conclusion that the Company has not demonstrated the need for a PCAM?

A.
No.  His conclusion is simply wrong because he ignores the facts.  Exhibit No.___(MTW-4) of my direct filed testimony demonstrates that net power cost recovery has been substantially asymmetric in the favor of customers from 2000-2004.  It should also be noted that the trend continues through 2005, as actual net power costs for the twelve month period ending September 2005 are running approximately $197 million higher than the Total Company level included in Washington rates.  Since 1999, the Company’s cumulative under-recovery totals approximately $1.9 billion on a Total Company basis.  Assuming roughly an 8.5 percent Washington allocation factor over this period, our Washington under recovery has totaled $158 million.  Based on the Company’s requested revenue requirement, this under-recovery is equivalent to Washington customers receiving free energy for over seven months of one year.  This clearly demonstrates a problem that needs to be fixed.  If this problem is not fixed, the Company will not have a reasonable opportunity to recover costs prudently incurred on behalf of customers and earn the rate of return authorized by the Commission.

Q.
Do you have any comments on Mr. Falkenberg’s criticism of your statement that there is an asymmetric risk of power cost variation because while cost increases are theoretically unlimited, cost decreases can decline only to zero?

A.
Yes.  Mr. Falkenberg has mischaracterized my testimony.  The point of my testimony is to identify the range in which net power costs can vary and to show that the bounds are asymmetric in favor of customers.  The asymmetry is factually demonstrated in Exhibit No.___(MTW-4). 
Q.
Is part of the Company’s problem with under-recovery of net power costs that it continually underestimates net power costs?

A.
No.  The problem lies with the current Washington regulatory structure for the Company, which sets rates based on normalized net power costs.  Setting rates based on normalized conditions, without any kind of true-up mechanism for volatility, does not address the asymmetric recovery risk faced by the Company.

Q.
Mr. Falkenberg states a PCAM might shield the Company to such an extent that it would not develop long-term solutions to dependence on the wholesale market.  Is dependence on the wholesale market unique to the Company and grounds for precluding approval of a PCAM?

A.
No.  It is common practice for generating utilities to depend on the wholesale market to balance their systems, whether they are long or short.  Mr. Falkenberg’s argument does not provide a reasonable basis for denying the Company’s application because the majority of investor owned utilities in the WECC have a PCAM and all have a dependence on the wholesale market.
Q.
Would low reliance on wholesale markets argue against the need for a PCAM?
A.
No.  For calendar year 2004, the Company’s net short-term firm transactions totaled only 0.2 million MWh out of a total resource requirement of 80.9 million MWh.  Despite this low reliance on the wholesale market, the Company under-recovered approximately $254 million Total Company based on Washington-authorized net power costs.

Q.
Mr. Falkenberg argues that Exhibit No.___(MTW-4) is not relevant to this case because it shows net power cost exposure for Oregon from 1990 to 2000.  Is his argument well founded?

A.
No.  Oregon data was used in the absence of rate activity in Washington during the 1990s.  The fact that the Company filed only one Washington general case in the 1990s emphasizes the Company’s point that net power cost recovery was not a problem during this period, and that it only became a problem starting in 2000.  Even if one were to conclude that the Oregon information from 1990 to 1999 should not be used, the Washington information for 2000-2005 demonstrates that the Company has a significant net power cost recovery problem.

Q.
Does Mr. Buckley have any legitimate criticisms in his critique of the evidence offered by the Company to support its request for a PCAM?

A.
No.  The arguments provide little support for his position and do not provide a sound basis for rejecting the Company’s PCAM proposal.  I will address these criticisms in order.

Q.
Should the Commission ignore the data shown in Exhibit No.___(MTW-4), as Mr. Buckley suggests?

A.
No.  Mr. Buckley’s criticism of using data during the Western energy crisis is ill-founded, because market manipulation was but a single contributing factor to the impacts suffered by the Company during the Western energy crisis.  Among other things, the region experienced the second worst water year on record, and the Company also experienced a catastrophic outage at its low-cost Hunter 1 coal generation facility.  Even without the energy crisis, the Company would still have experienced a significant under-recovery of net power costs.  So the data from the energy crisis cannot simply be discarded.  Further, the trend of under-recovery continues.  For the twelve month period ended September 2005, excess net power costs are approximately $197 million.  As demonstrated above, there is a significant recovery exposure problem that is not being addressed through current regulation.
Q.
Is Mr. Buckley’s argument that the Company’s participation in the wholesale market exposes the Company to higher net power costs a valid argument?

A.
No.  The suggestion that the Company’s involvement in the wholesale market exposes the Company to higher net power costs is without merit.  No party has suggested, for example, that the Company’s participation in the wholesale market has been imprudent.  In fact, participation in the wholesale market is necessary to optimize any utility system because resources do not perfectly match loads, loads are volatile due to weather and economic factors, hydro resources are dependent upon precipitation and snow pack, thermal resources have forced outages and must be taken offline for maintenance, etc.  Further, as explained above, the Company’s net participation in the wholesale market has been limited.

Q.
Is market price volatility a thing of the past, as Mr. Buckley states?

A.
Of course not.  Market price volatility is not related solely to the energy crisis and it is not a thing of the past.  Recently, wholesale market prices for electricity have ranged from $50 per MWh to $110 per MWh and natural gas prices have ranged from $6 to $11 MMbtu.  Volatility of market prices continues to be an ongoing problem.

Q.
Do you agree with Mr. Falkenberg’s contention that a PCAM discourages efficiency?

A.
No.  Generating unit efficiency and unit availability are closely linked.  The Company emphasizes maintaining high availability because market prices are generally higher than production cost.  The Company also emphasizes maximizing thermal efficiency given unit load and equipment condition.  In general, good thermal efficiency contributes to high availability.  Optimizing thermal efficiency is integral to maintaining high availability and would not be discouraged by a PCAM.

Q.
Does the excerpt from the heat rate initiative used in Exhibit No.___(RJF-8) provide evidence that a pass-through account discourages efficiency?

A.
No.  The heat rate initiative described in the exhibit was initiated in the middle of 1999 by Company personnel to determine a standard software package for real-time monitoring of thermal unit performance.  At that time, the Company had two competing software packages installed at two of its plants and personnel identified the need to adopt a common software package for all plants.  The three slides in the exhibit simply state the conditions and objectives that existed as the heat rate initiative was implemented.  Stated simply, the Company emphasizes maximizing plant availability.  The Company then expects plant personnel to operate each unit in a manner that produces the best heat rates given the required load and equipment condition.  The objective is first to minimize the purchase of high cost outside resources and, second, to minimize fuel costs, which ultimately results in lower net power costs.  The technical paper in Exhibit No.___(RJF-8)  is evidence of the Company’s attention to thermal efficiency at the same time an emphasis is maintained on maximizing generation output.

Q.
Do the regulatory complexity and accounting concerns raised by Mr. Falkenberg and Mr. Buckley provide a valid reason for not adopting the Company’s proposed PCAM?

A.
No.  Complexity does not provide sufficient justification to reject appropriate regulation, nor does the amount of work involved in that regulation.  The Company should not be penalized for any complexities arising from its status as a multi-state utility.

Q.
Is an audit process appropriate?

A.
Yes.  My direct filed testimony discussed a proposed prudence review that would determine whether costs deferred are recoverable from customers.  It has always been the Company’s intent that the prudence review would be used to address potential accounting and recovery issues that may arise.  This process should be very similar to the process used for both PSE and Avista, and therefore it should not be an issue.

Q. 
Would it be reasonable to require the Company to adopt a “Fuel Rule” and a set of Minimum Filing Requirements (MFR) even though they are not required of either PSE or Avista?

A.
No.  There is no justification for Mr. Falkenberg’s recommendation to treat the Company differently than PSE or Avista.  Since a “Fuel Rule” and a MFR are not required of either PSE or Avista, they should not be required of the Company.

Q.
Do you agree with Mr. Falkenberg and Mr. Buckley that a PCAM proposal without a deadband is problematic?

A. No.  It is not uncommon to have PCAMs without deadbands.  As shown on Exhibit No.___(MTW-10), 76 electric utilities across the country have PCAMs without deadbands.  The commissions in all of these states apparently concluded that PCAMS without deadbands are reasonable.  So, the suggestion that PCAMs without deadbands are bad and that the proposed sharing bands place too much cost responsibility on customers is not a universal conclusion.

Q.
Mr. Falkenberg states that the PSE mechanism is dramatically different than the PCAM proposed by the Company.  Do you have any comments?
A.
Yes.  The Company’s proposed PCAM and the PSE mechanism demonstrates an are different, but Mr. Falkenberg failed to note the critical fact that PSE’s power cost adjustment mechanism has a four-year cap of plus or minus $40 million.  Once the cap is met, 99 percent of cost increases above the cap or cost decreases below the cap are recovered by the Company or returned to customers.  Another way of looking at the cap is that there is, on average, a $10 million cap per year.  This is very important because it limits shareholder exposure relative to the annual deadband and sharing band impacts.
Q.
Assuming that the Company had either a mechanism similar to PSE’s or the Company’s proposed PCAM in place since 1999, which mechanism would have assigned a greater share of the excess net power costs to shareholders?

A.
The Company’s proposed PCAM would have assigned much more of the excess net power costs to shareholders.  It is because the Company’s net power cost exposure over the last five years has been so substantial that this is true.

Q.
Is Mr. Falkenberg correct when he asserts that the Company did not provide a specific definition of net power costs that would be covered by the proposed PCAM?

A.
No.  The net power costs includable in the Company’s PCAM are defined on pages 33 and 34 of my direct testimony.
Q.
Should the Commission adopt Mr. Falkenberg’s proposal to limit eligible net power costs?

A.
 No.  Exclusion of all the types of costs recommended would not be consistent with the approaches adopted for PSE and Avista.  The Company should be treated no differently.
Q.
Is there another reason that all net power costs should be includable in a PCAM? 

A.
Yes.  As explained in my direct testimony, all elements of net power costs are inter-related and should be included in the calculation to avoid the potential problem of a mismatch of costs.  For example, if thermal generation is lower than expected due to an extended major outage at a unit, the Company would likely incur additional purchased power expense and less fuel expense.  Based on Mr. Falkenberg’s recommendation to include only some net power costs in a PCAM, the Company would likely recover more costs than it was incurring because it would continue to recover its normal level of fuel expense, even though it was actually incurring less, and would recover the higher level of purchased power expense due to lower coal generation.  Of course, an adjustment could be made to reduce the fuel expense, but many adjustments could be required and this would only add an unnecessary burden to the process.  Further, the exclusion of some net power cost components may create perverse incentives, and could penalize a utility for operating its system prudently.  
Q.
Please explain.

A.
As long as all net power cost components are recoverable through a PCAM, there are no perverse incentives; all options available to the Company would be recoverable.  However, once certain costs are excluded, perverse incentives appear.  For example, if a utility were in a situation that required it to cover a short position, it may have different alternatives for covering that short position.  The utility could have an opportunity to enter a more economic long-term purchase agreement or to purchase more expensive shorter-term energy.  If longer term agreements are not considered to be volatile and therefore not recoverable through a PCAM, a utility would have an incentive to enter the more expensive short term transaction because it would be recoverable.  The only way to avoid perverse incentives is to put all net power costs on a level playing field by making them all recoverable through a PCAM.  In the end, the simplest and best method of ensuring a proper matching of costs is to include all net power cost components.

Q.
Does this complete your rebuttal testimony?

A.
Yes.
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