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I. OVERVIEW OF THE INITIAL BRIEFS

In its Initial Brief to theWashingtonUtilities andTransportationCommission(the

“Commission”),PacifiCorp(or the“Company”) notedthemarkeddisconnectin this proceeding

betweenvariousrateadjustmentproposalsandeconomicreality. Theinitial briefsofthe

Commission’sStaff(“Staff’), PublicCounsel,andtheIndustrialCustomersofNorthwest

Utilities (“ICNU”) confirmedthis flight from reality.

2. In this proceeding,theCommissionfacesthequestionof theappropriatelevelof ratesfor

autility whoseearnedreturnon equity(“ROE”) from Washingtonoperationshasdeclinedto 3.5

percent. Exh. No. 1-T at 2:2-3 (MacRitchie);Exh. No. 191-Tat 2:5-11 (Wrigley). The

Commissionalsofacesthequestionoftheproperresponseto Washington-allocatedpowercost

shortfallsin recentyearsthat areequivalentto PacifiCorp’sproviding its Washingtoncustomers

with freeelectricityfor a seven-monthperiod. Exh. No. 398-Tat 8:19 — 9:1 (Widmer). These

questionsareraisedin thecontextof aneedfor PacifiCorpto improveits financialconditionso

asto supportcapitalexpenditurerequirementsthatwill exceed$1 billion peryearby FY 2006.

Exh. No. 1-T at 12:1-4(MacRitchie).

3. And what arethemeasuredresponsesof StaffandIntervenorsto theseconditions?Staff

recommendedthat theCompany’sratesbereducedby 4.7 percent($10.4million). StaffInitial

Br. at 1. ICN’U recommendedthattheCompany’sratesbe reducedby $13.7million. ICN’U

Initial Br. at 4. Eachof Staff, ICNU, andPublicCounselrecommendedcontinuingPacifiCorp’s

positionas theonly Washingtonelectricutility without apowercostadjustmentmechanism

(“PCAM”), therebycontinuingtheCompany’sdisproportionateexposureto massivepowercost

lossesin providingWashingtonutility service. StaffInitial Br. at 27-30;ICNU Initial Br. at 21-

26; PublicCounselInitial Br. at 43-51. Thesepositionsdo notreflectreasonedandbalanced

analyses;theyinsteadconstitutearatedisallowancefeedingfrenzy.

4. PacifiCorpseeksonly fair andbalancedregulatorytreatment. It explainsbelowwhy the

disallowancesadvocatedby Staff, PublicCounselandICNTJ areneitherfair norbalanced.

Portlnd3-1543229.10020011-00170



II. ARGUMENT

A. The Commission Should Join PacifiCorp’s Other Regulatory Jurisdictions in

Adopting the RevisedProtocol.

5. In its Initial Brief, PacifiCorp demonstratedwhy it is in thepublic interestfor the

Companyto achieveauniformsystemof inter-jurisdictionalallocations.PacifiCorpInitial Br.

at 4-5. TheCompanyfurtherdemonstratedthat theRevisedProtocolis reasonable,consistent

with Commissionprecedent,andbeneficialto its Washingtoncustomers.PacifiCorpInitial Br.

at 6-12.

6. StaffsandPublic Counsel’sbriefs accuratelyobservedthat transmissionconstraintslimit

theCompany’sability to transmitpowerbetweenits EasternandWesterncontrolareas.Staff

Initial Br. at4-6; PublicCounselInitial Br. at 33-37. TheCompanyhad acknowledgedthese

limitations in its direct testimony. Exh. No. 331-T at 3:21 (Duvall).’ StaffandPublicCounsel

assertedthatbecauseof theseoperationallimitations, theCommissionshouldnot adoptan

allocationmethodthat reflectsthecostsof operatingPacifiCorp’sentiresystem. Therecordin

this proceedingdemonstratesthat StaffandPublicCounsel’sconclusionis misplacedfor a

numberof reasons:

(a) Transmissionconstraintsarefacedby all utility systems,yetthereis no

precedentnationally for adoptinganythingotherthana“single-utility” approachto cost

allocations. Tr. 687:17(Duvall); 942:2-3(Blackmon);733:18-23(Taylor); 970:11-14

(Buckley).

(b) Transfercapacityis but oneconsiderationin evaluatingwhetherautility

systemis integrated.TherearemanyotherwaysthatPacifiCorp’sintegratedsystem

providesbenefitsto all of its customers.Tr. 664-65(Duvall).

However,contraryto PublicCounsel’sbrief, Mr. Duvall testifiedthat, notwithstanding

transmissionconstraints,PacifiCorp’ssystemis dispatchedasasinglesystemfrom a single
location. Exh. No. 331-Tat 4:6-7 (Duvall); seePublicCounselInitial Br. at 33-34.
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(c) For decades(andprecedingthePacificPower/UtahPowermerger)the

Companyoperatedtwo controlareaswith loadandgenerationin MontanaandWyoming.

This wasneverviewedby theCommissionas abasisfor allocatingcostson otherthana

single-systembasis. Tr. 734:4-14(Taylor).

(d) EvenDr. Blackmontestifiedthat autility neednot trackgenerationfrom

individual plantsto loadin orderto justify costrecovery. Tr. 941:9-10(Blackmon).

(e) Trackingenergyfrom individual plantsto loadwould produceabsurd

results. For example,it would suggestthat theCompany’sLewis River hydro-electric

facilities bedeemednot to be servingits Washingtoncustomers,becausetheCompany

doesnothavetransmissionrights betweenthosefacilities andits Washingtonservice

territory. Tr. 406:11-13(MacRitchie).

7. StaffandPublicCounselaccuratelyobservedthat in recentyearstheCompanyhas

(i) experiencedhigherloadgrowthin Utah and(ii) constructedsubstantialnew generationin

Utah. Basedon theseobservations,StaffandPublicCounselwouldhavetheCommission

concludethat (i) the Company’sUtahcustomersaresomehow“causing”theneedfor new

resourcesand(ii) Washingtoncustomersarebeingunfairlyburdenedwith thecostofthesenew

resourcesundertheRevisedProtocol. StaffInitial Br. at 14-19;PublicCounselInitial Br. at31-

32.

8. Again, theseconclusionsaremisplaced.PacifiCorpacquiresnewresourcesthatwill

minimize costsandrisksfor all ofthecustomersservedby its integratedsystem. Public

Counsel’sownwitnessassertsthat “individual resourcesarenotplaimed,acquiredor operated

on a separatebasisto servespecificretail electriccustomers.”Exh. No. 471-T at4:19-20

(Black). Therefore,it is inappropriateto concludethatany customeror groupofcustomersis

“causing”PacifiCorpto constructor acquiretheoutputofnewgeneration.UnderStaffand

PublicCounsel’slogic, aretiredcustomerwith stableconsumptionor acustomerin Yakima,as

opposedto faster-growingWalla Walla, couldsimilarly claimthatheor sheis not “causing”new

Port1nd3-~543229.10020011-00170 3



plantsto be acquired. Tr. 978-81 (Buckley). It is neithersensiblenor fair to claimthebenefits

ofbeingservedby anintegratedsystem,while trying to escapepayinga shareof its costs.

9. Furthermore,while StaffandPublicCounselaccuratelyobservedthatundertheRevised

Protocol,Washingtoncustomerspayashareof thecostof all newresources,theyneglectedto

acknowledgethatundertheRevisedProtocol,asUtah loadsgrow,Utahcustomerspayalarger

shareofthecostsofexistingresourcesandsystemoverheads.2StaffInitial Br. at6; Public

CounselInitial Br. at 3 1-32. CompanystudiesdemonstratethatundertheRevisedProtocol,

revenuerequirementincreasesin faster-growingstatesarisingfrom supportingalargershareof

existingplantand overheadcostsaresufficientto supportthecostof newresourceadditions.

Exh. No. 371-T at 18:11-16(Duvall).

10. StaffandPublicCounselarguedthat acostallocationprocessshouldreflectprinciplesof

costcausation.StaffInitial Br. at 7; PublicCounselInitial Br. at 29. TheCompanyagreeswith

thisproposition,although(alongwith Mr. Lott) it believesthat othergoals(suchaseconomic

efficiency)alsoneedto beaccountedfor. Exh. No. 461-Tat 18:22-24(Lott). Mr. Buckleyis

aloneamongthewitnessesin this casein refusingto acknowledgethat“cost causation”is a

subjectiveconceptandthat acostallocationmethodfor PacifiCorpcouldhavebeenestablished

15 yearsagoif everyonewasas certainasMr. Buckleyis aboutwhat theprinciplesofcost

causationrequire.3 BecauseMr. Buckleyis in uniquepossessionof this insight, Staffwas ableto

arguein its Initial Brief that whattheCompanyshouldhavedoneis simplyprepareda“cost

causationstudy” andproposedan allocationmethodbasedon thatstudy. StaffInitial Br. at 8.

2 For example,PublicCounsel’sInitial Briefstates(atpage32): “Under theRevised

Protocol,all statesand divisionsareallocateda shareof newresources,newandold equally,
without considerationof thegrowthwhichrequiredtheadditionof thenewresources.”

~While it is truethat Mr. Buckleyhasneverleft thecostcausationbandwagon,hehas
alsoneverpresenteda costcausationstudy, describedhow acostcausationstudyshouldbe
done,orproposeda specificallocationmethod.

Portlnd3-1543229.10020011-00170 4



11. Mr. Taylor testifiedthatthe Companydoesnotknow how to performsucha“cost

causationstudy,”becausethereis no agreementon what it shouldentail. Tr. 732:22-733:4

(Taylor). Instead,alongwith otherMulti-StateProcess(“MSP”) participants,theCompany

developedan allocationmethodthatappearedto be reasonablyconsistentwith anumberofgoals

that theMSP participantshadestablishedfor themselves.TheCompanythenconducted

numerousstudiesto determinetheproposal’srateimpacton customersin variousstatesand

whethertheproposedmethodwould reasonablyprotectcustomersfrom variousrisks suchas

changedwholesalemarketconditionsandload loss. StaffsbriefroundlycriticizedtheCompany

for this analyticalapproachasbeing“resultsoriented.” StaffInitial Br. at 9-10. However,it

seemsverynaïveto suggestthatan allocationmethodcouldorshouldbepresentedto the

Commissionfor approvalwithout an analysisof customerrateimpactandcustomerrisk.

12. Staffsbrief accuratelyobservedthat atthetime ofthePacificPower/UtahPowermerger,

theCommissionwasconcernedaboutwhetherthemergerofarelatively low-costsystemwith a

relativelyhigh-costsystemwouldhaveadverseimpactson thelow-coststatesthat would

outweighexpectedmergerbenefitsarisingfrom operatingefficiencies. Staff Initial Br. at2-3.

Ultimately,theCommissionapprovedthemerger,believingthatbenefitswould be derivedfrom

it andthat allocationissuescouldberesolvedon an equitablebasis.4Theseconclusionshave

provento be correct. PacifiCorp’sWashingtoncustomershavesubstantiallybenefitedfrom the

Company’slargeanddiversesystemandhaveenjoyedexcellentratestabilitycomparedto

customersservedby otherWashingtonutilities. Exh.Nos.764, 765 (StaffandPacifiCorp

~As observedby PublicCounsel,theCommissionwasespeciallyconcernedthat
Washingtoncustomerscontinueto enjoythebenefitsofPacific Power’slow-costhydro-electric
resourcesthroughsomesortofpermanent“entitlement”payment. Mr. Lott acknowledgedthat
theRevisedProtocolprovidesfor suchan entitlementthat is not only permanent,butwill also
increasein valueovertime. Tr. 857:4(Lott). While PublicCounsel’sInitial Brief avoided
repeatingsomeof Mr. Lott’s wilder claims regardingtheCommission’sintentions,it
incorporatedhis misquotationfrom themergerorder, suggestingthatnewresourceadditions
shouldbemadeconsistentwith Pacific Power’sleast-costplan. SeePublicCounselInitial Br.
at 28;PacifiCorpInitial Br. at 12-13.
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Responsesto BenchRequest25). No partyto theseproceedingsseemsto denythat thishas

occurred.But now, 16 yearslater,StaffandPublicCounselwishto turntheirbackson at least

thecostsofparticipatingin an integratedsystem.5

13. No partyhasprovideda viablealternativeto theRevisedProtocol. Forpurposesof this

case,Staffsbriefproposedits “AmendedRevisedProtocol.” StaffInitial Br. at 25-27. In its

Initial Brief, PacifiCorpdescribedtheanalyticalshortcomingsof this proposal,whichwould

afford Washingtoncustomersthebenefitsbutnot thecostsof variousnewresources.Id. at26.

Staffsbrief respondedto theseconcernsby statingthatits proposal(i) only excludedfixed costs

oftheresourcesand(ii) waspresentedmerelyasa“compromiseposition” anyway. Staffsbrief

suggestedthat on a longer-termbasis,Stafffavorsa“Simplified ControlAreaApproach.” Id. at

24-25. Staffsbriefprovidedno explanationasto how this approachwould resolveMr.

Buckley’s“cost causation”issues,asfasterloadgrowthin Oregonor Californiawould giverise

to thesameconcernspresentedin this casewith respectto theRevisedProtocol.It is alsonot

clearhowtheSimplified ControlAreaApproachwould furtherMr. Buckley’swish that it be

demonstratedthat everynewresourceadditionbe cost-effectivefrom aWashington-only

perspective.6Finally, asobservedin PacifiCorp’sInitial Brief, after 16 years,ahalf-page

descriptionofapotentialallocationmethodis a far cry from somethingthatis eitherviableor

acceptableto other states.Also, asindicatedin theCompany’sInitial Brief, Public Counsel’s

proposed“two-portfolio” methoddoesnot accountfor any ofthe issuesthatcausedtheMSP

~StaffandPublicCounselappearto bepersuadedthatbecausetheeconomyin the
Company’sWashingtonserviceterritory is “moribund” (seeStaffInitial Br. at4 11.11),theneed
for newPacifiCorpsystemresourcesdoesnot concernthem. However,theCompanytestified
thatbecauseof loadgrowthandexistingcontractexpiration,Washingtoncustomerswill require
300megawattsofnewresources.Exh. No. 331-T at 38:14(Duvall). Additionally, this new
foundisolationismignoresthe lossof systemdiversityand attendantheightenedrisks to
Washingtoncustomersfrom acontrolareaapproach.Exh. No. 331-Tat 14-16(Duvall).

6 Public Counselhasnow apparentlycometo supportStaffsview that least-cost

planningfor a multistateutility needsto bedoneon astate-by-statebasis. PublicCounselInitial
Br. at37. This suggestionis unprecedentedin Washingtonregulatoryhistoryandis hardto
reconcilewith eventhename“IntegratedLeast-CostPlanning.”
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participantsto rejecta separatecontrolareaapproach,andICNU’s proposalis both analytically

flawedandcertainlyunacceptableto otherstates. PacifiCorpInitial Br. at 14.

14. Staffs,Public Counsel’s,andICNU’s briefs all objectedto theRevisedProtocol’s

treatmentof Mid-ColumbiaContractsandQualifying Facility (“QF”) contracts.StaffInitial Br.

at 19-21; PublicCounselInitial Br. at 30-31;ICN1J Initial Br. at 13-16. Noneoftheseparties

acknowledgedthat on both counts,Washingtoncustomerswill bebetteroff undertheRevised

ProtocolthantheyareundertheModified Accord Methodpresentlyusedby theCompanyin

Washington.Tr. 682:22(Duvall);Exh. No. 371-T at 19:1-2(Taylor).

B. The CommissionShould Approve PacifiCorp’s Proposed Power CostAdjustment

Mechanism.

15. In its Initial Brief, PacifiCorpdescribedhowits proposedPCAM wouldwork andwhy it

is necessaryto affordtheCompanyareasonableopportunityto earnits allowedrateofreturn.

PacifiCorpInitial Br. at 15-19.

16. Staffsbrief arguedthattheCompanydoesnotrequireaPCAM, becausethevariability

in wholesalemarketpriceshaslessenedsincetheWesternenergycrisis of 2000-01. StaffInitial

Br. at27-28. This positionis contraryto evidencethatthereis still substantialmarketprice

variability andthat in any event,short-termmarketpricesaccountfor asmall portionofthe

Company’stotal netpowercosts. Exh.No. 398-Tat 10:6-10(Widmer). Notwithstandingthe

suggestionthatthecrisis hassomehowpassed,theCompanyincurred$197million of

unrecoverednetpowercostsin theyearendedSeptember30, 2005. Exh. No. 398-Tat8:18

(Widmer).

17. Staffs,PublicCounsel’s,andICNTJ’s briefs all suggestedthat only certainelementsof

total netpowercostsshouldbe includedin thePCAM. Staffsbriefwould excludecostsit

associateswith theCompany’sEasterncontrolarea,PublicCounsel’sbriefwould excludeitems

it deemsnot “truly beyondtheCompany’scontrol” andcostsunderlong-termcontracts,and

ICNU’s brief would excludecoststhat arenot “volatile, significant,orbeyondtheCompany’s
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control.”7 StaffInitial Br. at28-29; PublicCounselInitial Br. at 45-47;ICNTJInitial Br. at 26.

PacifiCorpcontinuesto believethat all elementsof netpowercostsareinterrelatedandthat all

shouldbereflectedin aPCAM. Exh. No. 398-Tat 15-16 (Widmer).

C. The Company Should Be Permitted to Recoverthe Full Amount of Its Hydro-

Electric CostDeferral.

18. In its Initial Brief theCompanydemonstratedthat Staffsadjustmentsto its hydro-referral

cost deferralwereunreasonable.PacifiCorpInitial Br. at 19.

19. Staffsbrief suggestedthat,“upon reflection,” Mr. Buckley’sacknowledgmentthat his

adjustmentreflecteddouble-countingwaserroneous.It thenprovidedfurtherexplanationthatis

neithercomprehensiblenorbasedon anythingin therecord. StaffInitial Br. at3 1-32. This

portionof StaffsInitial Brief shouldthereforebe disregarded.

D. The CommissionShould Reject Unreasonableand Unsupported Adjustments to
PacifiCorp’s Revenuesand Expenses,Unrelated to the RevisedProtocol, That Are
Proposedby Staff and Intervenors.

1. ProposedAdjustments to PacifiCorp’s Wageand Benefit ExpensesShould
BeRejected.

20. In its Initial Brief, PacifiCorpaddressedvariousreductionsproposedby Staffand

Intervenorsto theCompany’spro formaadjustmentsto incentivepay,medicalinsurance,and

pensionand otherpost-retirementexpenses.PacifiCorpexplainedwhy adoptionof theproposed

reductionswouldpreventtheCompanyfrom recoveringits prudentlyincurredcostsof serving

Washingtonretail customers.PacifiCorpInitial Br. at 19-22.

21. StaffsandIntervenors’briefs challengedPacifiCorp’swageandbenefitexpensesin five

areas:(1) treatmentoftheCompany’sAnnual IncentivePlan,(2) treatmentoftheCompany’s

PerformanceUnit Plan,(3) theappropriatediscountrateto be usedto calculatepensionandother

retirementbenefitexpenses,(4) theamountofthe IBEW Local 57 pensionexpense,and(5) the

~Curiously,while PublicCounselwould excludecoststhat aresubjectto theCompany’s
controlandcostsunderlong-termcontracts,it proposesto includetransmissioncosts,including
long-termtransmissioncontractsandratebaseitems. PublicCounselInitial Br. at 45.
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amountoftheCompany’smedicalinsuranceexpenses.In eacharea,proposedadjustments

reflectedfundamentalmisunderstandingsby Staff, PublicCounsel,andICNU; all ofthe

Company’sexpensesin theseareasareknownandmeasurable,prudentlyincurred,andshould

be recoverable.

22. Annual IncentivePlan(“AlP”). PacifiCorpcarefullydesignedtheAlP to meetthe

Commission’srequirementthat, aswordedin StaffsInitial Briefat 59, targets“mustbe tied to

service-orientedgoals,notjust financialgoals.” SeeUtilities & Transp.Comm‘n v. PugetSound

Energy,Inc., DocketNos.UE-040641et al., OrderNo. 6 at55 (Feb.18, 2005). TheCompany

believesthat it correctlyinterpretsthis rule to meanthat targetsbasedon earningsaredisfavored,

but thatcost-containmentgoalsdo not fall underthis rubric becausecostcontainmentbenefits

ratepayers.

23. Staffsbriefcontendedthat 15 percentoftheAlP shouldbedisallowedbecausethat

amountis tied to financialgoals. StaffInitial Br. at 58. This figure comesfrom Staffwitness

ThomasE. Schooley’sinterpretationthatthe“financial objectives”listed in the AlP scorecard

referto earningstargets. Exh. No. 631-Tat 15:14— 19:2 (Schooley);Exh. No. 273 (Wilson)

(scorecard).In fact, the financialobjectivesarenot tied to earnings,butratherarecost-

containmenttargets.Exh. No. 271-T at 5:18-22(Wilson); Exh. No. 273 at 5 (Wilson) (“financial

objective”—lOpercentof AlP tied to “optimize availability atbestmarketpoint”). Notethat the

referenceto earningstargetsin theCompany’sInitial Briefwasincorrect;thereareno earnings-

relatedtargets.PacifiCorpInitial Br. at 20. In short, theAlP wascraftedto meetthe

Commission’srequirementsandthereshouldbeno disallowancebasedonamisinterpretationof

what theCommissioninterpretsto be “financial objectives.”

24. PublicCounsel’sbriefassertedthat theCompanyhasnotprovidedan analysisof the

percentageofincentivecompensationthatis tied to financialtargets,so one-halfof all incentive

payshouldbe disallowed. PublicCounselInitial Br. at21. PublicCounselwitnessDavid J.

Effron identifies“financial goalssuchasmaximizingprofitability and growth,increasing

earningsper share,or increasingreturnon equity” asthetypeof targetsthatshouldbe
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disallowed. Exh. No. 291-Tat 16:20-23(Effron). TherebuttaltestimonyofPacifiCorpwitness

ErichD. Wilsonandthesummaryprovidedin thepreviousparagraphdemonstratethat noneof

thetypesoftargetsthat concernMr. Effron areincludedin theAlP.

25. Finally, ICN’U hascontinuedto claim that no incentivecompensationshouldbe allowed,

becausetheCompanysaysthat it providescompetitivesalaries,so incentivesareunnecessary.

ICNU Initial Br. at 54. This argumentwasaddressedby Mr. Wilson; the Companydoesprovide

competitivebasesalary,but it mustalsooffer incentivecompensationin orderto offer a

competitivetotal compensationpackage.Exh. No. 271-T at 4:11-17(Wilson). ICNU has

providedno responseto this straightforwardexplanation.

26. PerformanceUnit Plan(“PUP”). ThePUP is aseparateincentiveplanthatutilizes

exactlythesametargetsastheAlP does;theonly differenceis thatAlP paymentsaremadein

cash,while PUPpaymentsaremadein ScottishPowershares.Exh. No. 271-T at 8:19-23

(Wilson). Therefore,thecompensationexpenseof thePUPshouldbe allowedfor thesame

reasonsthat theAlP shouldbe allowed.

27. Staffsbriefreferredto thePUPasthe“Long TermIncentivePlan,”which Mr. Schooley

initially describedas anexecutivecompensationplanthat shouldbe completelydisallowed.

Exh. No. 631-Tat 19:7-11 (Schooley).Mr. Wilson clarifiedthatthePUP is distinct from the

Company’sexecutivelong-termincentiveplan, whichtheCompanyis notproposingto include

in this case.Exh. No. 271-Tat 9:12-17(Wilson). Despitetheclarification, Staffstill contended

thatthePUPshouldbedisallowedandstill referredto it asthe “Long TermIncentivePlan.”

StaffInitial Br. at58-59. Staffcontendedthatby awardingsharesthat aredeferredoverathree-

yearperiod,thePUP is an incentiveplanbasedsolelyon thefinancialtargetof ScottishPower

shareprice. Id.

28. Staff is missingthepoint. ThePUPwasdesigned,like theAlP, to meetthe

Commission’srulesregardingincentivecompensationtargets. Thetargetsarenot tied to

earnings,asdiscussedpreviously. Thethree-yearsharedeferralis not evenabsolute;employees

mayvotetheirsharesandmaycashtheir shareson thesamehardshipbasisusedfor early
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withdrawalfrom theCompany’s401kplan. Exh. No. 271-Tat 9:5-10(Wilson). Themerefact

thatemployeeshold sharesratherthancashfor therelatively shortspanof threeyearsdoesnot

transformthePUPinto an incentiveplanbasedon financialtargets.ThePUPusesthesame

targetsastheAlP doesand shouldbeallowedfor thesamereasonthat theAlP shouldbe

allowed.

29. PublicCounsel’sbriefandICNTJ’s briefdid not separatelyanalyzethePUP. Their

generalpositionson incentivecompensation,discussedabove,shouldberejectedwith respectto

thePUP for the samereasonsthat their argumentsare invalid with respectto theAlP.

30. Finally, with respectto boththeAlP andthePUP,it is critical to recall thattheCompany

is only requestingone-halfof themaximumincentivecompensation,despitethefactthatmuch

morethanhalfofthemaximumhasbeenawardedin therecentpast. Exh. No. 272 (Wilson)

(67 percentof maximumlastyear,79 percenton averagefor thethreeprior years). In making

this concession,theCompanyhasalreadygivenup a greatdeal. Furtherreductionis

unwarranted.

31. Pensionandotherretirementbenefitexpenses.ICNU’s briefreiteratedits argumentthat

theCompanyshoulduseahigherdiscountrateto calculatepensionandotherretirementbenefit

expenses.ICN1J Initial Br. at53. No otherpartyproposessuchan adjustment.TheCompany

hasadequatelyrespondedto ICNU’ s argumentby notingthatfinancialaccountingstandard

(“FAS”) rulesrequiretheuseof adiscountrateapprovedby theCompany’saccountingfirm,

basedon currentdiscountrates. PacifiCorpInitial Br. at 22; Exh.No. 231-Tat 2:11-22

(Rosborough);Exh. No. 239 (Rosborough)(PriceWaterhouseCoopersmemorandumsettingthe

6.25 percentdiscountratethat theCompanyused).Therefore,ICNTJ’s adjustmentwould violate

FAS requirementsandshouldbe rejected.

32. IBEW Local 57 pensionexpense.Staffsbriefrepeatedits argumentthattheIBEW

Local 57 pensionexpenseis notknownandmeasurable,so it shouldnotbe includedin rates.

StaffInitial Br. at60-61. This contentionignoredtheCompany’scleararticulationofthebasis

for this estimated$3,000,000expense—thattheCompanyis obligatedto contribute7 percentof
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participantpay for calendaryear2006underthecurrentcollectivebargainingagreement,and

reasonablyexpectsthatobligationto continue. Exh.No. 237-Tat 5:10-18 (Rosborough).Staff

contendedthat becausetheCompanymadeno contributionin FY 2005,theCommissionshould

assumethattherewill be no contributionin thefuture. Exh. No. 631-T at 33:19 — 34:3

(Schooley).This argumentignoredtheexplanationprovidedby theCompany: Favorable

pensionreturnsin 2003and2004 led to theone-timeeventof no contributionin FY 2005,but

theCompanyreasonablyexpectsto makecontributionsin thefuture athistoric levels. Exh.

No. 23l-T at 6:14-17(Rosborough);Exh. No. 237-T at 5:7-18 (Rosborough).

33. Medicalinsurance.TheCompanyhasfully supportedits estimateof a 12 percent

increasein medicalinsuranceexpensesand its continueduseof a90/10employer/employee

sharingofthoseexpenses.Exh.No. 237-T at 5:20 — 7:15 (Rosborough).Staffsbriefand

ICNU’s brief arguedthat a lowerescalationrateandgreateremployeecontributionsare

appropriate.StaffInitial Br. at 61-62;ICN1J Initial Br. at49-52. Thecited opinionsare

primarily basedon generalindustrydata,thoughtheyacknowledgetheindustry-specific

informationprovidedby theCompany. Id.

34. Mr. Rosboroughexplainedthattheutility industryaveragemedicalexpenseescalation

hasbeen11 percent,andthat this figure shouldbe adjustedupwardby an additionalpercentto

reflect thefactthatPacifiCorp‘5 workforceis threeyearsolderthantheutility industryaverage.

Exh.No. 237-Tat 6. StaffcounteredthatPacifiCorphassuccessfullymanagedto achievelower-

than-industry-averagemedicalcostescalationsin thepast,soone canexpectthetrendto

continue. StaffInitial Br. at 62. PacifiCorp’spastsuccessat costcontainmentis dueto

measuresthatessentiallyreducedthebenefitsprovided. Exh. No. 231-T at 9:6 — 10:14

(Rosborough).It is unreasonableto expecttheCompanyto continueto cut benefits.The

expectedutility industryaverageexpenseincrease,with recognitionoftheageof PacifiCorp’s

work force, is theappropriateincreaseto use.

35. Onanothertack,both ICNU’s briefand Staffsbriefcontendedthat theCompany’splan

to shift to an 85/15 employer/employeecost-sharingis knownandmeasurable,asif the
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Companyhasalreadytakenthis step. ICNTJInitial Br. at 52; StaffInitial Br. at 61. Bothbriefs

referencedthedirect testimonyof PacifiCorpwitnessDanielJ. Rosborough,but thecitations

wereto Mr. Rosborough’s statementthat“the Companyhasbargainedwith its participating

unionsto moveto [the 85/15 level] startingin January2006.” Exh. No. 237-T at7:10-13

(Rosborough).TheCompanyhastakenthefirst stepby movingto 90/10sharingin 2005;the

eventualshift to 85/15 sharingcurrentlyis not knownandmeasurable,becausethetiming has

not beendetermined.Exh.No. 231-Tat 10:3-6(Rosborough)(regardingshift from 91/9 sharing

to 90/10sharingin 2005);Exh. No. 237-T at 7:13-15(Rosborough).8TheCommissionshould

baseits medicalexpenseescalationratedeterminationon thecurrentlyexisting90 percent

employercontributionthatcurrently exists,notaratethat theCompanyhopesto movetowardat

sometime in thefuture.

2. PacifiCorp Should BeAllowed to Recover75 PercentofIts Edison Electric

Institute Dues.

36. In its Initial Brief~PacifiCorpdefendedthereasonablenessof its requestedrecoveryof

75 percentofits EdisonElectric Institute(“EEl”) duesexpense.PacifiCorpInitial Br. at22-23.

Only Staffsbriefcontestedthis adjustment,andtherevenuerequirementdifferencebetween

StaffspositionandtheCompany’spositionis approximately$11,000,aftercorrectingStaffs

positionby using actualbill payments.Staff Initial Br. at 62-63;Tr. 462:25— 463:10(Wrigley).

37. PacifiCorpwitnessPaulM. Wrigley notesthat Staffsadjustmentsincludedisallowance

ofEEl duesrelatedto “strategicconservation,peakclipping, valley filling, loadshifting,

strategicloadgrowthandflexible loadshape,which are,I believe,all activitiesthat this

Commissionwould approveof us doing. Similar, theadvertisingwhich is beingdisallowedis

for—someofthethingsareconservation,safety,customereducationandis legally requiredby

8 Seealso Commitment29 ofMEHC in AppendixA to theStipulationin PacifiCorp

acquisitionDocketNo. UE-051090: “After theclosingofthetransaction,MEHC andPacifiCorp
will makeno unilateralchangesto employeebenefitplansprior to May23,2007that would
resultin thereductionofemployeebenefits.” Exh. No. 228.

Portlnd3-1543229.1 0020011-00170 13



governmentalrequirements,andI thinkPacifiCorpshouldbeparticipatingin theseactivities.”

Tr. 465:10-20(Wrigley).

38. Staffsbriefcontendedthat it is PacifiCorp’sburdento segregatethecoststhat

Mr. Wrigley identifiesfrom otherEEl expensesthat Staffassertsarenot allowable. StaffInitial

Br. at63. Thesegregationthat Staffseeksdid occur;Mr. Wrigley discussedtheelements

includedin thedisallowanceitem-by-item. Tr. 497:1 — 499:11 (Wrigley).

3. PacifiCorp Should Be Allowed to RecoverIts Ongoing Costsof Participating

in Grid West DevelopmentActivities.

39. In its Initial Brief, PacifiCorpnotedits needto continueto incur Grid West-relatedcosts

asordinary,necessary,andreasonableexpenses.As theownerof the largesttransmission

systemin thePacificNorthwest,apartfrom theBonnevillePowerAdministration,PacifiCorp

hasan ongoingobligationto engagein activitiesthatprotectthevalueofPacifiCorp’s

transmissionassetsto its retailcustomers,whetheror not theparticipationleadsto creationof a

newtransmissionentity. No witnesshasbeenwilling to recommendthatPacifiCorpstop

participatingin suchtransmissionplanningefforts, andproposalsto excluderaterecoveryofthe

costof suchefforts,or to defersuchcostsfor raterecoveryonlyif Grid Westbecomes

operational,thus areunreasonable.PacifiCorpInitial Br. at23-26.

40. Staffsbriefassertedthat PacifiCorp’songoingexpensesofplanningfor potential

transmissionorganizationsshouldnot berecoverableunlessthespecificorganizationhas

becomeoperational.StaffInitial Br. at 63-64. As setout in PacifiCorp’sInitial Brief, Staffs

Grid Westcostdisallowanceis advancedby StaffwitnessChristianJ. Ward,who couldnot deny

thevalueof PacifiCorp’scontinuedparticipationin GridWestefforts andwasnotpreparedto

recommendthat theparticipationbe halted. Tr. 596:4-8,597:2-15,598:13-19(Ward). Denialof

recoveryof ongoingcoststhatPacifiCorpasaprudentutility continuesto incur is neitherjust

norreasonable.

41. TheICNU briefurgedtheproposedexclusionnotonly of outsidecontractorcosts,but

evenof costsallocableto PacifiCorp‘ s own employeesin continuingto work onGrid West
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development.Citing BonnevillePowerAdmin. etal., DocketNo. ELO5-106-000,112 FERC

¶ 61,012(July 1, 2005),ICN’U assertedthat theFederalEnergyRegulatoryCommission

(“FERC”) is no longer activelypromotinga Northwestregionaltransmissionorganization

(“RTO”). ICNU Initial Br. at 56. To the contrary,thecited orderaddressednumerousissues

thatrequiredresolutionbeforeGrid Westcouldmove forwardanddemonstratedFERC’s

continuedactiveinvolvementin fosteringGrid West,evenif that organizationcannotmeetall of

FERC’srequirementsfor an RTO.

42. As themajor investor-ownedutility owneroftransmissionassetsin thePacific

Northwest,PacifiCorphasaresponsibilityto participatein avarietyoftransmissionplanning

efforts. Evenif thoseefforts do not leadto newtransmissionorganizations,theyprovide

valuabletransmissionanalysisandissueresolution. TheCommissionshouldnot find that

PacifiCorp’scontinuedefforts in this areaareinappropriate,and asaresultshouldnot denyor

jeopardizePacifiCorp’srecoveryof thereasonablecostsofits ongoingefforts.

4. Additional RevenuesShould Not Be Imputed to PacifiCorp’s Transmission
Contract with the Western Area Power Administration.

43. In its Initial Brief, PacifiCorpaddressedtheissuesrelatedto ICNU’s proposalto impute

additionalrevenuesto theWesternAreaPowerAdministration(“WAPA”) contract. PacifiCorp

Initial Br. at26. Only ICNU’s briefsupportssuchanadjustment,andICNU raisedno new

argumentsthat PacifiCorpneedsto addressin reply.

5. PacifiCorp Has Conservatively StatedIts Property Tax Expense,and the

Amount Requestedby PacifiCorp Should Be Allowed.

44. PacifiCorp’sInitial Brief pointedout that its requestedCompany-wide$1,215,888

increasein propertytax expenseis belowtherangeindicatedby the $330,551,452increaseon

PacifiCorp’snetutility plant. Therequestedincreasesuffersonly from being lower thanthe

quantifiablerangeofreasonableprojections,a factconfirmedby StaffwitnessDannyP.

Kermode. Tr. 585:14-18. It wouldbe arbitraryandcapriciousto rejectarequestedexpense
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increaseon thegroundthattheCompany’stestimonysupportedan actualincreaseof greater

magnitude. PacifiCorpInitial Br. at27-28.

45. Staffsbriefadvancedanewfactualargumentfor denialof anypropertytax adjustment

in connectionwith an increasein taxablenetplantof over$330million. Staffclaimedthat even

thoughPacifiCorphasmademassivepropertyadditions,its total propertytax bill might bethe

sameor lower if propertytax ratesaresufficiently lowered. StaffInitial Br. at 64-65.

46. This newargumentnotonly is unsupportedin therecord,but it alsocontradictsthe

judgmentofMr. Kermode. He candidlyacknowledgedthatthemorereasonableassumptionwas

that PacifiCorp’spropertytaxeswould increaseasaresultofthe largeincreasein netplant.

Tr. 586:9-12(Kermode). In fact,Mr. Kermode’sopinionwasthat, basedon thefacts,he would

expectan increaseof$4 million, ratherthanthemuchsmalleramountPacifiCorphasrequested.

Tr. 588:22— 589:4, 588:19-23(Kermode). PacifiCorpseeslittle basisin reality for the

speculationin Staffsbriefthat propertytax ratesmaysubstantiallydecline,and sucha

speculationadvancedby Staffsattorneyafterthehearingshouldnotoverridetheevidencein the

record,includingthejudgmentof Staffsownwitnessonpropertytaxes.

6. PacifiCorp Should Be Allowed to Amortize Its Capital Stock Issuance

Expense.

47. In its Initial Brief, PacifiCorpexplainedthatits proposalto amortizeits capitalstock

issuanceexpenseis comparableto thecurrentpracticeofamortizingbondissuanceexpense.

Suchamortizationis not retroactiveratemaking,just asthetraditional comparabletreatmentof

bondissuanceexpenseis not retroactiveratemaking.Moreover,recoverythroughthe

amortizationapproachis lesscostly thanusinga0.25 percentadderto ROEasproposedby

Mr. Effron. PacifiCorpInitial Br. at 28-29.

48. PublicCounsel’sbriefadvancedanewargumentthat shouldbe rejected.PublicCounsel

now contendsthat stockissuancecostsshouldnotberecoverable,becausemarketpricesof

PacifiCorpsharesatthetimesofissuanceexceededthebookvalueoftheshares,so “there is

reallynothingthat hasto berecovered.”Public CounselInitial Br. at21. This argument
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overlookedthefact thatPacifiCorponly earnsa returnon thenetbook valueof its investment,

not on whetherinvestorspaymoreor lessthanbook valuefor newly issuedstock. Investors

havecontributedandareentitledto areturnon theequitycomponentofthe capitalusedto

supportratebase.TheCompanyhasbeenrequiredto incurexpenseto obtainthis equity capital.

This expenseis acostofprovidingutility service,thesameasbondissuanceexpense,andis a

costtheCompanyshouldbeallowedto recover.

7. The SystemOverheadA&G Allocation Factor Should Not Be Changed.

49. In its Initial Brief, PacifiCorppointedout that Staffsproposedchangeto thesystem

overhead(“SO”) factorwasbasedon mistakenanalysisofhistoricaldata. PacifiCorpInitial Br.

at 29-30. Staffsbriefdid not addressthis issue,but Staffstill listedits systemoverheadA&G

factoradjustments8.16, 8.17,and8.18 amongits contestedadjustmentsin Table 1 of its Initial

Brief. GivenStaffsfailure to discusstheseadjustmentsandPacifiCorp’stestimonyexplaining

why theadjustmentslackmerit, theCompanyurgestheCommissionto rejectStaffAdjustments

8.16, 8.17,and8.18.

8. Production Factor Adjustments Proposedby ICNU and Public Counsel
Should Be Rejected in Favor of Staff’s Corresponding Adjustment That
PacifiCorp Has Accepted.

50. In its Initial Brief, PacifiCorpsupporteduseofthesameform ofproductionfactor

methodologythattheCommissionhasapprovedfor PugetSoundEnergy(“PSE”). To conform

to thatmethodology,PacifiCorphasaccepteda $3,413,288downwardadjustmentproposedby

Mr. SchooleyasStaffAdjustment8.10. PacifiCorpInitial Br. at 30-31.

51. ICNTJ’s brief opposedtheproductionfactormethodology,evenwith theStaff

adjustment. ICNU Initial Br. at40-43. ICNLT’s argumentswerefully addressedby PacifiCorpin

its Initial Brief PacifiCorpInitial Br. at 30-31. PacifiCorpsimplyseekstreatmentcomparable

to that affordedPSE. Theproductionfactormethodology,incorporatingStaffsdownward

adjustment,givestheCompanya reasonableopportunityto recoverthe applicableportionofits

rateperiodpowercosts;ICNU’s proposeddisallowanceofrateperiodpowercosts,evenwith
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Staffsadjustmentto scalesuchcostsbackto matchtestperiodloads,patentlywould not allow

costrecovery.

9. ICNU’s Adjustment for ScottishPowerCross-ChargesShould BeRejected in

Favor of Staff’s CorrespondingAdjustment That PacifiCorp Has Accepted.

52. In its OpeningBrief, PacifiCorpnotedthat it hadacceptedStaffAdjustment4.13, related

to ScottishPowercross-charges,andthat suchacceptancemootedICNU’s somewhatsmaller

adjustmentto thesamecharges.PacifiCorpInitial Br. at 3 1-32. ICNTJ’s brief did notarguefor

any furtheradjustment.

10. Public Counsel’sProposedOut-of-Period RevenueExpenseAdjustment Has
Already Been Acceptedby PacifiCorp and Is Included in Computing the
Company’sRevisedRevenueRequirement Request.

53. PublicCounsel’sbriefproposedafurther$1.4million reductionto PacifiCorp’srevenue

requirementfor aproposedremovalof an out-of-periodrevenueadjustment.Public Counsel

Initial Br. at 20. In its rebuttaltestimony,theCompanynotonly acceptedthis adjustment,but

appliedarefinedversionof theadjustmentthatproducedalargerreductionto therevenue

requirementthanthatproposedby Mr. Effron. The adjustmentalreadymadefor this item in the

Company’srebuttalcasetotals$1,713,782.Exh. No. 195-T at 3:1, Adj. No. 3.8 (Wrigley); Exh.

No. 257-T at 1:17 — 2:12 (Griffith).

11. Public Counsel’s Proposed Updates to the Company’s RateBasefor
Depreciation Reserve and Accumulated Deferred Tax Balances Duplicate
the Company’sAcceptanceof the SameUpdates asPart of Staff’s
Production Factor Adjustment.

54. PublicCounsel’sbriefraisedanissuethat PacifiCorpthoughthadbeenfully resolved.

The brief claimed that the adjustment for major plant additions forecastedto occuraftertheend

of the testperiodneededto beadjusteddownward,for two reasons.Accordingto thebrief:

“At aminimum,two modificationsshouldbemadeto this
adjustment.First, it shouldbemodified to reflectmorerecentdata.
Second,if plant is adjustedthroughMarch 2006, it is reasonableto
adjustthedepreciationreserveto thesamedate.”

PublicCounselInitial Br. at 19.
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55. PublicCounselapparentlydoesnotrealizethat its requestedadjustmentsalreadyhave

beenmadein StaffAdjustment8.10, which PacifiCorphasaccepted.In thetestimony

referencedin PublicCounsel’sbrief, Mr. Effron seekspro formaadjustmentsto bring forward

bothaccumulateddepreciationandaccumulateddeferredtax balancesthroughMarch 2006.

Exh. No. 291-Tat 9:19— 10:8 (Effron). As Mr. Wrigley explainsin his rebuttaltestimony,Staff

Adjustment8.10 doesexactlythat. Exh.No. 195-Tat 15:22— 16:5 (Wrigley). These

adjustmentscanbeconfirmedby reviewingStaffsExhibit 638 (Schooley),which detailsStaffs

calculationof the impactof theproductionfactoron ratebase. Line 23 showsthepro formaand

restatedadjustmentfor accumulateddepreciationandlines28-31showthepro formaand

restatedadjustmentsto deferredincometax.

E. The CommissionShould RejectUnreasonableand UnsupportedAdjustments to
PacifiCorp’s Rate Base,Unrelated to theRevisedProtocol, That Are Proposedby
Staff and Intervenors.

1. The Cash Working Capital Requirement That PacifiCorp Included in Its
RateBase,Basedon a Lead-Lag Study, Is the Appropriate Amount and
Should Be Allowed.

56. In its Initial Brief, PacifiCorpexplainedthatit hasdeterminedits working capitalneeds

using thestate-of-the-artlead-lagstudyapproachthatis almostuniversallyacceptedby

regulatorsthroughoutthenation. By contrast,Staffsbalancesheetapproachis notused

elsewhere,andStaffhasfailed to keepcurrentwith thedevelopmentof lead-laganalysis. In

addition,PacifiCorpnotedthatthebalancesheetapproachis unusuallysensitiveto judgmentsby

thepersonpreparingthestudy;moreimportant,by usingan accrualaccountingratherthancash

flow analysis,thebalancesheetapproachfails to measuretheactualcashneedsthat createa

workingcapitalrequirement.PacifiCorpInitial Br. at 32-35.

57. StaffsInitial Briefattemptedto castdoubton PacifiCorp‘ s lead-lag study. Staff Initial

Br. at 72. However,Staffsrecordcitationsdo notrevealanydeficiencyin the lead-lagstudythe

Companyhassubmitted.
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58. First, Staffsbrief statedthat “{w]orking capitalcanbesuppliedby manyentities,notjust

investors: e.g., ratepayers, trade creditors, and the government.” StaffInitial Br. at68. All of

thenamedentities,otherthanratepayers,areentitiesto whom PacifiCorpmustmakepayments,

andStaffdoesnot andcannotstatethatanyareomittedin the lead-lagstudy. For example,the

cross-examinationofMr. Wrigleybroughtout adiscussionofhow thelead-lagstudyaccounts

for thetiming ofpaymentsto thegovernment.Tr. 483:24— 487:13 (Wrigley).

59, Staffsbrief alsoquestionedcertaindetailsof the lead-lagdetermination,despitethe fact

that no Staffwitnesswaspreparedto makesuchchallengesin testimonyandbesubjectto

rebuttal or cross-examination thereon. For example, StaffsbriefchallengedPacifiCorp’s

calculationof an average13.56-daylag in payrollpaymentswith an assertionthatsomeportions

ofpayroll arein theform of incentivecompensationpaidonceayear. StaffInitial Br. at72.

Thecitedtranscriptreference,however,providedno supportfor thepropositionthat any

compensationitem hasbeenincorrectlyaccountedfor in determiningtheaverage13.56-daylag.

SeeTr. 487:14— 488:15 (Wrigley). TheStaffbriefalsofailed to notethatthecited incentive

compensationis paidat mid-year(onJune2), negatingin anyeventthe implicationthatit is a

year-end payment that should increase average annual lag in payroll distributions. Tr. 489:11-15

(Wrigley).

60. Finally, theStaffbrief arguedthat someof PacifiCorp’sexpensesin the lead-lagstudy

areactuariallydetermined,suchaspensionexpense,andthusshouldnotbe includedin acash

working capitalstudy. StaffInitial Br. at72. This newly-mintedassertionis plainly incorrect,as

pensionobligations,whileactuariallydetermined,mustactuallybepaidascashinto fundsfor

thebenefitof employees.More telling, theStaffbriefseemedto overlookthefactthat every

entry in Staffsbalancesheetapproachis an accrualentry,and thereis not asinglecashitem

reflectedin Staffsapproach.This glaringdefectin theStaffapproachis setout atpages34-35

of PacifiCorp’sInitial Brief andprobablyaccountsfor why theCommissionappearsto be alone

in permittingsuchan approach.
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2. ProposedReductionsin MiscellaneousDeferred Debits,Beyond the Levels
Acceptedby PacifiCorp in Its Rebuttal Testimony, HaveNot BeenJustified
and Should Be Rejected.

61. In its Initial Brief, PacifiCorppointedout that Staffhad“scrubbed”its Miscellaneous

DeferredDebitsaccount,andPacifiCorphadremovedfrom ratebasein thisproceedingvarious

itemsfoundobjectionableto Staff In responseto Mr. Effron’s argumentthat all such

MiscellaneousDeferredDebitsshouldberemovedbecausetheyhavenot beenspecifically

authorizedby theCommission,PacifiCorppointedout thatno suchauthorizationis required.

PacifiCorp Initial Br. at 35-36.

62. Staffs brief advancedoneadditionaladjustmentto this account.Staffproposedto

reducePacifiCorp‘ s ratebaseby theamountofinsuranceproceedsreceivedfor PacifiCorp

Environmental Remediation Company (“PERCO”)-administered environmental cleanups.

PacifiCorphasreversedthis ratebasereductionin Adjustment8.5ain recognitionofthe

Commission’srejectionofPacifiCorp’sproposalto deferPERCO-administeredenvironmental

clean-upexpensesfor laterraterecovery. Staffsbriefnotedthat theCommissionin Docket

No. UE-031658 excludedPacifiCorp’sdeferralof PERCO-administeredenvironmentalcleanups

becausetheexpenseswill be recoveredby theCompanythroughan insurancesettlement.The

brief thenarguedthat thesameinsurancesettlementstill shouldbe treatedasaratebase

reduction. StaffInitial Br. at 73-74.

63. Staffspositionconstitutesa double-countingofthebenefitsoftheproceedsofthe

insurancesettlementrelatedto thePERCO-administeredenvironmentalcleanups.Now thatthe

CommissionhasdeniedrecoveryofthePERCO-administeredenvironmentalcleanupsbecause

oftheavailability to PacifiCorpof therelatedinsurancesettlementproceeds,thesameinsurance

settlementproceedscannotalsobe usedto reducetheCompany’sratebase. Suchtreatment,as

proposedby Staff, would creditratepayerstwicewith thebenefitof insuranceproceedsfor

PERCO-administered environmental cleanups.

64. PublicCounsel’sbriefproposedto excludeeventheMiscellaneousDeferredDebits

remainingafter Staffhasscrubbedtheaccount,becausePacifiCorp“doesnot offer any
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explanationofwhy theCompanyshouldbeauthorizedto includethedeferreddebitsin ratebase,

eventhoughtheirinclusionhasbeendirectlychallengedin this case.” PublicCounselInitial

Br. at 18. However,Mr. Effron’s only substantivechallengeto theremainingitemsin this

accountwasthat theyhadnot beenspecificallyauthorizedby theCommission.Exh. No. 291-T

at 4:19 — 5:12 (Effron). PacifiCorpcorrectlyrespondedthatno suchauthorizationis required.

Exh. No. 195-Tat 16:23— 17:10(Wrigley). Thisresponseto PublicCounsel’sonly specific

objectionshouldbe sufficient. PublicCounselhasadvancedno cogentreasonfor rejectionof

thescrubbedMiscellaneousDeferredDebitsaccount.

3. The Acquisition Premium Adjustments Included by PacifiCorp in This

ProceedingHave BeenJustified and Should Be Allowed.

65. In its Initial Brief, PacifiCorpjustified threeacquisitionadjustmentsthathavebeen

challengedonly by PublicCounsel. PacifiCorpaskstheCommissionto find thatthesepayments

to third partiesabovebookvaluewereprudent,for thereasonspresentedby PacifiCorp,andto

includetheacquisitionadjustmentsin ratebase. PacifiCorpInitial Br. at36-37.

66. PublicCounsel’sbrief continuedto urgedisallowanceof theacquisitionadjustments.

However,thebriefmakesno effort to respondto PacifiCorp’stestimonyasto why the

adjustmentswereprudentandshouldbe allowed. PublicCounselInitial Br. at 19.

F. The CommissionShould Recognizein This Proceedingthe Actual and Reasonable
Capital Structure That Supports PacifiCorp’s Utility RateBase.

1. Inclusion of Short-Term Debt in PacifiCorp’s Capital Structure Would
Result in a Double-Counting of Short-Term Debt in PacifiCorp’s Rates.

67. In its Initial Brief, PacifiCorpexplainedthat theCompanyis notrequiredby any other

statecommissionto includeshort-termdebtaspartofcapitalsupportingits plantin service.

PacifiCorpexplainedwhy Staffsproposalto includeshort-termdebtaspartof thecapital

structuresupportingplant in serviceconstitutesan improperdouble-countingofthesamelow-

cost capitalalreadyusedto determinethefinancingcostsof constructionwork in progress

(“CWIP”). FERCrequiresthat whenthebalanceofshort-termdebtis lessthanthebalanceof

CWIP, asis thecasein this proceeding,that all short-termdebtbeusedto determinethe
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allowancefor fundsusedduring construction(“AFUDC”) rate,which in turnbecomesthe

constructionfinancingcostappliedto newplant in service. As aresultofthis FERC-required

allocationof short-termdebt,PacifiCorp’scustomersreceivethebenefitof thelower costof its

short termdebtfinancingatthetime CWIP assetsenterservice,throughalower costbasisfor

suchassets.StaffwitnessJamesA. Rothschildhasadmittedthisdouble-countingif short-term

debtthenis appliedasecondtime aspartof thecapitalstructuresupportingplantin service.

PacifiCorpalsoexplainedthatMr. Rothschild’sfall-backargument—thatadditionalnonexistent

short-termdebtshouldbe imputedto PacifiCorp—iswholly unsupported.PacifiCorpInitial Br.

at 3 7-40.

68. StaffsInitial Briefcitedasnippet,out ofcontext,from a 23-year-oldCommissionorder,

Utilities & Transp. Comm‘n v. PacificPower& Light Co., DocketNos.U-82-12andU-82-35,

Fourth Supp. Order at 26 (Feb. 1, 1983), to arguethat theCommissionrequiresPacifiCorpto use

theCommission-allowedrateofreturnas thecostof financingCWIP, ratherthantheFERC-

required AFUDC rate. Staff argued that PacifiCorp should apply a higher Washington-only

AFUDC rate to determine the cost at which CWIPenters Washington rate base, and therefore,

application of short-term debt as financing plant in service would not constitute double-counting.

Staff Initial Br. at 37.

69. Staff failed to note other facts relevant to its cited Commission order that demonstrate the

order’s inapplicability to Staffs recommendation for inclusion of short-term debt in this

proceeding. Staff also failed to note the adverse consequences to Washington customers if

Staffs proposal were adopted.

70. The cited order in Docket Nos. U-82-12 and U-82-35 addressed PacifiCorp’s need to

obtain additional rate relief to support a large construction burden, carried out at a time of high

financing costs. As the Commission explained:

“In recent years, electric utilities under the jurisdiction of the
commission have been faced with the financing of generation
projects on a scale hitherto unknown, to the point where the
financing requirements of these projects have been so large that to
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meetthefinancingrequirementsundertraditionalapproaches
wouldendangerthefinancialintegrity of thecompaniesandwould
threatentheirability to provideservice.”

Orderin DocketNos.U-82-12andU-82-35at25.

71. To assisttheCompany,theCommissionin apreviousPacifiCorprateproceedinghad

authorizedinclusion in ratebaseof asubstantialportionoftheCompany’sCWIP. Utilities &

Transp. Comm‘n v. Pac~~fIc Power& Light Co., DocketNo. U-81-17,SecondSupp.Orderat6

(Dec. 16, 1981). To furtherenhancetheCompany’scurrentbookearningsand futurecash

earnings,theCommissionalsoconcludedthatboththeCompanyandStaffshouldcapitalize

AFUDC attheCompany’sWashingtonrateofreturn,ratherthanatthe lowerFERC-specified

rate. Id. The Commission did not, however, in either the 1981 or the1983 decision,includeany

short-termdebtin PacifiCorp’scapitalstructure.Seeid. at 10; Orderin DocketNos. U-82-l2

andU-82-35,at 30. Theorderedadjustmentsthuswerepurelyeffortsto provideearning

enhancementsduringadifficult periodfor theCompany.

72. In DocketNos.U-82-12andU-82-35,theCommissionexpressedirritation at thefactthat

PacifiCorphadnot accruedAFUDC on its booksatthehigherlevel specifiedin thepreviousrate

order. DocketNo. U-81-17,SecondSupp.Orderat 26. Unfortunately,aswell-meaningasthe

Commissionwasin addressingameansfor PacifiCorpto boostits earnings,theCompanywas

unableto complywith thebookingrequirement.PacifiCorp’sbooksmustcomply with

conflicting requirementsoffederallaw, as setout in FERC’sUniform SystemofAccounts. As

specifiedin FERC’sregulations:

“TheFederalPowerCommissionactingpursuantto authority
grantedby theFederalPowerAct, particularlysections301(a),
304(a),and309, andparagraph(13)of section3, section4(b)
thereof,andfinding suchactionnecessaryandappropriatefor
carryingout theprovisionsofsaidact,herebyadoptsthe
accompanyingsystemof accountsentitled “Uniform Systemof
AccountsPrescribedfor PublicUtilities andLicenseesSubjectto
theProvisionsoftheFederalPowerAct,” andtherulesand
regulationscontainedtherein;and it is herebyordered:
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(a) Thatsaidsystemofaccountsandsaidrulesand
regulationscontainedthereinbe andthesamearehereby
prescribedandpromulgatedasthesystemof accountsandrules
andregulationsoftheCommissionto be keptandobservedby
public utilities subjectto thejurisdictionof theCommissionandby
licensees holding licenses issued by the Commission, to the extent
andin themannersetforth therein;

18 C.F.R.pt. 101, etseq.;Order141, 12 Fed.Reg. 8503 (Dec. 19, 1947) (emphasisin original).9

As setforth in PacifiCorp’sInitial Brief, theUniform Systemof Accountsspecifieshow the

AFUDC ratemustbe calculated.PacifiCorp’sInitial Br. at3 8-39.

73. The Commission’s good intentions not onlywere incompatiblewith FERCrequirements

that theCompanymustfollow, but thebookingofa separateWashingtonAFUDC ratewould

havebeenimpractical,evenif allowedby FERC. PacifiCorpwouldhaveneededto booka

“Washington-only”AFUDC rateapplicabletojointly allocatedutility plantslocatedin anumber

of states.Moreover,becausethepreciseallocationof suchplantsto Washingtonchangesover

timeandis differentin eachrateproceeding,the amountto book for theallocatedWashington-

only AFUDC ratecouldonly beestimatedat thetimetheCompany’saccountswereclosedfor

eachperiod. Perhapsin recognitionoftheseproblems,after 1983no Commissionorderfor

PacifiCorphascontemplatedaseparateWashington-onlyAFUDC rate.

74. PacifiCorpandtheCommissiondo haveoneapparentoption,if theCommissionwantsto

follow Staffsrecommendationwithoutdouble-counting:While PacifiCorpcannotdeviatein its

booksfrom FERCrequirements,it couldfor ratemakingpurposesrestateits Washingtonplant in

serviceby substituting,beginningwith thedateof the1981 ordercitedabove,theapplicable

Washingtonrateofreturnfor the lowerAFUDC rateit hasaccruedpursuantto FERC

requirements.If this is whatStaffproposes,Staffperhapsshouldbecarefulwhatit asksfor. In

the 1983ordercited by Staff, theCommissionsetan after-taxrateofreturnof 13.01percent,

including a ROE of 18.5 percent. If theWashingtonrateofreturnwassubstitutedfor the lower

~FERC’s statutory authority to prescribe the books and accounts for all public utilities
overwhich FERChasjurisdictionis clearlyspecifiedin theFederalPowerAct provisionscited
in theaboverule.
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AFUDC rate,suchhigherratewould compoundannuallyastheCWIP financingcostsuntil the

time therelatedplantactuallywent into service. TheCommissionmight considerwhetherto

preserveits uniquestatusofcountingshort-termdebtassupportingplantin service,it wantsto

follow StaffsrecommendationandrequirePacifiCorpto restateits plantin servicebalances,for

Washingtonratecasepurposesonly, atmuchhigherlevelsthanusedto determineratebasein

PacifiCorp’sotherregulatoryjurisdictions.

2. PacifiCorp’s Proposed49.5 Percent Common Equity Ratio Is Consistent
Both with the Company’s Actual CommonEquity Ratio and with the
Common Equity Ratios of Electric Utility CompaniesComparable to
PacifiCorp.

75. In its Initial Brief, PacifiCorpdemonstratedthat its proposed49.5percentcommonequity

ratio is thesameasits actualcommonratio as ofMarch 31, 2006, is comparableto thecommon

equity ratiosof utilities foundto be comparableto PacifiCorp,andis neededto maintainthe

ratingsmetrics for PacifiCorp’scurrentcreditratings. Thebriefalsodemonstratedthat a

49.5 percentcommonequity ratiomerelyrestoresPacifiCorp’scommonequityratio to pre-

energy-crisislevels. PacifiCorpInitial Br. at41-44.

76. Staffsbrief defendedits proposed43.5 percentcommonequityratioby statingthat its

proposal“containsvirtually thesame54.9 percentmediandebtratio achievedby utilities that

StandardandPoor’shasrated‘A’.” Staff Initial Br. at 35. Mr. Rothschildacknowledgedon

cross-examination,however,that if his double-countingof short-termdebtis not allowed,his set

of comparablecompaniesactuallyhavecommonequityratiosasapercentoftheirpermanent

capitalrangingbetween48.6 percentand 51.8 percent. Tr. 1350:18— 1351:7 (Rothschild).

Thesecomparablenumbersarein line with PacifiCorp’sactual49.5 percentcommonequityratio

andarefar aboveMr. Rothschild’srecommendationofa43.5 percentcommonequityratio.

77. Staffsbrief alsomademuchofthefactthat theCompany’s49.5percentcommonequity

ratio is theresultofa largecapitalinfusion of $500million madeby ScottishPowerin thefiscal

yearendingMarch2006. StaffInitial Br. at 36. Thebrieffailedto notethat this equity

contributionwasneededto reversetheadverseimpactson PacifiCorpoftheenergycrisis and
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merelyrestoredtheCompanyto its averagecommonequity strengthin theyearsprecedingthe

energycrisis (whentheCompany’scommonequityratio rangedfrom 48.6 percentto

51.1 percent). Tr. 1341:20— 1342:3 (Rothschild).

78. PublicCounsel’sbriefsimilarlysoughtto exploit thedepressedequity ratiossufferedby

theCompanybecauseof thefinancialimpactsoftheenergycrisis. PublicCounselInitial Br.

at 13. However,restoringtheCompanyto its pre-energy-crisisfinancialratioshasbeena

responsibleactionby ScottishPower,andtheresulthasbeento returnPacifiCorp’scommon

equityratio to the level of thoseutilities thatthecost-of-capitalwitnesseshavefoundto be

comparableto PacifiCorp. Tr. 1350:18— 1351:7 (Rothschild).

79. ICNU’s briefbaldly askedthat thelast$375 million ofequity investedin PacifiCorpbe

ignoredin settingtheCompany’scapitalstructure.ICNTJ claimedthat theseequity infusionsbe

ignoredbecausetheyarenotknownandmeasurable.ICNU Initial Br. at 30-31. This argument

hasbeendirectlycontradictedby ICNU’s own cost-of-capitalwitnessMichael P. Gorman.

Whenaskedby thebench,Mr. Gormanacknowledgedthat$250million ofthe$375million in

equityinfusions he ignoredwasby thetimeof thehearingknownandmeasurable.Tr. 1670:23—

1671:6(Gorman). Theremaining$125million also is knownandmeasurable,because

ScottishPoweris contractuallyrequiredto makethis additionalinfusion duringthis monthof

March, 2006. Exh. No. 66-T at 5:18 — 6:30 (Williams).

G. The CommissionShould Reject theAbnormally Low Common Equity Return

AllowancesProposedby Staff and Intervenors.

80. In this proceeding,PacifiCorpis seekingtheopportunityto earnareasonableROE,

which is an ROEcomparableto whatotherutilities ofsimilar risk areallowedto earn,an ROE

that supportstheCompany’scurrentcredit rating,andan ROE that is consistentwith the

Company’sinvestmentrequirements.PacifiCorphopestheCommissionwill resistcallsto

become a national low-ball regulator in the ROEarea.
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1. The Common Equity Returns Recommendedby Staff and Intervenors Are

Out of Line with Returns Being Allowed Throughout theNation.

81. In its Initial Brief, PacifiCorpdemonstratedthat thecommonequityreturns

recommendedby Staffandby Intervenorsareout of line with returnsbeingallowedthroughout

thenation,including in Washington.PacifiCorpInitial Br. at45-46.

82. Only ICNU touchedthis issuein brief,with thewholly unsupportedstatementthat its

recommendedreturnon equity of 9.8 percent“is consistentwith recentcommissionrulingsin

otherjurisdictions.” ICN1J Initial Br. at 34. PacifiCorpassumesthat this statementdoesnot

referto the 10.84percentaverageROE allowedby otherjurisdictionsin thethirdquarterof

2005,or to the 10.75percentaverageROE allowedby otherjurisdictionsin thefourth quarterof

2005. Tr. 1235:8-14(Hadaway). PacifiCorpalsoassumesthat ICNIJ’s assertiondoesnotrefer

to thehigherROEstheCommissionallowedin its 2005 electricutility decisionsfor PSEandfor

Avista Corp. (“Avista”). PacifiCorpagreeswith ICN1Jthat acomparisonwith actionsin other

jurisdictions“representscorroborativeevidenceandprovidesausefulcheckthat demonstrates

[whether] . . . ICNIJ’s9.8%ROErecommendationis reasonable.”ICNTJ Initial Br. at 34. The

comparisonsspeakfor themselves.

2. The Common Equity Returns Recommendedby Staff and Intervenors Are

Insufficient to Maintain PacifiCorp’s Credit Rating.
83. In its Initial Brief, PacifiCorpnotedthat theROEsrecommendedby StaffandIntervenors

areinconsistentwith maintenanceofPacifiCorp’scurrent“A-” bondrating. With ScottishPower

exhaustedas aproviderof capitalandcredit,andwith PacifiCorpmore tightly ring-fencedso

thatit mustrely on its ownfinancialhealth,PacifiCorpneedsanROEsufficientto maintainits

credit ratings. PacifiCorpInitial Br. at 46.

84. PublicCounsel’sbriefadvancedthehighlydisturbingargumentthatthecoverage

providedby its proposed9.125percentequity returnshouldbe sufficient,becausethecoverage

is betterthanPacifiCorpachievedin thepost-energy-crisisyears. PublicCounselInitial Br. at 7-

8. GivenPacifiCorp’s truly miserableearnedequityreturnsduringthis period,PublicCounsel

wascorrectthata9.125 percentequity returnwould bebetterthanactualresultsin recentyears.
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However,PacifiCorp’screditwasmaintainedduring this periodthroughlargeinfusionsof

replacementequity,which PublicCounselwantstheCommissionto ignorein settingthe

Company’scapitalstructure,by ScottishPower’sforgoingdividendsduring 2003, andby

relianceof therating agencieson thesuperiorcredit of ScottishPower.Exh. No. 66-T at 5:9-17

(Williams); Exh. No. 168 at 2 (Standard& PoorsReportofMay 5, 2005). The suggestion that

resultsduringthis financially-stressedperiodis apropermeasureof futureratingsmetricsis

irresponsible.

85. ICNU’s briefassertedthat“a 9.8%ROEwill producefinancialratiosthat support

PacifiCorp’sunsecuredBBB+ bondratingandA- securedbondratings.” ICNTJ Initial Br. at 32.

Thisunsupportedassertionis contradictedbytherecord. PacifiCorpwitnessBruceN. Williams

setout theapplicablemetricsin detail anddemonstratedthatPacifiCorpcanhavea9.8percent

ROE, or it canhavemetricsconsistentwith maintenanceof its currentcredit rating,but it cannot

haveboth. SeeExh. No. 66-T at 8:21 — 16:9 (Williams).

3. PacifiCorp’s Requested CommonEquity Return of 11.125 Percent Is Well-

Supported.

86. In its Initial Brief, PacifiCorpsummarizedthetestimonysupportingits requested

11.125percentcommonequityreturn. PacifiCorpwitnessDr. SamuelC. Hadawaybasedhis

recommendationon acombinationofdiscountedcashflow (“DCF”) modelsandrisk premium

analysis.Therisk premiumanalysiswasderivedfrom datathatshowedthat equityrisk

premiumsarelowerwheninterestratesarehigh andarehigherwheninterestratesarelow.

PacifiCorpInitial Br. at46-48.

87. Staffsbriefparticularlyfocusedon Dr. Hadaway’srisk premiumanalysis.Citing

testimonyofMr. Rothschild(Exh. No 151-T at72:13 — 75:13 (Rothschild)),thebrief asserted

thatDr. Hadaway’s findings ofan inverserelationshipbetweenrisk premiumsandinterestrates

“appliedonly in theextrememarketsfrom thelate 1970’sandearly1980’s;not to anyother

periods.” StaffInitial Br. at43-44. Contraryto thisassertion,Mr. Rothschild’scited testimony

did not referenceDr. Hadaway’sfindings,but insteadaddressedthelimited timeperiodusedin
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oneof thethird-partystudiescited by Dr. Hadaway. Dr. Hadaway’s own risk premium

regressionanalysisis setout in Exhibit 25,whichrevealsthat theinverserisk premium

relationshipthatherelieson hasappliedconsistentlyoverthefull rangeofinterestrates

throughouttheperiod 1980 through2004. Exh.No. 25 at 1-2(Hadaway).

88. Again citing Mr. Rothschild’stestimony(Exh.No. 151 -T at 6:17 — 7:5 (Rothschild)),

Staffsbriefpurportedto obtainan equity returnapplyingwhatthebriefassertsis

“Dr. Hadaway’sestimateof thecurrentrisk premiumof 3.01 percentto Moody’s currentaverage

utility bondyield of 5.79percent.” StaffInitial Br. at 39. Onceagain,thetestimonycited does

not supporttheclaimsmadein Staffsbrief In thecitedtestimony,Mr. Rothschildidentifiesthe

3.01 percentrisk premiumnot asDr. Hadaway’s “current” risk premium,but asthe averagerisk

premiumin the 1980-2004period. Therecorddoes,however,providethecorrectrisk premium

results. Usingaprojectedbondinterestrateof6.6 percent,theriskpremiumregressionproduces

a 10.9 percentROE. Usingabondrateof 5.6 percent(which is lower thanthecurrentinterest

ratecitedin Staffsbrief), therisk premiumregressionproducesa10.4 percentROE.

Tr. 1229:7— 123 1:16 (Hadaway).

89. Public Counsel’s brief challenged Dr. Hadaway’s ROEanalysis on thegroundsthat he

hasmadechangesto his approachesin recentyears. PublicCounselInitial Br. at 10-11. Where

anysuchchangesweremade,however,thereasonswereclearlysetoutby Dr. Hadaway.

Specifically,in responseto theitemscited by PublicCounsel:

(a) Dr. Hadawayhasconcludedthattheconstant-growthDCFmodel

currentlyproducesunreliableresultsthat are1.7 percentto 2.3 percentbelowhis risk

premiumresults. Exh. No. 21-T at 24:5-10(Hadaway). Heexplainedthatthis modelhas

becomeunreliablebecausecurrentanalyst-projectedearnings-per-sharegrowthrates

havedroppedfrom 5.3 percentin 2001 to 3.3 percentin 2005. While thesemuchlower

projectionsmaybesupportablefor thethree-to five-yearforecastperiod,Dr. Hadaway

notestherehavebeenno changesin theunderlyingeconomythat suggestthat long-term

utility growthprospects,whicha constant-growthDCF modelrequires,havesimilarly
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droppedby almostone-half Therefore,asimplifying assumptionthatDr. Hadawayhas

madein thepast,andthattheotherROE witnessescontinueto make—thatthethree-to

five-yearprojectedearningsgrowthratemaybeusedas asurrogatefor long-term

earningsgrowth—nolongeris reasonable.Exh. No. 26-T at 11:1-15(Hadaway).

Theunreasonablereactionis to ignorethemagnitudeofthechangein analysts’

three-to five-yearearningsgrowthprojectionsandcontinueto assumethat long-term

earningsgrowthwill be thesameasanalysts’near-termearningsgrowthprojections.

Consider,for example,if theanalysts,insteadof showingadramaticdropin theirthree-

to five-yearforecasts,hadbeenverybullish for theshort-term,predicting10 percent

annualearningsgrowthin thethree-to five-yearperiod. If Dr. Hadawayin suchcasehad

“consistently”assumedthat the10 percentgrowthnumbershould alsobe usedfor long-

termutility earningsgrowthin his DCF analysis,hesurelywould havebeenjustly

criticizedfor projectingsucharadicalshift in long-termutility earningsgrowth. The

sameprincipleapplieswhenthethree-to five-yeargrowthestimatesshow anear-term

dramaticdownturn. TheassumptionsofMr. Rothschild,Mr. Gorman,andPublic

CounselwitnessStephenG. Hill that suchnear-termprojectionsreflecta fundamental

shift in expectedlong-termutility earningsgrowthhavenot beenjustified, arenot

plausible,and driveStaffsand Intervenors’DCF resultsto unreasonablylow levels.

(b) Dr. Hadawaydoesnot includea“market-based”(or “terminal price”)

DCF analysisin thisproceeding,ashe did in testimonytwo yearsago. Public Counsel,

however,ignoresDr. Hadaway’sexplanationthat hehascometo agreewith thecriticism

that this “terminalpricemodel” is too sensitiveto theterminalstockpriceandthus is

unreliable. Tr. 1200:11— 1201:13(Hadaway). Tellingly, no otherwitnessrecommends

using thismodel.

(c) Dr. Hadawaydoesincludetheresultsof anewconstantgrowthDCF

equity costestimatethatuseslong-termGrossDomesticProduct(“GDP”) growthas a

single surrogatefor growth. Dr. Hadawayalsopresentsatwo-stageDCFmodel thatuses
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GDP only asasurrogatefor growthaftertheend oftheValueLine earningsgrowth

projectionperiod. Exh. No. 21-T at23:14 — 25:5 (Hadaway). Theconstant-growthDCF

modelproducesan 11.2 percentROE, while thetwo-stageDCF modelproducesa 10.7

percent to 10.8 percent ROE.

(d) Dr. Hadawaydoesusesomewhatlonger-termGDP datain this proceeding

to projectlong-termgrowthin earnings.However,to recognizecurrentlower inflation

rates,heappliesthedatain amannerthat givesmuchmoreweight to near-termGDP

growththanto GDP growthfrom earlierperiods. Tr. 1203:19— 1204:9, 1205:20-25,

1206:13— 1207:4(Hadaway).

(e) Finally, in his riskpremiumanalysis,Dr. Hadawayusesprojectedbond

yields. Thestatementby Public Counselthatuseofprojectedyields,ratherthancurrent

yields,increasestherisk premiumresultsby almost 100 basispoints(PublicCounsel

Initial Br. at 11), however,wascontraryto thetestimony. Becauseof the inverse

relationshipofriskpremiumsto interestrates,substitutionofthen-currentinterestratesas

of theratehearingwould reducetherisk premiumresultsfrom 10.9percentto

10.4 percent. Tr. 1229:7— 1231:16(Hadaway). To makesuchsubstitution,Dr. Hadaway

wouldhaveneededto ignorethesubstantiallyhigherinterestratesprojectedto be in

effect during the rate period.

H. The Commission Should RejectUnsupported Adjustments to PacifiCorp’s
Washington-AllocatedIncome Tax ExpenseProposedby Staff and Intervenors.

1. The Proposal to Allocate PHI’s Interest Tax Deductionsto PacifiCorp is
Unreasonableand Is Unsupported in the Record.

90. In its Initial Brief, PacifiCorpchallengedICNU’s proposalto appropriateduring therate

periodataxdeductionofPacifiCorpHoldings,Inc. (“PHI”), PacifiCorp’scurrentparent.The

Companypointedout thatICNTJ concurrentlyurgesincorporationof expensereductionsbased

on MidAmericanEnergyHoldingsCompany’s(“MEHC”) acquisitionof PacifiCorp,whichwill

endPHI’s ownership.Thebriefalsoexplainedhow theproposedtakingofPHI taxbenefits
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violatesthe long-standingregulatoryprinciple ofmatching“benefits andburdens”in utility

ratemakingandhowsuchappropriationofnon-PacifiCorptaxbenefitswould breakdownthe

ring-fencingaroundPacifiCorp. PacifiCorpInitial Br. at 49-51.

91. The inconsistency of ICNU—in seeking adjustments that assumetheMEHC acquisition

closes,while concurrentlyattemptinganappropriationof PHI’s future interestdeductionson the

assumptionthattheMEHC acquisitiondoesnot close—isclearin ICNLT’s Initial Brief At

page7, ICNLJ assertedthatMEHC’s acquisitionofPacifiCorpwasknownandmeasurable:

“The Commissionshould adjustPacifiCorp’srevenuerequirement
to reflecttheMEHC acquisition,whichhasbeenapprovedby this
Commissionaswell as theutility commissionsin California,
Oregon,Utah,Wyoming, andIdaho. TheCommissionshould not
wait to maketheserevenuerequirementadjustmentsuntil the
MEHC acquisitionactuallyclosesbecausetheacquisitionis a
knownandmeasurableeventthatis likely to occurduringthetime
in which ratesare expectedto be in effectandduringthetestyear
for certaincosts.”

ICNU Initial Br. at 7.

92. If MEHC’s acquisitionofPacifiCorpis knownandmeasurable,thenthefact that PHI

will pp~ownPacifiCorpalsois known andmeasurable.With thecessationof PHI’sownership

ofPacifiCorp,anybasisfor an allocationofPHI tax deductionsalsodisappears.

2. The Proposal to Deny Tax Normalization with Respectto the Proceedsof the
Maim-Midpoint Saleand LeasebackTransaction Is Contrary to the Tax
Normalization Requirementsofthe Internal RevenueCode.

93. In its Initial Brief, PacifiCorpexplainedthata June18, 1985 IRS PrivateLetterRuling

(“PLR”) for anotherutility providesclarificationregardingtax treatmentofsafeharborlease

transactions,suchas thesale/leasebackoftheMalin-Midpoint transmissionline (“Malin Line”),

underInternalRevenueCode(“IRC”) section168(f)(8). PacifiCorpInitial Br. at 52-53. PLR

8537063clarifies that transactionsunder168(f)(8)aresale/leasebacktransactionsfor tax

purposesonly, andshouldbe treatedasa saleof taxbenefits. Exh. No. 282 (Elliott). Most

notably,thePLR establishesthat thetransactionshaveto beaccountedfor in aspecific fashion

thatis at oddswith prior ordersoftheCommission.PacifiCorpInitial Br. at 53.
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94. Staffs brief contended that a PLR maynot beusedorcited asprecedentandoffered

instead a judicial decision thatsupportsthesametreatmentof a safeharborleasetransactionthat

theCommissionusedin theearly1 980s. Staff Initial Br. at66-68 (citing PapagoTribal Utility

Auth. v. FERC, 773 F.2d 1056(9th Cir. 1985)). RatherthansupportingStaffsargument,

Papagosuffers from thesamelackof IRS clarificationthathinderedtheCommissionin its

ordersrelatedto theMalin Line in theearly1980s. TheIRS’s 1985PLRwasissuedafter

Papagoand afterthe two Commissionordersreferencedabove. All threeordersnotethat the

decisionsreachedweresubjectto reconsiderationbasedon any subsequentIRS clarificationof

the relevanttaxlaws. Exh. No. 608 (Kermode);Papago,773F.2dat 1064. ThePLR is sucha

clarifying document.

95. As apreliminarymatter,Papago reachesthesameconclusionasthePLRregarding

whethera safeharborsale/leasebacktransactionis anythingmorethanasaleof taxbenefits.

Both agreethat only taxbenefitsaresold in thesetransactions,not theunderlyingassets.See,

e.g., Papago, 773 F.2dat 1063(“ERTA [codifiedin partat IRC section168(f)(8)]wasenacted

andthe tax benefitsweresoldduring thetestyear.” (emphasisadded)).Staffcontinuedto

contendthat asafeharbor leasetransactionsuchastheMalin transactionis nota saleof tax

benefits, but ratheris atax basissaleofan asset. StaffInitial Br. at 67. Staffsown cited case

contradictsthis reasoning,asdoesthecommon-senserationaleofthestatutethatprovidedfor the

safeharborsale/leasebacktransactions.Thecrux of thestatuteis that thesetransactionswould

be treatedassalesandleasebacksfor taxpurposesonly.

96. It is technicallycorrectthata PLR maynot beusedor cited asprecedent.However,a

PLRdoesindicatehowthe IRS would rule on thetaxtreatmentof agiventransactionunder

similar facts. PacifiCorp’sfactsaresimilar to thefactsin PLR 8537063. Exh. No. 282 (Elliott).

The PLR statesthat IRC section168(f)(8)(D)andsection§ 46(f)(2) applyto theproperty

involved in a safe harborsale/leasebacktransaction.Id. The IRC requiresnormalization

treatment of the tax benefitssold underthesafeharborleasetransaction,or elsethepropertywill

not qualify for the safe harbor treatment. Id. Through this PLR, the IRS clarified any ambiguity
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as to how it would treat the components of the safe harbor lease transaction. No further ruling

has been issued. Further rulings probably have not been given because the applicable law was

repealed in 1984 by Congress, and the PLRwas issued in 1985.

97. In Papago,the court upheld a FERCorder finding that failure to normalize the proceeds

from a sale/leaseback transaction did not violate the IRC. But the court stated that it so ruled

because, at the time, it could find no authority to the contrary and therefore could not say the

Commission’s decision was based upon an irrational conclusion. However, with issuance of

PLR 8537063, there is an authority that clarifies that the proceeds from a safe harbor lease

transaction must be normalized.

98. Nowthat the IRS has clarified the statutory requirements, the Commission should

acknowledge that the Company is required to follow the tax normalization rules related to IRC

section 168(f)(8) safe harbor sale and leaseback transactions. It is understandable that the

Commission issued contrary orders in the early 1980s, before PLR8537063 was issued, but there

is no reason to follow those orders now that there is superseding clarification by the IRS. The

Company’s adjustment will achieve the mandated accounting treatment of the Malin transaction.

3. PacifiCorp’s Current Amortization of Tax Audit SettlementAmounts Is

Appropriate and Should Continue.

99. In its OpeningBrief, PacifiCorpprovidedthereasoningbehindits requestthatratepayers

bear one-half of the Company’s tax audit settlement costs. This approach continues the sharing

set forth in the settlement of the Company’s last rate case, Docket No. UE-032065. The

Company noted that its proposal does not constitute retroactive ratemaking, because the tax

deficiency it seeks to recover does not become known and measurable until the deficiency is

actually accessed by the taxing authority. PacifiCorp’s Initial Br. at 5 3-54.

100. Staffs brief characterized the Company’s audit settlement adjustments as an attempt to

“recover from current ratepayers the cost of mistakes the Company made on its tax returns six to

14 years ago.” Staff Initial Br. at 65. Warming up in its advocacy, Staffs brief then implied

fraud by the Company as a reason it needs to make tax settlement payments:
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“Moreover, like any taxpayer, when the company signs its tax
return it is stating, under penalty of perjury, that it believes the tax
return is ‘true and correct as to every material matter.’ The
company is not simply providing a ‘best estimate.”

Id. at 65-66 (footnote omitted).

101. Staffs argument is both inaccurate and insulting. The Commission is unlikely to be

shocked by the concept that the application of the tax code to a utility like PacifiCorp is not

always cut-and-dried. For large corporations, ambiguities in the tax code can involve millions of

dollars. There is nothing fraudulent about taking a tax deduction when the interpretation of the

tax code is unsettled; indeed, it is in the interests of PacifiCorp’s ratepayers that PacifiCorp not

pay more taxes than the law requires and not resolve each ambiguity in favor of the highest

possible tax payment. Such an approach would be a disservice to ratepayers, leading to millions

of dollars in tax overpayments, just to avoid the possibility that some claimed deductions might

be reversed on audit.

102. A Commission policy that denies the Company any rate recovery of tax settlements is a

policy that encourages extremely conservative tax filings. Extremely conservative tax filings are

simply not in the best interest of ratepayers. The Commission should allow the Companyto

recover one-half of its tax audit settlements through a five-year amortization, as the Company

has requested, and as provided in the settlement of Docket No. UE-032065.

4. ProposedReductions to PacifiCorp’s StateIncomeTax Have Been Shownto

Be Mistaken and Should Be Rejected.

103. In its Initial Brief, PacifiCorpexplainedthat stateandfederal incometax adjustments

proposed by Public Counsel were based on an apparent misunderstanding of two of the

Company’s accounting practices. PacifiCorp Initial Br. at 54-55. For some reason, Public

Counsel’s brief continued to advocate reductions to PacifiCorp’s state income tax, despite the

evidence demonstrating the simple mistakes underlying the adjustments. Public Counsel Initial

Br. at 24-25.
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104. PublicCounsel’sbriefadvancedastrangedefenseoftheproposalto eliminatethe

$611,699Washington-jurisdictionaloperatingdeductionfor “InterestsandDividends(AFUDC-

Equity).” Thebriefclaimedthat thisdeductionhasincreasedPacifiCorp’staxableincomeby

reducingincometax deductions.In responseto Mr. Wrigley’s explanationthatthis amount

alreadyhasbeencompletelyoffset in this proceedingby an identicalandopposingScheduleM

deduction,PublicCounsel’sbriefstatesthat theScheduleM deductionin this proceedingshould

bedisregardedbecauseit is only “temporary.” PublicCounselInitial Br. at 24.

105. PacifiCorpis almost(butnot quite)renderedspeechlessby this argument.TheSchedule

M deductionis hardly“temporary”asfar asPacifiCorp’srevenuerequirementin this proceeding

is concerned.As Mr. Wrigley explained,theScheduleM adjustmentcompletelyoffsetsthe

impactofthe“InterestsandDividends(AFUDC-Equity)” item in thecalculationof revenue

requirementin PacifiCorp’sfiling. PublicCounselis only entitled to havethis item removed

once.

I. PacifiCorp’s SupplementalTestimony Has Properly Statedthe Impacts on Revenue
Requirement of Any Acquisition of PacifiCorp by MidAmerican Energy Holdings
Company.

1. Implementation of the Washington Stipulation in the MEHC Acquisition
DocketWould ReducePacifiCorp’s Washington-AllocatedAdjusted Test-
Year RevenueRequirement by Approximately $940,000,with the Exact
Impact Dependenton the Commission’sResolutionof Other RateCase
Issues.

106. In its Initial Brief, PacifiCorpexplainedhow andunderwhat circumstancesthe

implementation of the Washington Stipulation in the MEHCAcquisition Docket would impact

PacifiCorp’s Washington-allocated adjusted test-year revenue requirement. PacifiCorp Initial

Br. at 56-57. The analyses of the Washington Stipulation containedin theotherInitial Briefs

appear to be consistent with PacifiCorp’s explanation.
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2. The ProposedMEHC-Related “Double-Leverage” Adjustments to
PacifiCorp’s Stand-Alone Costof Common Equity Are Financially Unsound
and Are Unsupported by the Facts in This Proceeding.

107. PacifiCorp’sInitial Briefaddressednumeroustheoreticalandfactualdefectsin the

attempts of Staff and Public Counsel to make a “double-leverage” reduction to PacifiCorp’s

ROE. PacifiCorp explained the various ways in which the double-leverage adjustments defy

generally accepted principles of business finance. PacifiCorp also set out major factual errors in

Staffs and Public Counsel’s double-leverage testimony. Finally, PacifiCorp set out the adverse

impacts the proposed double-leverage adjustments would haveon PacifiCorp’spost-MEHC-

acquisitionring-fencedcredit ratingmetrics. PacifiCorpInitial Br. at5 7-62.

108. StaffsandPublic Counsel’sInitial Briefs advancedtheir double-leverageargumentsby

repeatinganumberof factualassertionsthataredemonstrablyfalse. To bemorespecific:

(a) Staffsbrief assertedthat“Staff appliedMEHC’s incrementalcostof debt

to theequity in PacifiCorp’scapitalstructurethat is financedwith newdebt.” Staff

Initial Br. at 45 n.236. PublicCounsel’sbrief madeasimilar assertion.PublicCounsel

Initial Br. at 15.

Thereis no supportin therecordfor the statementthat MEHC hasfinancedanyof

PacifiCorp’sequity. Instead,therecordmakesclearthat any newMEHC debtrelatedto

thePacifiCorpacquisitionwill beusedentirelyfor paymentsto ScottishPowerto

purchaseits PacifiCorpstockandthatno MEHC fundswill havebeenusedto provide

equityto PacifiCorp. This matterwas addressedon cross-examinationofStaffwitness

KennethL. Elgin atTr. 1528:13-18(Elgin), andno witnesshasexplainedhow any of

PacifiCorp’sequitycouldhavebeensuppliedby MEHC.

In arelatedinaccuracy,Staffsbrief addressedtheIowaregulatorydecisionsStaff

citesasthesoledecisionssupportingits proposeduseof doubleleverage.Staff

recognizedthat theIowa decisionsspecifythat doubleleveragewill not applywhenthe

parent’sdebtdoesnot supportthesubsidiary’scommonequity. Thebriefthenasserted

“the Iowaexceptiondoesnot applyherebecauseBerkshireHathawaywill infuseequity
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through MEHCto acquire PacifiCorp. Debt issued by MEHCto finance PacifiCorp will

alsoberecordedon PacifiCorp’sbooksasequity.” StaffInitial Br. at 50 n.253 (citations

omitted).

Thereis not ascintilla oftruth in eitherof theseassertions.As notedin the

precedingparagraph,MEHC is usingdebt andequity capitalto financepaymentsto

ScottishPowerforpurchaseofPacifiCorpstock,not to infuseequityinto PacifiCorp.

Moreover,thestatementthatMEHC debtwill berecordedon PacifiCorp’sbooksas

equity is basedon Mr. Elgin’s characterizationof whatwouldhappenif MEHC did debt-

financean equity infusioninto PacifiCorp,which it hasnot done. TheIowa exceptionto

doubleleverageclearlyapplies,which reducesfrom oneto zerothenumberof states

Staffcanfind whereregulatorswould applydoubleleveragein thesituationpresentedin

this proceeding.SeeTr. 1624:18— 1625:4,1636:9— 1638:2(VanderWeide).

(b) Staffsbriefstatedthat “[d]ouble leverageallows MEHC to earnhigh

returnson its equityinvestmentin its subsidiaryutilities.” StaffInitial Br. at46. In a

frustratingly laboriouscross-examination,this propositionasappliedto PacifiCorpwas

shownto beincorrect. Staffsbriefdid notattemptto challengetheshowingthatif

PacifiCorpwereallowedandearnedan 11 percentROE, andalsowerealloweda capital

structurethatincludedits full $3.9billion in actualcommonequity,the“leveraged”

MEHC still wouldhavedifficulty earningan 11 percentROE on its investmentin

PacifiCorp. Thecross-examinationshowedthatassuming,asMr. Hill did, a 5.95 percent

costof long-termdebtfor MEHC, its ROEwould be 10.88percentwhenPacifiCorp’s

earnedROE was 11 percent. Exh. No. 810(a)(Elgin cross-examination);Tr. 1513:5 —

1523:13(Elgin).

Staffsbriefdid challengetheconclusionthat if Staffscost-of-capital

recommendationswereadopted,withoutStaffsdouble-leverageadjustment,MEHC’s

“leveraged”ROE wouldbeonly 7.07percent. This challengerevealedStaffscontinued

misunderstandingofthebasicmathematicsof its double-leverageproposals.Staffsbrief
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assertedthat PacifiCorp‘ scross-examinationExhibit No. 810(a)containserrorsin the

calculationofMEHC’s returnunderStaffsproposal.Thebrief stated:

“The exhibit incorrectlystatesthat PacifiCorp’sbookequityis
$3.4billion, whenPacifiCorp’sbookequity atclosingis estimated
to be $3.9 billion. Theexhibit incorrectlyuses8.95 percentreturn
on equity, whenMEHC couldexpectto earn11 percenton book
equitywith theacquisitionofPacifiCorp.”

Staff Initial Br. at 47 n.241 (citationomitted).

Contraryto theassertionsin Staffsbrief, the $3.4billion in book equity

correspondsto StaffsrecommendationthatPacifiCorpbedeniedan ROE basedon the

Company’sactual49.5 percentcommonequity ratio, representing$3.9billion in equity,

but that insteadahypothetical43.5 percentcommonequityratio (or $3.4billion) should

beimputedto PacifiCorp. Theexhibit alsocorrectlycalculatesMEHC’s returnif

PacifiCorpwereallowedandactuallyearnedthe Staff-recommended8.95 percentROE.

Neitherthe 11 percentROE for PacifiCorpthatStaffcitesnortheuseoftheactual$3.9

billion in PacifiCorpequitywould applyif Staffscost-of-capitalrecommendationswere

accepted,andMEHC’s ROE undersuchassumptionswould be7.07 percent. SeeExh.

No. 116 (Hill); Tr. 1513:5— 1523:13(Elgin).

(c) Staffsbriefassertedthat doubleleverageis not similar to an individual

investor’spurchaseof utility shareswith debt,because“an individual investorwho faces

amargincall cannotdirecttheutility to borrow fundsandusetheproceedsto paya

dividendto coverthecall.” Staff Initial Br. at51. Thesimpleanswerto this argumentis

that MEHC alsocannotdirect theutility to borrowfundsandusetheproceedsto paya

dividendto coveramargincall. In thefirst place,Washingtonlaw limits thepurposesfor

whichPacifiCorpmayissuedebt,andtheCommissionalsohasto approvethepurposes

of PacifiCorp’ssecuritiesissuances.SeeRCW Ch. 80.08. Theability ofPacifiCorpto

makedistributionsto MEHC is furthercircumscribedby theWashingtonring-fencing

provisionsthat MEHC hasofferedandtheCommissionhasorderedin connectionwith
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Commissionapprovalof MEHC’s acquisitionof PacifiCorp. SeeExh. No. 809 at 5

(Elgin cross-examination).

(d) PublicCounsel’sbriefstated,in an artfully wordedsentence,that “Mid

AmericanEnergyHoldingCompany(MEHC) hasaconsolidatedcapitalstructureof

approximately20 percentcommonequity and80 percentfixed-incomecapital.” Public

CounselInitial Br. at 14. ThisstatementignoredthefactthatMr. Hill basedhis double-

leverageadjustmenton MEHC’s parentcapitalstructure,whichhecalculatedto havea

51.76percentcommonequityratio. Exh.No. 116.10 ThecarefulwordingofPublic

Counsel’sstatementalsoallowedhim to ignorethefact that MEHC’s capitalstructure

containssubordinateddebtwith an 11 percentequity-likereturn,which therating

agenciestreatasequity. With this equity-equivalentcapitalproperlytreated,MEHC’s

equityratio is over 57 percent. Tr. 1549:12-23(Elgin).

Finally, PacifiCorpbelievesit fully addressedin its Initial Brief thefollowing

erroneousclaim by Staff:

“The Companythenarguesthat a subsidiary’sequityreturnwith
doubleleverageis thesameasthereturnon equity for a stand-
aloneutility, if theparent’scostofdebtandequity arecorrectly
adjustedfor theadditionalrisk ofdebtcoverageat theparentlevel.
TheCompanyproducedno analysisto supportthis claim; it simply
assumedthat thecostofequity increasesproportionallyto the
changein debtratio in orderto hold theoverall costofcapital
constant.”

StaffInitial Br. at 50.

109. As PacifiCorppointedout in its Initial Brief, the fact thatthecostofequity increases

proportionallyto thechangein debtratio follows from afundamentalprincipleof financial

10 Staffhasuseda“consolidatedcapitalstructure”for its doubleleverageadjustment.

This approachincludesall of thedebtof MEHC’s operatingsubsidiaries,employingthefantasy
thatsuchoperatingsubsidiarydebtwouldbeuseablebyMEHC to makeequity infusionsinto its
subsidiaries.Thus,for example,by Staffsreasoning,PacifiCorp’sown debtis asourceof
fundingofPacifiCorp’sequity. Exh. No. 796; Tr. 1539:20— 1540:15.
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economics—the“law ofoneprice.” If thesituationwereotherwise,everyelectricutility should

berequiredto createaparentcompanyto issuedebtto fund equity contributionsto its utility

subsidiary. PacifiCorpInitial Br. at 57-58.

110. TheformulaDr. VanderWeideusedto calculatethecostofparentequitywastakenfrom

a distinguishedfinancialtextbook.’1 As PacifiCorp’sInitial Brief alsopointedout, theattempt

by Mr. Elgin to providean alternateformulafor thecalculationof thecostof parentequityrelied

on acitation to anonexistentstudyby Mr. Rothschild. PacifiCorpInitial Br. at 60-61. Mr. Hill

offeredhis own calculations,consistingof(a) asa“primary methodology,”ahome-grown

capital-assetpricing-model(“CAPM”) approach,basedon theuseaCAPM betameasurethat

Mr.Hill in his initial pre-filedtestimonyhaddescribedas “not areliableprimaryindicatorof

equity capitalcosts,”and(c) an admittedlymisstatedformulaobtainedfrom abookby Dr. Roger

A. Morin.’2 Tr. 1694:8-18,1723:2-9(Hill); PacifiCorpOpeningBr. at61. Mr. Hill also

acknowledgedthat Dr. Morin in thesamebook that washis sourcefor his misstatedformula,

alsoconcludedthatdoubleleveragetheoryhasseriousconceptualandpracticallimitations,

violatesbasicnotionsof financeandeconomics,andshouldnot beusedin regulatory

proceedings.’3Tr. 1723:15-25(Hill).

111. Thedouble-leverageproposalsin this proceedingaresupportedneitherby financetheory

norby thefactspresented.The only effect ofadoptionofadoubleleverageadjustmentfor a

ring-fencedPacifiCorpwouldbe to moveit sharplytowardthebottomoftheutility financial

heap,to join Avista.

~ RichardA. Brealey,StewartC. Myers,andFranklinAllen, PrinciplesofCorporate

Finance,8th ed. at517. Exh. No. 811-Tat 10 n.2.

12 RogerA. Morin, “RegulatoryFinance,Utilities’ Costof Capital,”PublicUtilities

Reports,Inc., 1994,Chapter20.

13 Seealso RichardH. PettwayandBradfordD. Jordan,“Diversification, Double

Leverage,andtheCostofCapital,”cited by Dr. VanderWeideatTr. 1650:17-19.
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3. The CommissionShould Approve PacifiCorp’s Proposalto IncreaseFunding of
PacifiCorp’s Low-Income Energy Assistanceto 0.34 Percentof Gross Operating
Revenues.

112. In its Initial Brief, PacifiCorpdefendedits proposalto increasetheCompany’slow-

incomeenergyassistanceby 30 percent,to 0.34percentof grossoperatingrevenues.The

Companyexplainedthat althoughits proposedincreasedfundinglevel waslower thanPSE’sor

Avista’s funding levels,PacifiCorpalsohaslowerresidentialratesthando PSEandAvistaby a

wide margin,sothatPacifiCorp’slow-incomecustomersfacelessof autility bill burdenthan

theircounterpartsin thoseotherserviceareas.PacifiCorpInitial Br. at 62.

113. TheEnergyProject’sbriefadvocateda greaterincreasein fundinglevels for low-income

energyassistance.EnergyProjectInitial Br. at 3-5. PacifiCorpbelieves,for thereasonsset forth

in its Initial Brief, thatits responseto therequestfor increasedfunding is appropriate.

As an additionalconsideration,PacifiCorpobservesthatAvista andPSEoffer bothelectric and

naturalgasservice,while PacifiCorpofferselectricservice. ThusPacifiCorp’scustomers

potentiallyalso couldreceivelow-incomeenergyassistancefrom theirnaturalgasprovider.

114. PacifiCorpappreciatestheEnergyProject’sconcernsregardingtheCompany’s

commitmentto track low-incomecustomerdataandto studyarrearagemanagementfor low-

incomecustomers.TheCompanyagreesthatits datatrackingshouldresultin “meaningfuldata

collection andanalysisreportedto theCommissionto betterunderstandhow low-income

householdsareaffected.” Id. at7. This concurrenceis consistentwith thespirit ofWashington-

specificcommitmentWa 15 from theStipulationfrom theMEHC acquisitiondocket: The

Companywill work with Staff, theEnergyProject,andothersto collect“datapertinentto low-

incomecustomersin PacifiCorp’sWashingtonserviceterritory.” Exh. No. 228 (Wrigley cross-

examination). Regardingthearrearagestudy,theCompanyconcurswith theEnergyProjectthat

themulti-statenatureof thearrearagemanagementstudyshouldnot “impingeupon

Washington’sability to implementprogramsthatprovidereliefto low-incomeandother

ratepayers.”EnergyProjectInitial Br. at 8.
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115. TheEnergyProject’sfinal issuerelatesto “the 50 percentrule” followed by theCompany

with respectto its weatherizationprogram. Id. at 9. TheCompanycontinuesto believethat the

bestmeansto fund its low incomeweatherizationprogramis by covering50 percentofmeasure

costsaslong astheStateofWashingtonEnergyMatchMakerfundsareavailable,and 100

percentofthecostsoncethesestatefundshavebeendepleted. This approachassuresthat

customersreceivebenefitsfrom theMatchMakerprogramandtheirtax dollars. In thecurrent

two-yearMatchMakerperiod (July 1, 2005 - June30, 2007),PacifiCorphascommittedto

fundingup to $2 million andtheMatchMakerprogramto datehascommittedto matchabout

28%of this amount,$560,233. PacifiCorppersonnelwill work with theCompany’slocal

partneringagenciesthatprovidetheweatherizationservices(Blue MountainAction Council in

WallaWalla,NorthwestCommunityActionCenterin Toppenishand Opportunities

IndustrializationCenterofWashingtonin Yakima)to ensurethat themix ofPacifiCorpand

MatchMakerprogramfundsprovidesthegreatestbenefitto customers.

K. The CommissionShould Approve theJoint RateDecoupling Proposalofthe

Natural ResourcesDefenseCounseland PacifiCorp for a Three-Year TestPeriod.
116. In its Initial Brief, PacifiCorpsetout theadvantagesofdecouplingasaconservation-

friendlypricingmechanism.TheCompanystatedits willingnessto work with Staffand

Intervenorsto establishdetailsofthemechanismandagreedto athree-yeartrial periodwith

reporting. PacifiCorpalsoexplainedthat althoughdecouplingremovesapenaltyfor utility

investmentin conservation,it doesnotmeasurablyreduceoverallrevenuerisk, andshouldnot be

usedasan excuseto reduceROE. PacifiCorpInitial Br. at 63-64.

117. PublicCounsel’sbriefdenounceddecoupling,assertingthatthemechanismwould be a

profit centerfor PacifiCorp’sshareholders.PublicCounsel’stheoryis thatat currentpower

prices,andwith decoupling,retail loadreductionthroughconservationwouldnet theCompany

highwholesalepowersalesrevenues,plus decouplingadjustments.PublicCounselInitial Br. at

52-53. This “double-dipping”couldbepossibleonly if decouplingwereimplementedwithouta
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PCAM. With aPCAM, anynetpowercostbenefitsfrom reductionin retail load,asshownin

PublicCounsel’sexample,would flow to ratepayers.

L. The CommissionShould Adopt PacifiCorp’s ProposedRate Spread and Rate

Design.
118. TheInitial Briefs confirmthat thereareno ratespreador ratedesignissuesin this

proceeding.

III. CONCLUSION

119. Forthereasonsstatedin PacifiCorp’stestimony,at thehearings,andin PacifiCorp’s

Initial Brief andReplyBrief, theCompanyrequeststhat theCommissiongrantPacifiCorp’srate

increaseasrequested.

DATED: March 6, 2006.
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