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1 BEFORE THE |

5 WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
3

4

5 Inthe Matter of the Application of )

PACIFICORP for an Order Approving the ) Docket No. UE-991262
6 Sale of its Interest in (1) the Centralia Steam )
Electric Generating Plant, (2) the Ratebased )
Portion of the Centralia Coal Mine, and )
g (3) Related Facilities; For a Determination )

of the amount of and the Proper ) PACIFICORP'S PETITION FOR
9 Ratemaking Treatment of the Gain ) RECONSIDERATION
Associated with the Sale; and for an EWG ) ' B
10" Determination ) ' c &

11 7
12 Pursuant to RCW 34.05.470 and WAC 480-09-810, PacifiCorp (or “the Company”) « -
18 hereby petitions for reconsideration of the Second Supplemental Order of the Washington -
14 ' :

Utilities and Transportation Commission ("Commission") entered in this docket on March 6,
15

2000 ("Order").
16
17 PacifiCorp believes that the Order was erroneous in the following respects:
18 1. The Order conditioned approval of the sale of PacifiCorp's interest in the Centralia
19 plant and Mine upon PacifiCorp agreeing to hold harmless its customers, Puget Sound Energy,
20

Inc. and Avista Corporation and their respective customers from any future liability for Centralia
21 4
- Mine reclamation. There is no basis in the record for this requirement. Moreover, it is contrary

o3 to the contractual arrangements among the Centralia owners.

24 2. The Order contains a number of mysterious numerical references and calculations
25 which have no apparent basis in the record.

26 .
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3. While it appears the Commission intended that PaciﬂCorp’s shafeholders receive some
of the gain from the sale of the Centralia Plant, substituting correct numbers in the Commission's
proposed allocation formula would result in no gain being available to be allocated to
PacifiCorp's shareholders.

PacifiCorp respectfully requests that, upon reconsideration, the Commission amend the
Order as follows:

1. Delete the condition associated with PacifiCorp holding its customers and other
parties harmless in respect to Mine reclamation costs.

2. To the extent numerical references are used, they should be explained and have a basis
in the record so that the Parties are able to divine the Commission's intentions. |

| 3. The "depreciation reserve" method for allocating gain between customers and
shareholders should be adopted in lieu of the method set forth in the Order.
ARGUMENT

1. Mine Reclamation Costs. The Order states (at page 21) that the Commission noted

"that PacifiCorp hés indicated a willingness to indemnify its ratepayers" from future reclamation
costs beyond the balance currently accumulated in the reclamation trust following the sale of the
Plant and Mine. The Order (at page 21) goes on to "assume" that PacifiCorp is also willing to
extend this indemnification to the ratepayers of "other owning utilities".

The record in this proceeding contains absolutely no basis for a conclusion that
PacifiCorp indicated a willingness to indemnify its own customers and absolutely no basis for

the Commission to "assume" this indemnification would extend to other Centralia owners or
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their customers.

- PacifiCorp witness Alex Miller took great (but apparently insufficient) pains to
distinguish between costs of future environmental remediation at the Plant and Mine and future
recla}mation costs at the Mine. He testiﬁed- that in the event the Commission accepted
PacifiCorp's proposal to establish reserves for environmental remediation costs at the Plant and
Mine, PacifiCorp would agree to hold its Washington customers harmless in respect to costs in
excess of such reserves. He stated that the Company had not yet determined what ratemaking
treatment it would propose for any reclamation costs that PacifiCorp might be required to pay.
His testimony in these respects was as follows:

17 Q. Looking at your rebuttal testimony, Exhibit

18 215, at Page 8, Lines 15 and 16, you state that

19 PacifiCorp's proposal effectively caps the customer

20 borne monetary risk associated with existing

21 environmental liabilities. Could you just expand on

22 that for me on any potential risks that would remain?

23 Would those just be the risks to the Company and not to
24 the shareholder because of this statement, or what

25 would that mean?

TR Vol. I1I, p388

1 A. I'msorry,Ididn't find your site.

2 Q. I'msorry. I'm looking at this is Page 3 of

3 your rebuttal testimony, Lines 15 and 16.

4 A. The environmental liabilities associated with

5 the plant are separate and apart from the reclamation

6 liabilities, so these are a traditional environmental

7 liabilities, such as fuel spills and other things that

8 can occur at basically any industrial facility. What

9 we are saying here is that if our gain sharing proposal

10 is accepted, and we are allowed to deduct these amounts
11 from the calculation of the gain, then we would not

12 look back to ratepayers in the future if preexisting

13 conditions are determined and found and work there way
14 through and come back to PacifiCorp.
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15 If those amounts are not included in the

16 calculation of the gain, preexisting conditions are

17 determined, then we would come back to seek recovery
18 from customers, so essentially, if the two and three

19 million are deducted, then it's shareholder

20 responsibility going forward. It's part of our whole

21 gain sharing proposal. If not and we're not reserving
22 in any sense for those potential liabilities in the

23 future, then we wouldn't come back and look to

24 customers.

25 Q. This again is just environmental liability

1 and not reclamation liability: is that correct?
2 A. Thatis correct.

TR Vol. III, p389-90 (Emphasis added.)

REDIRECT EXAMINATION

20 BY MR. GALLOWAY:

21 Q. Mr. Miller, I want to make sure that the

22 record is crystal clear as to the difference between

23 what you refer to as environmental liability associated
24 with the mine and reclamation liability and how that is
25 going to be handled. As I understand your testimony,

1 environmental liability as it relates to both the plant
2. and the mine has to do with soil and water

3 contaminating that may have occurred while the plant
4 and mine were in the hands of the current owners.

5 A. That's correct. ‘

17 Q. And the reserves that have been talked about
18 for the plant and mine are reserves that PacifiCorp
19 proposes to book as a contingency against these sorts
20 of claim for preexisting liability.

21 A. Thatis correct.

22 Q. And if these reserves are permitted and if

23 PacifiCorp is permitted to retain one third of the gain
24 from the sale as it's proposed, PacifiCorp would hold
25 customers harmless against any such environmental

1 liabilities.

2 A. That's correct. A
3 Q. Youseparately testified in respect to the
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4 reclamation liability associated with the mine; do you
5 recall that? '

6 A. Yes.

7 Q. And there has been no reserve in the

8 transaction accounting for that sort of secondary

9 liability for reclamation; is that correct?

10 A. Thatis correct, there has been no reserve.

11 © Q. You testified that under current law,

12 PacifiCorp does not believe that that secondary

13 liability exists.

14  A. Thatis correct.

15 Q. Has PacifiCorp made a determination in the

16 event that the secondary liability arose and the law

17 was changed or somehow the liability was visited upon
18 PacifiCorp, how it would treat that matter for

19 regulatory purposes, for ratemaking purposes is what I
20 mean?

21 A. No.

TR Vol. I1I, p391-93

Even the Company's proposed commitment with respect to environmental remediation

~ costs, which Mr. Miller clearly stated had nothing to do with Mine reclamation costs, was

mooted by the Commission's unwillingness to accept PacifiCorp's proposal to reserve a portion
of the sales proceeds to cover such liabilities (Order at page 24).'

No Party to these proceedings suggested that PacifiCorp indemnify its customers in
respect to Mine reclamatioﬁ costs. No Party mentioned the possibility of PacifiCorp
indemnifying other Centralia owners or their customers.

Other than the testimony of Mr. Miller referenced above, testimony related to

responsibility for future Mine reclamation costs (that are for some reason not paid by TransAlta

! The Order also fails to acknowledge that 52.5 percent of PacifiCorp's proposed $ 3 Million
reserve for environmental remediation at the Mine relates to the portion of the Mine not in
ratebase and therefore should not figure into an adjustment of the amount of gain allocated to
the Company's customers. (See Exhibit T-215 at page 4.)
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consistent with its contractual obligations) came from witnesses for Staff and ICNU. Both

o  Wwitnesses testified that (assuming all of the gain from the sale of the Plant were allocated to

3 customers, consistent with their recommendation) PacifiCorp’s customers should be responsible

ratebase. (See Transcript Volume III, pages 512 and 466.)

for pmdently-ihcurred reclamation costs for the 47.5 percent of the Mine that is in PacifiCorp's

The record is also clear that the Centralia owners had established by contract how

g responsibility for Mine reclamation should be apportioned among them. Mr. Miller testified as

9 follows in this regard:

10
11
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8 Q. I want to leave this exhibit but stick with
9 the reclamation issue, and that is, under the proposed
10 sale agreement to TransAlta, is there any -- and I mean

- 11 the word "any" in its literal sense -- liability that

12 it stays with the current owners if that sale goes
13 through?

14 A. Yes.

15 Q. Would you please explain what that liability
16 is?

17 A. That liability is that TransAlta for some
18 reason cannot fulfill its obligation to reclaim the
19 mine, and that somehow that that falls back on
20 PacifiCorp as a previous owner.

21 Q. Would that risk be only to Pac1ﬁC0rp, or
22 would that be to all of the owners?

23  A. It would fall first to PacifiCorp.

24 Q. Because you are the owner of the mine?
25 A. That's correct, and the permanent holder.
TR Vol. I1I, p368

1 Q. Do you have agreements between the respective
2 owners that would allow PacifiCorp to seek recovery

3 from the other owners?

4 A. Yes, wedo.

TR Vol. III, p369

22 Q. Ibelieve in response to a question you
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23 responded that the owners were contractually

24 responsible to PacifiCorp.in respect to that secondary
25 reclamation liability?

TR Vol. I1I, p393

1 A. Yes, for their portion of the mine.

2 Q. 52-and-a-half percent?

3 A. That's correct.

4 Q. And the balance would have to be borne in
.5 some manner by PacifiCorp?

6 A. That's correct.

TR Vol. 111, p394

Thus, thére is absolutely no basis in the record for the Commission's "assumption" that
PacifiCorp was prepared to indemnify the other Centralia owners in respect to reclamation costs.
2. Mysterious numbers and calculations. The Order contains several charts which

purport to demonstrate the financial impact of the sale on the three Applicants. Most of these
numbers are not accompanied by citations to the record and PacifiCorp is not able to find several
of the numbers in the record or otherwise derive them from numbers that are in the record.
PacifiCorp understands that these figures are intended to be “estimates” included to illustrate the
principles to be implemented by the Commission “when the final allocations are determined in
ratemaking” (See Order at page 22). Nonetheless, from the numbers that are used, PacifiCorp is
unable to discern what principles the Commission intends to implement. PacifiCorp believes
that the principles and methodology are best resolved in this docket and should be based on the
record in this docket. Although the actual accounting can and should occur in the pending rate
case, clarity in this docket will eliminate controversy and extensive record-building in the rate
case. Specifically, PacifiCorp’s concerns are as follows:

e Allocated Sales Proceeds: Each owner is receiving a share of the Plant proceeds equivalent
to its ownership share. One would assume that all owners would start from the same point
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with respect to the overall sales proceeds on a total Plant basis. However, this is not the case
in the numbers presented in Table 2. If one takes each utility’s ownership share and divides
that into the allocated sales proceeds, it shows that the Commission has essentially chosen a
different starting point for each of the utilities.

PacifiCorp | Avista PSE
Ownership Share 47.5% 15% 7%
Allocated Sales Proceeds 199.4 68.2 33.6
Implied Total Allocated
Sales Proceeds 420 454 480

Order, p. 23, Table 2

The Commission needs to clarify its starting point for the methodology in order for the
Applicants to quantify the expected result. For example, if the Commission were to apply PSE’s
starting point to PacifiCorp, there would be $50 million of appreciation rather than $20 million — -
a significant differeﬁce. Likewise, if the Commission were to apply PacifiCorp’s starting point
to PSE, there would be appreciation of $2 millioﬁ instead of $6 million.

PacifiCorp believes that the discrepancy between the values may be due, at least in part,
to an adjustment in PacifiCorp’s sales proceeds to reflect the fact that the reclamation trust fund
balances will be transferred to TransAlta because the reclamation fund is subtracted from the
original bid amount (see line 9 of Exhibit 207). PacifiCorp seeks Commission verification that
the $199.4 million value is derived from Exhibit 207, by subtracting line 16, “Cash to PacifiCorp
for Mine,” from line 20, “Net Cash From Sale.” It appéars reasonable to PacifiCorp that the net
cash proceeds from the sale reflect the reduction of the reclamation balance. But, as discussed
below, if this aﬁlount is deducted here, it should not also be deducted in other parts of the
calculation.

e Accumulated Depreciation: PacifiCorp is unable to verify the $122.6 million amount listed

in Table 2 as accumulated depreciation. Referring to Exhibit 214, subtracting the $64.2
million of net plant from the $179.2 million of gross plant derives an estimated
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accumulated depreciation of $115 million. PacifiCorp believes that the $115 million figure is
the appropriate figure and seeks clarification as to how the Commission arrived at the $122.6
million estimate. Because of the various components that make up the book basis of the
plant, accumulated depreciation is not, in this case, the mathematical equivalent of
subtracting net book value from gross plant.

Net Book Value: Although there are no details of how the Commission derived the $56.6
million amount listed in table 2 as Net Book Value, it appears that the Commission
subtracted the Total Basis of the Mine shown on line 15 of page 2 of Exhibit 207 from the
Total Basis shown on line 41 of page 1 of Exhibit 207. If this is not the case, some
explanation is required.

PacifiCorp does not agree that this is an appropriate derivation of the shareholder’s net
book value of the Plant for these purposes. As discussed above, the Commission’s approach
subtracted from the net proceeds of the sale an amount equal to the reclamation fund balance.
In return, TransAlta assumes responsibility for the reclamation of the Mine and the associated
liability is removed from PacifiCorp’s books. However, by virtue of the calculation
described in the paragraph above, the Commission again apparently subtracts the reclamation
fund balance, this time from the net book value. The Commission then allows shareholders
to recover net book value - but has underestimated this amount by the $25.3 million
reclamation fund balance. This may be part of the reason why there is a shortfall between the
amount of actual after tax gain derived from the methodology shown in Exhibit 207 and the
amount allocated to customers and shareholders under the Commission’s formula. This also
appears to be in direct conflict with the portion of the Order (page 25) that rejects Staff’s
proposal to assign all of the reclamation trust balances to customers in the event that the gain
is shared. Subtracting the reclamation fund balance from the net proceeds of the sale and
then also subtracting the same amount from the net book value that has been allocated to
shareholders, appears to be double counting at the expense of shareholders. All parties in this
case agreed that, as a result of the sale, shareholders should at least be made whole for their
net investment in the Plant and Mine. The Order does not appear to accomplish this.

Other Costs and Adjustments: There is no indication of what this category on Table 3
relates to or where the numbers came from. PacifiCorp seeks clarification as to this category
represents and the source of the numbers. To the extent that this category is intended to
capture the additional components other than Net Plant that go into the determination of the
Company’s book basis in the Plant, this appears to be reflected in the calculation of the Net
Book value discussed above.

Other comments on Table 2
One significant omission from this table is a line that shows the book gain after tax. For

PacifiCorp, this value is $82.6 million as shown on line 50 of Exhibit 207. The reason that
this omission is significant is that, if included, it reveals a significant flaw in the
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methodology that follows in Tables 3, 4 and 5.
o o Table3
3 Again the omission from this table of a line that shows book gain after tax is significant.

i For PacifiCorp, this value is $12.7 million which is derived by multiplying the $82.6 million
by 15.4%.

5
e Table5S

6
As can be shown on Table 5, the Commission’s methodology derives a PacifiCorp

7 Washington customer total allocation of sale proceeds of $13.29 million. This table also

8 assigns $1.01 million of appreciation to shareholders. This results in a total of $14.30
million of after tax gain that is to be allocated between customers and shareholders.

9 However, there is only $12.7 million of after tax gain available for allocation. This appears

10 to be a critical flaw in the adopted methodology. If one adheres to the Commission’s

statement that shareholders are entitled to recover their net book value, there is insufficient
11 after tax gain to compensate customers for the accumulated depreciation and “appreciation”
and to compensate shareholders for the $1.01 million of “appreciation”.
12
13 If these numbers are updated for the removal of the accruals for environmental contingencies, the

14 total before tax gain is $84.8 million with $13.0 allocated to Washington. There is still

15 insufficient gain to implement the adopted methodology.

L Another way to evaluate the Commission’s methodology is to compare the $82.3 million
17 '
of net book value (without subtracting reclamation) plus $122.6 million of accumulated
18
18 depreciation (a total of $204.9 million) to the $199.4 million of allocated sales proceeds. This

oo results in a deficit of $5.5 million, or approximately $850,000 for Washington. This explains

21 about a third of the shortfall between the amount of after tax net gain allocated to customers and
22 shareholders and actual amount of gain allocated to Washington.
23
24
25

26
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e Taxes
The Order states (at pages 30-31):
“The amount of income tax assignable to the appreciation should be split in half,
with each half deducted from the respective share of appreciation assigned to
ratepayers and shareholders. The remainder of the income tax should be deducted
from the remainder of the gain; this is the portion assigned to ratepayers.”
PacifiCorp is unclear on the Commission’s intentions with this statement and requests a

numerical example of what it intended with respect to taxes.

3. The Commission's proposed formula will not result in any portion of the gain being

allocated to PacifiCorp's shareholders. Apparently, because of its erroneous numerical

assumptions outlined above, the Commission reached fhe conclusion that its proposed formula
for sharing gain between P.aciﬁCOrp's customers and shareholders would result in some portion
of the gain being allocated to shareholders. As indicated above, based upon the numbers that are
in the record, PacifiCorp believes that the Commission's formula will not result in any amount of
gain available for allocation to PacifiCorp’s shareholders and in fact could require PacifiCorp’s
shareholders to sustain a loss on the sale.

PacifiCorp questions whether the Commission’s proposed formula is appropriate, even if
it accompliShed its apparent outcome. “Returning” all historic depreciation expense to customers
before any sharing occurs, would appear to ignore the fact that customers effectively had the
beneficial use of the Plant for which depreciation expense is appropriate compensation.

If it was indeed the Commission's intention to provide for an equitable sharing between

PacifiCorp's customers and shareholders, the only mechanism for accomplishing that result that
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has any basis in the record is the "depreciation reserve" methpd sponsored by PacifiCorp. That
method, discussed at length in PacifiCorp's Brief, would result in apperimately two-thirds of the
gain being allocated to customers and one-third allocated to shareholders. On rehearing, it
should be adopted by the Commission.

DATED: March 15, 2000.

Respectfully submitted,

Of Attbrneys for PacifiCorp
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