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Q. Areyou thesameMark T. Widmer who previoudy testified in these
proceedings?

A. Yes.

Purpose of Testimony

Q. What isthe purpose of your rebuttal testimony?

A. | will address the following net power cost issues.
?  The Company’s net power cost correctiors;

?  Staff witness Buckley’ s recommendations regarding (1) the Swift operating reserves
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correction, (2) proposed water year methodology, (3) proposed Market Cap /
Bridger sales adjustment, and (4) the prudence of resources acquired by the
Company since the 1986 general rate case;

The recommendations of Staff witness Buckley and ICNU witness Falkenberg
regarding proposed adjustments for the Aquila hydro hedge and the Morgan
Stanley and J. Aron temperature hedges,

ICNU witness Falkenberg' s recommendations regarding (1) overal net power
costs, (2) proposed BPA sttlement adjustment, (3) proposed adjustments for
Wes Vdley, Sempracdl and Morgan Stanley cdl, and P4 Production and Fort
James contracts, (4) Wyodak capacity adjustment, (5) proposal to increase the
Market sze limit, (6) outage adjustments for Hunter 1, CT outage rates, Blunddll
duration, Dave Johnston Unit 3, Hayden Unit 1, and Colstrip 4, (7) CT Dispatch /

Quick Start adjustment, (8) emergency energy purchase adjustment, (9) Gadsby

Rebuttal Testimony of Mark T. Widmer Exhibit No.___ (MTW-7T)

Page 1



10

11

12

13

14

15

16

17

18

19

20

21

Page 2

and West Vdley heat rate adjustment, and (10) “market” vauation of new

resources.

Net Power Cost Corrections

Hasthe Company prepared a corrected net power cost study?

Yes. Inthe Company’sresponse to ICNU data request 1.39 (provided in late

February 2004) and ICNU data request 5.42, the Company described and quantified

ten mistakes in itsfiled net power cost study. At that time, the Company indicated that

the corrections would be reflected in its revised revenue requirement during the rebuttal
phase of the case. The corrections increase net power costs from $553.0 million to
$558.0 million Total Company. Later in my testimony | adopt ICNU’ s Fort James and

Quick Start adjustments and propose revised modeling for the Wyodak generation

fadility, based on arecent sudy. These additiona adjustments lower the Company’s

requested net power costs from $558 million to $555 million Total Company.

Please explain the corrections.

The corrections are described below:

? Thewater year weighting inadvertently used the 50-year weighting method instead
of the 40-year rolling average method prescribed by the Commisson. The
correction reduces net power cogts by $1.1 million Total Company.

? Theinability of Swift 1 to carry operating reserves as aresult of the outage on
Cowlitz's Swift 2 project was not modeled in GRID. The correction increases net

power costs by $3.6 million Total Company.
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The reserve capacity on the expired Colokum contract was inadvertently included in
GRID. The correction increases net power costs by $0.5 million Tota Company.
The Company’s licenaing requirement concerning the rate of change of the stream
level below Merwin was not properly reflected in GRID. The correction increases
net power costs by $1.7 Totad Company.

Forecast payments— rather than actua payments — for the Kennecott Generation

I ncentive contract were inadvertently reflected in GRID. This correction increases
net power costs by $1.0 million Tota Company.

The heet rates associated with the dispatch logic did not match the commitment hest
rate curves used in GRID. This correction increases net power costs by $0.2
million Tota Company.

The West Vdley heet rate curves were based on manufacturer’s estimates. These
estimates were found to be higher than actua performance. A revised estimate
based on one year of actud data decreases net power costs by $1.7 million Tota
Company.

The shape to load attributes for the BPA Peaking contract were entered incorrectly
in GRID. The correction decreases net power costs by $1.2 million Totd
Company.

The Short-Term Firm datain GRID inadvertently included Redding exchange
energy that was dready accounted for in the long-term transactions. Correcting the

double count reduces net power costs by $1.5 million Totad Company.
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? The Company had aMarket Cap data entry error that caused GRID to
inadvertently make an emergency purchase. The correction reduces net power
cogts by $2.9 million Totad Company.

It should be noted that the impact of each adjustment was caculated on a stand aone

bass, not incrementdly. If al of these adjustments were cadculated incrementdly, ina

different order, or on the bas's of adoption of only some of the adjustments, the value
would be different because each adjustment affects the other adjustments. Therefore,
once the Commission decides which adjusmentsit is adopting, authorized net power
cogts should be cal culated with the GRID modd.

Q. Did Staff and |CNU adopt any of these adjustments?

A. Yes. Mr. Buckley adopted dl of the adjustments related to the Company’s Western

Control Area except the Swift reserve adjustment and severd that he assigned to the
Company’s Eastern Control Area. However, it should be noted that he did not contest
the Eastern Control Area adjustments. Mr. Falkenberg adopted the Emergency Energy
adjustment and appears to have incorporated the West Vley hesat rate adjustment in
his Gadsby and West Vdley hedt rate adjustment, and was slent on the remainder of
the adjusments. Therefore, if the Commission rgjects Staff’ s proposed dlocation
methodology, dl of the Company’s proposed adjustments should be adopted by the
Commisson.

Q. Which correctionsdid Mr. Buckley exclude because he assigned them to the
Eastern Control Area?

A. The matching heet rates, West Vdley heet rates and Kennecott adjustments.
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Staff Witness Buckley’s Adjustments

Swift 1 Operating Resaerve

Do you agree with Mr. Buckley’sreasoning for not adopting the Swift 1

oper ating reserve adjustment?

No. It appearsthat Mr. Buckley has inadvertently confused the timing of when rates
will go into effect for thiscase. His testimony recommends that the adjustment should
be rg ected because rates will go into effect in December 2005, or shortly before the
Swift 1 project can once again carry operating reserves. On this basis, he does not
believeit is appropriate to reflect the short-term effects in future rates. In fact, however,
rates from this case will go into effect in November 2004, or 18 months before Swift 1
can carry operating reserves. Therefore, based on the actud timing of this case, the
proposed adjustment should be included in rates.

If the Commission wereto adopt Mr. Buckley’s Swift 1 recommendation, are
there other adjustmentsthat the Commission should adopt to be consistent?
Yes. Using Mr. Buckley’s reasoning, a number of contracts should be removed from
net power costs because they are no longer in effect and should not be built into future
retail rates. The AEPCO, Puget Sound, and Deseret wholesale sales contracts expired
August 2003, September 2003, and October 2003, respectively. The Springfield
Utility Board terminated the wholesdle sale contract it had with the Company, with the
termination effective as of November 30, 2003. The Avista Summer capacity, Deseret
and Desert Power purchases al expired September 2003. The effect of removing these

contracts increases net power cogts by $8.7 million Tota Company.
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Water Year Adjusment

Please explain the proposed adjustment.

Mr. Buckley rgects the Company’ s use of the Commission’s longstanding 40-year
rolling average hydro normdization methodology. In its place, he proposesto use only
water years that are one standard deviation from the mean of available data. He cites
two reasons for his proposal. First, he believes thereis atendency for regulated utilities
to request rate relief when higher-than-expected actua power supply expenses occur
due to unforeseen events. Second, two of the three dectric utilities regulated by the
Commission now have some form of power cost adjustment mechanism.

Do you agree with the proposed adjustment?

No. The proposa has numerous flaws, and does not meet the Commisson’s
requirement for adopting a new hydro normdization methodology. Nor are the
underlying premises applicable in PacifiCorp’s case. The Company has not filed for
rate relief due to extreme hydro conditions. The Company aso does not have a power
cost adjustment mechanism, unlike Puget Sound Energy and Avigta Utilities. | will
discuss these and other flaws in his proposa below.

I sthe proposed changein hydro normalization methodology consistent with the
Commission-ordered requirement for adoption of a new methodology?

No. In Puget Sound Power & Light Company’s 1992 genera rate proceeding,
(Docket No. UE-921262), PacifiCorp and Avista both intervened due to the common

issue involving the hydro normdization method. After consdering testimony from dl
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three utilities on this issue, the Commission adopted the rolling 40-year methodology
and stated the following in its Eleventh Supplementd Order:
“The Company is put on notice that thiswill remain the commisson’s position
on thisissue unless and until aclear and convincing argument supports a
Superior dternative.”
Was a sound basisfor the selection of a “ one standard deviation” methodology
discussed in Mr. Buckley’stestimony?
No. Mr. Buckley refersto “extremesin power costs due to stream flow variations.”
However, no specific reason was discussed in histestimony. Use of his one standard
deviation approach would exclude gpproximately one-third of a norma distribution.
Mr. Buckley’s proposed adjustment excluded 14 of the 40 years, which equatesto 35
percent of dl water years. Thisisthefirst timein my professond experience that
someone has suggested that one-third of the itemsin anorma didribution are extreme.
The selection of one standard deviation for histest of extreme conditions does not
appear to be based on aknown datistical principle.
Does the proposed methodology produce resultsthat are at oddswith the 40-
year rolling average method?
Yes. One of the reasons arolling 40-year method was adopted is to use the most
current data available. Mr. Buckley's method does not do this. For example, eight out
of the 12 most current years in the 40 year average would be excluded by filtering the

data usng one standard deviation. Thisresult isdearly in conflict with the

Commission’ s adopted method.
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What method are Avista and Puget Sound Energy required to use?

Avigta and PSE use the Commission-adopted 40 year rolling average normalization
method, as prescribed in Docket No. UE-921262. Mr. Buckley’s proposa would thus
depart from the Commission's practice with respect to the other eectric utilitiesit
regulates.

Does Mr. Buckley’s proposal balance the interests of customersand
stockholders?

Not at al. His proposa assumes that the Company would be protected from hydro
conditions outside one standard deviation from the mean due to an ability to file for
emergency relief in bad water years. As discussed below, thisform of rdief islikely not
available to the Company in the event of poor hydro conditions. Nor isthe other
premise — a power cost adjustment mechanism — gpplicable in the case of the
Company. Mr. Buckley's sdection of one-standard deviation appears to be results
driven, asthe effect is to iminate the poor hydro years from the modding, without
judtification

Why do you dispute Mr. Buckley’s assertion that the Company would be
protectedin poor hydro years becauseit could file for immediaterelief?
Because of the diversty in the Company’ s generation portfolio, it is not clear that
adverse hydro conditions aone would have sufficient impact to warrant emergency rate
relief for the Company. Moreover, the Company’s experience in Docket No. UE-
020417 suggests that it would be very difficult to obtain emergency raterdief in

Washington, given Staff’ s position in that proceeding that financia distress must be
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demonstrated on a Total Company basis, irrespective of the financid resultson a
Washington-only bass. Requesting deferred accounting could provide some rdlief on a
prospective bass. However, hydro conditions are unpredictable, and the Company
would have to experience poor conditions before it could file for recovery. Giventhe
prohibition againg retroactive ratemaking, the Company would not be able to recover
the higher costs experienced before it filed for recovery. Thisisthe gpproach that was
available to the Company during the 2000/2001 Western energy criss and the results
were not satisfactory. In fact, the Company incurred over $270 million in excess net
power costs system-wide during the energy criss, before we redized the crisswas
going to be more than atemporary price excurson. Therefore, the Company’s ability
to earn its authorized rate of return would be detrimentally impacted.

Would controversiesbereduced under Mr. Buckley’sfilefor immediaterelief
scenario?

No. Based on my experience, there would likely be more controversy. As noted
above, the Company and Staff disagreed in Docket No. UE-020417 as to whether the
Company needed to demondtrate financial impact on a Washington or a Totad Company
bass. | dso bdieve this approach would lead to a greater regulatory burden because it
would likely result in morefilings. Therefore, the very basis which Mr. Buckley states
as his overriding judtification for his proposd is flawed.

Would hisadjustment be appropriate if the Company had a power cost

adjustment mechanism?
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It could be, but since the Company does not have a power cost adjustment mechanism
and Mr. Buckley has not proposed one, there is no bass for evauating the
reasonableness of his proposed adjustment. The proposed method should be
considered only in the context of a comprehensive proposal that includes a power cost
adjusment mechaniam and that balances the interests of customers and shareholders.

Market Cap / Bridger Sales

Please explain the proposed adjustment.

Mr. Buckley proposes to adjust the Company’s Market Cap data series used in the
GRID mode during graveyard hours (1:00 A.M. to 5:00 A.M.) Pacific Prevailling Time,
for the Mid-Columbia Market to impute additional wholesale sdles from the Jm Bridger
cod generation plant. He believes his adjustment is reasonable because he thinks
Bridger has recently operated at ahigher level. The proposed adjustment would
decrease net power costs by $1.15 million on a Total Company basis.

Please explain the Market Cap data seriesused in GRID.

The Market Cap data series is the means by which the degree of liquidity in the market
for aparticular transmisson areais established in GRID. Four liquid markets are
modded in GRID: COB (Cdifarnia-Oregon Border), Mid-Columbia, DSW (desert
southwest — Palo Verde and Four Corners) and SP15. For most hoursthe liquidity is
St at an arbitrary, large number that indicates thereis not an upper bound to the
purchase/sdesin that market. In redity, the Sze of the firm transfer rights (FTR) will
limit the size of market, with the exception of graveyard hours. During the graveyard

hours, there is too much excess base |oad capacity to have aliquid market where there
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isawilling buyer for awilling sdler. To addressthisissue, the Company examined
short-term transactions for five hoursin each of the liquid markets. The Company used
the average sl volume during the five hours to define the liquidity of the sdle market.
Without market caps, GRID would run therma generation units at unredigticdly high
levels.

How can you deter mine the appropriate level of generation for a coal plant?
The Company uses arolling four year average of maintenance and forced outagesto
normalize cod generation. Therefore, afour year average of actua generation would
produce the expected level for coa resources. However, this method may overstate
the expected levd of cod generation because maintenance isincreasing at the plants due
to the age of the units, as explained by Mr. Woolley.

Isthis adjustment affected by the proposed hydro adjustment?

Yes. If it were not for Mr. Buckley’s proposed water year adjustment, this market cap
adjustment would not have been considered. The proposed water year adjustment
increases hydro generation by 140,000 MWh. Thisincrease reduces the Company’s
need and ability to transfer energy to the West and causes the model to back down
Bridger generation as aresult of system congtraints. Without the proposed water year
adjustment, Bridger generation would be at areasonable levd.

Please explain.

The historica average for Bridger generation for the 48 month periods ending March
2003 and March 2004 is 10,341,659 MWh and 10,049,000 MWh, respectively. In

comparison, the Company’ s modeled Bridger generation is 10,408,198 MWh, which is

Rebuttal Testimony of Mark T. Widmer Exhibit No.___ (MTW-7T)

Page 11



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 12

higher than the four year average of historical generation and Mr. Buckley’s proposed
generation of 10,303,644 MWh. Given the high leve of Bridger generation output
dready reflected in the modd, there is no need for the further adjustment proposed by
Mr. Buckley.

Prudence of New Resources

Doesthe Company agree with Mr. Buckley that it is necessary to demonstrate
the prudence of the Company’s resour ce acquisitions on a Washington stand
alone basis?

No. Asexplained in my direct testimony, it is appropriate to evauate the prudence of
new resources on a system-wide basis, given that the Company’s systemis operated on
an integrated basis. Operation of the system on an integrated basi's captures the
efficdendesof the system, which benefits dl customers by keeping net power costs as
low as possible. Operating and planning the Company’ s system from the perspective of
one state would lead to sub-optimal results and higher net power cogts.

Have any of the Company’s Eastern Control Arearesources been included in
Washington rates previoudy?

Yes. Even before the Company’s merger with Utah Power, the Company operated
two control areas. The Wyodak and Dave Johnston cod generation facilities were and
gill are included in the Eastern Control Area. These resources were and still are
included in Washington retail rates because they were determined to be necessary and
ussful for serving Washington customers. The Company was not required to make the

type of showing demanded by Mr. Buckley before these resources could be included in
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retail rates. The Company’s requested treatment for new resources in this case is
congstent with the Commission’ s adopted treatment for resources located in the
Eastern Control Area.
Isthe Company’s|RP planning process consistent with the Commission’sleast
cost planning rules?
Yes. The Company’s IRP planning process is done on a system bas's consstent with
Washington least cost planning rules, which does not require planning to be done on a
Washington basis. Although | understand Staff has recently taken the position thet the
Company should be required to conduct its I|RP process on a Washington+only basis,
that requirement is not imposed by the Commission' s current rules nor hasthe
Commission itself impaosed that requirement on the Company. In fact, on the issue of
state-by-state IRP andyss, the Commission' s acknowledgement of the Company’s
mogt recent |RP gtated the following:
“PacifiCorp’ s andytica approach to the resource plan is based on system-wide
optimization routine. While the benefits from a system-wide approach may
alow extraction of opportunities that exist among regions serviced by the
Company, state-specific policies may distort the optimal choices of resources.
State specific policies that affect the selection of resources (e.g., wind, DSM,
etc.), economic development (e.g., lower rates for industria customers),
incluson of externdity in planning process, etc., may force PacifiCorp to
acquire higher cost resources. To determine the cost of state policies, the
Company should optimize its resource portfolio assuming these policies are
eliminated. State mandated policies could be gpplied a sengitivity andysis or

scenario to the “optima mix of resource” —to determine the additional costs.”
(October 6, 2003 letter from the Commission to Judith A. Johansen, CEO,

p. 8)
Rather than requiring planning to be performed on a* state-specific’ bagis, the letter

acknowledges that a system-wide gpproach adlows the “extraction of opportunities that
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exist among regions serviced by the Company.” Asfar as the comments regarding the
impact of state-specific policies on the selection of resources, Staff does not appear to
be taking the position that any of the resources under condideration in this case isthe
result of a state-specific policy that may have distorted the optima resource choice.
Apart from the Company’s position that it is sufficient to demonstrate prudence
on a system bags, has the Company demonstrated prudence on a Washington
basis?

Yes. Asshown on Mr. Duvdl’s Exhibit No._ (GND-8), load losses in both the
Western and Eastern Control Area affect generation located in the Eastern Control
Area. Thisevidence, dongwith my Exhibit No._ (MTW-5) in my direct testimony,
showing Washington load growth since 1985 and resources acquired during thet time,
proves a need for new resources to serve Washington load. 1t also demondtrates that
resources located in the Eastern Control Areado in fact serve Western Control Area
retail loads and thereby provide benefits to Washington customers. The Joint Report
aso contains other evidence regarding the benefits to Washington customers from the
additiond resources throughout the Company’s system.

IsMr. Buckley’s proposal to usethe Hybrid allocation method inconsistent
with histestimony on prudence?

Yes. The Hybrid method used by Mr. Buckley uses the same GRID run as used by the
Company with the exception of his adjustments. All of the loads and resources in the
Eagtern Control Areaare included in net power cost relied upon by Mr. Buckley. A

portion of the purchase power costs and wholesale sales revenues from the DSW
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market directly flow to Washington under the Hybrid method. These market
transactions are dependent upon the resources that are modeled in GRID. Therefore,
even under the Hybrid proposa, costs assigned to Washington customers are
dependent upon the operation of plantsin the Eastern Control Area. The operation of
the plants in the Eastern Control Area dso affects the volume of interchange transferred
between control areas, and therefore affects the costs assigned to Washington
customers. For example, the Company has transfer capability between control areas
from East to West on the AMPS line and west of Bridger when Bridger isnot at full
capacity. Any transfer of power is system power from the Eastern Control Areaand is
not specified as being from any one plant. Anytime there thet there are transfers from
the Eastern Control Areato the Western Control Area, then any plant in the Eastern
Control Areathat is producing power at that timeis used and useful for serving
Washington customers. For these reasons and the reasons discussed above, the
Commission has abasis for finding that the resources are prudent and are digible to be

included in Washington rates.

Staff and ICNU Adjustmentsfor Financial Hedges

Q.

A.

Please explain the proposed adjustments.

ICNU witness Falkenberg proposes to remove the premium cost of the Aquilahydro
hedge and the J. Aron and Morgan Stanley temperature hedges from proposed net
power costs. He believesthe proposa is reasonable because only the premium costs
for these financid hedges areincluded in GRID and there is no way that the benefit can

be factored into the ratemaking process. This proposed adjustment would reduce the
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Company’s net power cogs by $1.75 million for Aquila, $2.1 million for J. Aron and
$1.8 million for Morgan Stanley on a Totd Company basis. Staff witness Buckley
proposes asmilar adjustment for the Aquila and Morgan Stanley financia hedges based
on Smilar grounds.

Do you agree with the proposed adjustment?

No. These contracts were prudently executed risk mitigation measures undertaken to
protect the Company and its customers. Since customers benefit from the risk
mitigation, the premium costs as well as the benefits should be passed through to
customers.

Isthere any distinction between these financial hedge contracts and the Sempra
and Morgan Stanley call contracts, discussed later in your testimony?

Yes. These paticular contracts are financid hedges so there is no energy benefit
included in GRID. The Sempraand Morgan Stanley call contracts provide physica
energy S0 there is a benefit included in GRID. Further, hedge settlements (either
payments or receipts) are not known and measurable on agoing forward basis, so they
should not be built into ongoing retall rates.

Do you agreethat thereisno way that the benefits of these contracts can be
factored into the ratemaking process?

No. Inmy direct testimony | proposed to include the costs and benefits of these
contracts in a balancing account so they can be passed to customers. Mr. Griffith's
direct testimony discusses how the schedule 96 ba ancing account would operate.

Did the Company receive benefits from these contracts during the test period?
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A. Yes. The Company received a$5.2 million Total Company payment for the Aquila
hydro hedge as aresult of poor hydro conditions. Washington's share of that payment
would beincluded in Schedule 96 and returned to customers.

Q. How do you respond to the assumption stated by Mr. Falkenberg that the

Company isnot concerned about cost recovery?

A. The assumption isincorrect. The Company isvery concerned about getting recovery of
its costs.

Q. Please summarize your recommendation for the Commission.

A. The Company has prudently chosen arisk mitigation Strategy to protect the Company
and cusomers that includes limiting exposure to hydro and temperature volatility. The
premium costs and benefits received from these financid hedges should be collected in a
Schedule 96 baancing account and passed through to customers.

| CNU Witness Falkenberg’'s Adjustments

Overal Net Power Costs

Q. IsMr. Falkenberg' s assertion that the Company’s net power costs have
continued to decline since the power crisistrue and is his $500 million overall
net power cost recommendation reasonable?

A. No. Actua net power costs for 2003 were gpproximately $598 million. Actud net
power costs for the twelve month period ending May 2004 are approximately $687
million. Forecast net power costs for Fiscal Y ear 2006 are expected to be in excess of

$745 million. Soiit is quite apparent that net power costs are not declining as suggested
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by Mr. Falkenberg and that his $500 million overdl net power cost recommendetion is
unreasonably low.

BPA Sattlement Adjusment

Please explain the proposed adjustment.

Mr. Falkenberg proposes to include 41,600 MWh of short-term firm energy received in
July and August 2003 and 21,600 MWh received in September 2003 from BPA at
Zero cog, as a settlement for energy mistakenly delivered to BPA from November 16,
2000 through April 4, 2001 because of afaulty BPA meter. Mr. Falkenberg believes
his adjustment is reasonable because: 1) the Company never requested direct recovery
of excess net power costs in Washington, 2) even in states that alowed recovery of
excess power codts, the level of recovery isfar lessthan actud, 3) he beievesthe
Commisson' s reopening of the rate plan only benefits the Company, and 4) he believes
that the Company includes one-time itemsiin its calculaion of power costsin
Washington while it did not do so in Wyoming. The proposed adjustment would
reduce net power costs by $6.86 million Tota Company.

Do you agree with Mr. Falkenberg's proposed adjustment?

No. Asl will explain bedow Mr. Fakenberg' s anadyssis flawed a numerouslevels and
should be rejected.

Would adoption of Mr. Falkenberg's proposed adjustment be consistent with
accepted regulatory principles?

No. Thefree energy received from BPA was a one time settlement related to an

inadvertent Company ddivery of energy to BPA prior to April 5, 2001 and will not
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recur. Consistent with accepted ratemaking practice, prior period and or non-recurring
items are generdly excluded from base rates because they do not provide a proper
match between costs and benefits and will not impact ongoing operations. In fact,
recovery of aprior period item generaly congtitutes retroactive ratemaking which is
prohibited, without deferred accounting authorization. In instances where aone time
item provides an ongoing benefit, it could be reasonable to include the costs in base
raes. The BPA settlement does not produce ongoing benefits, however.

Did the Wyoming Commission include the BPA settlement energy in net power
costsin the Company’ s most recent general rate case?

No. The Company received the same trestment in Wyoming that the Company is
seeking in Washington (i.e., the excluson of the free BPA settlement energy from net
power costs). It should be noted that Wyoming is most like Washington, becausein
neither state did the Company recover any of its excess net power costs related to the
Western energy crisis. In contrast, the Company deferred gpproximately $347 million
including carrying charges to be recovered from jurisdictions other than Washington,
Wyoming, and Cdifornia.

Do theunderlying circumstancesrelated to the energy crisisjustify inclusion of
the BPA settlement energy in Washington?

No. Whilethe underlying circumstances are different, the most significant fact of dl is
identicd, that the Company’ s shareholders paid for al of the excess net power costs

incurred to serve Washington customers during the energy criss.
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Do you agreewith Mr. Falkenberg's suggestion that Washington customers
are paying for the power crisisthrough the Commission’s decision to re-open
therate plan?

Absolutely not. The excess net power costs incurred during the energy criss will never
be recovered from Washington customers. An important point that Mr. Frankenberg
omitted is that customers are expected to benefit from breaking the rate plan since the
Commission determined it was no longer in the public interest for the Company’ s rates
to remain unexamined through the rate plan period. Given that the Company will never
recover any of its excess power costsincurred during the Western energy cris's,
incluson of the free BPA settlement energy would not be equitable.

IsMr. Falkenber g accurate when he states “ unlike the current practicein
Wyoming, the Company does not exclude one-time items from its calculation of
power costsin Washington” ?

No. Heisattempting to distinguish the trestment we received in Wyoming — where the
BPA sttlement energy was not included — by daiming that dl such one-timeitemsare
excuded in Wyoming. In fact, however, dl other one-time items referred to by Mr.
Fakenberg in footnote 6, page 13 of his tetimony were included in Wyoming. Exhibit
No. __ (MTW-8), which isacopy of our Wyoming authorized NPC, shows the
inclusion of the referenced contracts. Thus the * current practice” of the jurisdictions are
not different, and it is Sgnificant that the BPA settlement energy was excluded in

Wyoming — the same treatment we are seeking here,
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Long-Term Contract Adjustments

Will you be addressing Mr. Falkenberg's criticism of the Company’s use of
Black Scholes modeling in the economic analysis of various contracts?

No. Mr. Mumm will be addressing Black Scholes modeling issues. | will addressthe
various contract adjustments from the perspective of net power cost modding and
reasonableness.

Do you have any general comments regar ding the Company’s use of hedge
contracts?

Yes. Throughout the Western energy crids, one of the messages the Company
repesatedly heard from various regulators and intervenors was that the Company should
do more hedging to mitigate risk from the volatile wholesale market and other varigbles,
to protect both the Company and customers. In response to those suggestions, the
Company entered severa hedge contracts to reduce our net power cost exposure. Y et
in this case, Mr. Falkenberg has proposed to diminate a sgnificant portion of the hedge
costs included in the Company’s case. Adoption of this recommendation would, in the
Company’ s view, set a bad precedent and would discourage use of avauable tool that
protects both customers and stockholders from net power cost volatility. In addition,
for the reasons discussed below with respect to the individual contracts, Mr.
Fakenberg is not correct when he claims that benefits ascribed to resources by Black-

Scholes modeling can not be captured in ratemaking.
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Wes Vdley CTs

Please explain the proposed West Valley adjustment.

Mr. Falkenberg proposes to make an adjustment to include option value for the West
Valley peakers. The proposed adjustment would reduce net power costs by $3.1
million Tota Company.

Wasthe acquisition of West Valley analyzed from an economic and risk
mitigation basis?

Yes. West Valley was andlyzed as part of an RFP process to secure resources to meet
load requirements. Through that process it was determined to be one of the least cost
options on arisk adjusted basis and was acquired.

Please explain the value associated with West Valley.

West Vdley providesintringc and extringc value. Intringc vdueisthe vduethat is
derived from the digpatch of the unit during norma conditions. Extringc or option vaue
isthe value that a resource with optionality can capture related to volatility in the market.
For example, if the market price of dectricity spikes while the price of gas does not, the
spark spread for agas fired unit increases and it is more economic to run. Units such as
West Vdley can capture this vaue or provide risk mitigation by providing generation to
meet retail load requirements or by making salesin the wholesale market, if they are not
dready being fully dispatched.

I sthe option value captured in GRID and the Company’s proposed net  power
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Yes. The option vaue dlows the Company to avoid higher priced market purchases,
serve |oad when transmission condraints exist, or make additional wholesdle sdes. For
example, if the spark spread for gas and eectricity increased because electric prices
increased and gas prices did not increase in the same amount, the Company would run
Wes Vdley at ahigher capacity factor so higher cost market purchases could be
avoided or so additiona wholesale sdes could be made. Since the Company’s
proposed net power costs include actual executed short term firm (STF) transactions
exclusve of the one-time BPA settlement, for the period April 2003 through September
29, 2004, sdles made or purchases avoided as aresult of the option value of West
Valey are captured in GRID, contrary to Mr. Falkenberg's suggestion. Thisoption
vaueis captured in GRID because the actud executed transactions cover the summer
pesk period, the period with the most volatility and option vauein the DSW. Likewise,
the optiondity of the Morgan Stanley and Sempra cdl contracts is captured in GRID
because they are seasonal contracts that operate June 1, 2004 through September 30,
2004, as discussed further below.

Do the Company’s other resour ces include optionality?

Yes. Many of the Company’ s resources include some degree of optiondity, which
means they may provide more or less value than isincluded in retal rates that are based
on normalized results. For example, cod resources, gas resources other than West
Valley, hydro resources and several wholesale sales and purchase power contracts

include some optiondity. Current regulation, however, does not impute any additiona
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option vaue for these resources. Rather, they are included in rates based on normdized
results.

Do you agree with the proposed adjustment?

No. The option vaueisreflected in GRID and the proposed adjustment is not
consgtent with the manner in which the Company is currently regulated whereby rates
are set based on normalized results. The proposed adjustment is contrary to that
principle, and attempts to capture potential vaue between rate cases that is not known
and measurable. It should be rejected.

Hasthistreatment of West Valley ever been litigated?

Yes. Mr. Frankenberg proposed this same adjustment in the Company’ s last Wyoming
genera rate case. In that case, the Commission rejected Mr. Falkenberg's proposed
adjustment.

Sempra Cdll

Please explain the proposed adjustment for the Sempra contract.

Mr. Falkenberg proposes to remove the contract from net power costs because he
does not believe the full benefits of the option contract are or can be reflected in the
GRID modd. The adjustment reduces net power costs by $.86 million Total Company.
Please explain the contract.

The Sempra contract is a 100 MW summer peak capacity contract with an option (call)
to take firm energy on a day-ahead basis, at a strike price equa to a set heat rate times
adaly Madin Midpoint gas index plus $.04 per MMBtu. The contract provides

reigbility, risk mitigation, and the ability to serve pesk load requirements during the
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Q. Do you agree with the proposed adjustment?

A. No. There are severd reasons the adjustment should be rgjected by the Commission.

Firg, Mr. Falkenberg's statement that GRID cannot or does not fully reflect the benefits
of the contract isincorrect. As | mentioned above, the option vaue is captured in GRID
because the Company includes actual executed STF transactions, induding any sdes
made as aresult of the energy called upon through the SEMPRA contract. Second, the
GRID digpatch of the contract is very smilar to actua dispatch. GRID dispatches
Semprafor 68,800 MWh compared to the actual test period dispatch of 70,400 MWh,
thereby capturing the option value of the contract. Third, Mr. Falkenberg failsto
recognize the vaue of reliability provided by the Company’ sright to teke energy. The
vaue of theright to take energy is much like alife insurance policy that provides
protection in the event of an untimely event. Just because there is not a payout for a
policy for agiven year, does not mean a benefit was not provided. In fact, the benefit
provided was that the beneficiary was protected from the impact of an untimely event.
The same principle istrue for the Sempra contract in that it provides system reliability
and risk mitigation through the right to take energy a the Company’ s discretion and
customers should pay for that benefit. Findly, the contract was sdected through an
RFP process, where the economic analysis indicated that it was aleast cost option for

the Company on arisk-adjusted basis.

Q. Hasthistreatment of the Sempra contract ever been litigated?

A. Yes. Mr. Fakenberg proposed this same adjustment in the Company’ s last Wyoming

generd rate case. Inthat case, the Wyoming Commission rgected Mr. Falkenberg's
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proposed adjustment.

Morgan Stanley Cal

Please explain Mr. Falkenberg's proposed adjustment for the Morgan Stanley
contract.

The proposed adjustment reduces the cost of the contract by $2.4 million Tota
Company basis. Mr. Fakenberg does not believe the full benefits of the contract are
reflected in GRID.

Please explain the contract.

The Morgan Stanley contract isa 100 MW summer peak capacity contract with an
option (cdl) to take firm energy on aday-ahead basis at a strike price of $55 per
MWh. The contract provides reiagbility, risk mitigation, and the ability to serve pesk
load requirements during the summer season.

Do you agree with the proposed adjustment?

No. The contract isvery smilar to the Sempra contract, which aso benefits customers.
In fact, the dispatch of the Morgan Stanley contract on anormalized basisis greater
than the actua dispatch. GRID dispatched the contract for 156,800 MWh compared
to the actud dispatch of 80,000 MWh, so GRID is cgpturing dmost twice as much
option vaue as was captured on an actuad basis.  For this reason and the additional
reasons discussed with respect to the proposed Sempra adjustment, this adjusment
should aso be rejected.

Has thistreatment of the Morgan Stanley call contract ever been litigated?

Yes. Mr. Falkenberg proposed this same adjustment in the Company’ s last Wyoming
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generd rate case. Inthat case, the Wyoming Commission regjected Mr. Falkenberg's

proposed adjustment.

P4 Contract

Please explain the proposed adjustment for the P4 contract.

Mr. Falkenberg proposes to reduce the cost of the P4 contract because he believes the
system integrity components of the contract cannot be captured in GRID. The
proposed adjustment would reduce the Company’ s revenue requirement by
goproximately $.49 million Total Company.

Do you agree with the proposed adjustment?

No. The system integrity component is just asmdl portion of the overdl contract that
provides gpproximately $11.0 million of benefits to customers.

Isit correct that the system integrity portion of the contract isnot captured in
GRID?
Yes. However, that does not justify excluding the cost of $40,500 per month from
proposed net power cods. The system integrity component provides system reliability
and risk mitigation by alowing the Company to interrupt P4's operation in the event of a
system emergency, much like alife insurance policy provides protection as discussed
above. While we do not expect to incur a system emergency under normal conditions,
customers are till protected from system emergencies and should pay for the cost of
that protection.

Isit reasonable to exclude a portion of the contract as proposed by Mr.

Falkenberg?
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No. The entire contract is a package and that package produces approximately $11.0
million of benefits for customers. It is not reasonable to assume the same leve of
benefits would exist for a contract thet is different than the origina contract.
Hasthistreatment of the P4 contract ever been litigated?

Yes. Theissuewasrased by Mr. Falkenberg in the Company’s last Wyoming generd
rate case and was regjected by the Wyoming Commission. The contract was aso
reviewed and gpproved by the Idaho Commission.

Fort James Contract

Please explain the proposed adjustment for the modeling of the Fort James
Cogeneration Project.

Mr. Falkenberg proposes to reduce the generation purchased from the Fort James
Cogeneration Project because he believes the Company has overstated the generation.
The adjustment would reduce the Company’ s origind filed net power costs by $34,105
on aWashington basis.

Does the Company agree with thisproposed adjustment?

Yes. The adjustment is reasonable.

Wyodak Capacity

Please explain the proposed adjustment.
Mr. Falkenberg proposes to remove the seasond capacity rating used in GRID for
Wyodak modeling. The proposed adjustment would reduce net power costs by $1.8

million Tota Company.
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Do you agree with Mr. Falkenberg sassertion that Wyodak capacity should be
adjusted?

Yes. However, theimpact of the adjustment should be $1.6 million Totd Company
rather than the higher figure proposed by Mr. Falkenberg. The origind adjustment was
based on anecdota evidence from Company personnd. The Company’ s Generation
Engineering Department recently completed a study which correlated Wyodak's
monthly generation with Gillette, Wyoming' s average monthly temperature to measure
normal expected generation. Results of the study show that capacity ranges seasondly
from 267-280 MW. Inclusion of the updated capacity valuesin GRID increases
generation by gpproximately 81,000 MWh to 2.27 million MWh and would reduce net
power cogts by $1.6 million Totd Company. A summary of the capacity andysisis

shown baow in Table 1.

Table 1 — Wyodak Unit 1 - Capacity

Average Max Temperature Net Unit Output Capacity
F MW MW
January 31.6 349 279
February 37.2 350 280
March 43.1 350 280
April 54.3 349 279
May 64.7 346 277
June 75.1 342 274
July 85 334 267
August 83.7 335 268
September 72.6 342 274
October 60.6 347 278
November 44.1 350 280
December 35 350 280

What isyour recommendation for this adjustment?
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A. The Company’s analysisis superior to Mr. Falkenberg’s since it is seasondized through
the temperature corrdation andysis. Thisisan important refinement given that Wyodak
isan air cooled unit. The Company’s $1.6 million figure should be adopted by the

Commisson.
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Market Sze Limit

Please explain Mr. Falkenberg's proposed market size limit adjustment.

The proposed adjustment revises the Company’ s market caps during graveyard hours
(1:00 — 5:00 AM) Pecific Prevailing Time (rather than the Low Load Hours as stated in
his tetimony) to alow more system baancing sales, which alow the Company’s cod
generation to produce more energy. According to Mr. Falkenberg, his adjusment is
warranted because he believes GRID is backing too many units down to minimums
during graveyard hours. The proposed adjustment would reduce the Company’s
origind filed NPC by $9.9 million on a Tota Company basis.

What is the purpose of Market Caps?

Market Caps are used to limit the Sze of the market during graveyard hoursto a
redidic Sze, because the market is not completely liquid in the middle of the night.
Without the caps, GRID would dlow the cod units to generate more than they actudly
do.

Do you agree with the proposed adjustment?

No. Asl will demongrate below, the Company’s modeling of therma plant generation
is generous and Mr. Falkenberg' s proposed modeing produces an excessive level of
generation.

Please explain.

The best indicator of whether GRID is producing areasonable level of cod generation
isthetotd leve of cod generation, not the level of generation during only graveyard

hours. Asshownin Table 2 below, the level of cod generation proposed by Mr.
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Fakenberg is approximatdy 45.3 million MWh and exceeds by a considerable amount
— gpproximately 1.2 million MWh — the ralling four-year average for the 48 month
period ended March 2003. If the actud averageis updated to 48 months ended March
2004, his recommendation exceeds the average by 1.4 million MWh. On the other
hand, the 44.4 million MWh of cod generation included in the Company’s proposed net
power codts is more consgtent with historica cod generation. In fact, the Company’s
proposed leve of cod generation is generous because it exceeds the four-year average

by approximately 140,000 MWHh.

Table 2 — Coal Generation

Actual 48 Months Company Modeled  Falkenberg Proposed
Ending. MWh MWh MWh
Mar-01 44,242 679
Mar-02 44,229,164
Mar-03 44,067,179 44,382,407 45,269,008
Mar-04 43,914,808

Have you reviewed Mr. Falkenberg' s Exhibit No. _ (RJF-10) to determine
the reasonableness of his generation normalization adjustments which he uses
to justify hisoverall level of coal generation?

Yes. There are severd flawsin his andysis which render it usdess.

1) Asexplained above, hefailed to include atherma generation reduction because
of the Company’ sinability to carry operating reserves on the Swift Unit 1 hydro
generation facility. Theimpact of this error isareduction in therma generation
of 49,303 MWh.

2) The information used by Mr. Falkenberg is alittle stae because he uses afour
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4)

5)

6)

Page 34

year average ended December 2002. If the datais updated to arolling four-
year average ended March 2003 or March 2004, the average coa generation
would be 44.1 million or 43.9 million MWh respectively, compared to Mr.
Fakenberg's 45.3 million MWh.

The spinning reserve adjusment is understated dightly usng a48 month period
ending March 2003 and overstated by approximately 94,000 MWh for the 48
month period ending March 2004.

As| will explain bdlow and as Mr. Woalley explainsin his rebuttd testimony,
the outage adjustments recommended by Mr. Fakenberg are not reasonable
and should be rejected.

It was wrong to assume that other base load cod generation units had unused
generation which picked up the portion of Centralia generation not covered by
the TransAlta purchase. Low cost base load coa generation units are run at
their maximum dependable capacity (MDC) a dl times unless there are system
congraints, market liquidity problems or operationd issuesthat prevent them
from operating at their MDC. Additiona capacity is therefore not avallable,
contrary to Mr. Falkenberg s suggestion

The Colgtrip 3 adjustment is too smal because it assumes that Colstrip 3
generation is one-hdf of the total Colstrip generation 7) Using the more
current four-year rolling average ending March 2004 excludes the older 1999
data used in Exhibit RJF-10 and shows an ever lower level of generation. Since

more current information is a better representation of the Company’ s operation,
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the 1999 market price adjustment should be excluded.

8) A review of the historical data shows that cod generation during 2000 was
sgnificantly higher than the other years, most likely due to the extremdy high
market prices and generation shortages during the Western energy criss. This
suggests that the generation was aobnormdly high and that it would be
appropriate to make an adjustment to reduce cod generation for 2000, which
would produce a lower level of generation.

Have you corrected Mr. Falkenberg's Exhibit No. _ (RJF-10)?

Yes Exhibit No. __ (MTW-9) isacorrected verson of that exhibit which includes

Mr. Falkenberg s origind andyss and the corrected information for the 48 month

periods ended March 2003 and March 2004. The exhibit demongtrates that the

Company’s modeled coa generation is reasonable and Mr. Falkenberg' sis unjudtifiably

excessve. Mr. Fakenberg's adjustment should therefore be rgected by the

Commission.

Therma Deration Factors

Which of Mr. Falkenberg's proposed thermal deration adjustments will you be
addressing?

| will address the Hunter 1 outage, CT outage rates, Blundell deration, DJ 3
catastrophic outage, Hayden 1 catastrophic outage and the Colstrip 4 catastrophic
outage. Mr. Woolley will dso address the Hunter 1 outage, and other outages, in his

rebuttal testimony.
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Please explain the Company’sthermal outage rate methodology.

For at least the last 10 years, the Company’ s methodology has consisted of afour-year
rolling average method based on actud higtorica information without adjustments, with
only afew exceptions related to the Hunter 1 outage. This method alows for afour-
year amortization of outages that reduces variations in net power cogts from year-to-
year to smooth the customer impact. This method has been accepted in dl of the
Company’ s jurisdictions except |daho and Washington, which have not had fully
litigated cases for amost 18 years.

Hunter 1 Outage

Please explain the proposed Hunter 1 outage adjustment.

Mr. Falkenberg proposes to remove the Hunter 1 outage from the Company’ s four-
year rolling average outage rate ca culation as a catastrophic one-time event and one
whose prudence has not been established. The proposed adjustment would reduce the
Company’s net power costs by $7.7 million Tota Company.

Do you agree with the proposed adjustment?

No. The adjustment proposed by Mr. Falkenberg isinconsgtent with his
recommendation in Wyoming Docket 20000-ER-02-184. Moreover, his adjustment
falsto take into account that the Company has been provided some recovery for the
Hunter outage in Oregon, Idaho, Cdifornia, and Utah.

IsMr. Falkenberg s statement that the Company’s modding assumed that
the Hunter 1 outage would recur once every four yearsan accurate

representation?
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No. The Company’s outage rate modeling is Smply afour-year amortization of outage
costs. Asobserved by Mr. Fakenberg in testimony in Wyoming, the Company’s
method is a baanced and beneficial method because it crestes an incentive for the
Compary to keep the duration and cost of the outages as low as possible.

How do you respond to Mr. Falkenberg's statement on page 35 of his
testimony that the Company has provided inadequate justification for seeking
recovery of Hunter 1 costsin Washington?

The facts do not support his position. First, the Company received partid recovery of
the Hunter 1 replacement costs in Oregon, 1daho and Utah in dockets specifically
related to the energy criss. Theideawas that customers would bear a portion of the
costs, aswould stockholders. Since cost recovery had been dedt with in other
dockets, there would be no basis for including the Hunter 1 outage in future generd rate
casesin those jurisdictions. Absent the Hunter 1 adjustment, the outage rate
methodology employed in Oregon, Idaho and Utah is the same as is proposed in this
case. Second, the Company’s Washington Situation is very smilar to Wyoming, in thet
no separate recovery was adlowed for Hunter outage costs. However, in the Wyoming
proceeding Mr. Falkenberg took aposition on behdf of his dlient, the Wyoming
Industrial Energy Consumers (WIEC), that is completely different from his proposd in
this case.

Please explain.

In Wyoming Docket No. 20000-ER-02-184, Mr. Falkenberg offered two outage rate

options for the commission to consder. Option 1 was predicated on Hunter 1 outage
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costs being addressed as part of the recovery of extraordinary power costs associated
with the Western energy crids. Under this option, he proposed to make adjustments to
remove outages that he considered to be abnormal or non-recurring. Option 2, which
was supported by WIEC, was predicated on Hunter 1 being addressed in the generd
rate case portion of the docket. In this option, he proposed that al outages be included
in the Company’ s four-year rolling average method with no adjusgments. Ultimately, the
Wyoming Commission adopted Option 2. It isimportant to note the Smilarity between
the Washington and Wyoming circumstances. In both jurisdictions, the Company did
not recover any of the extraordinary power codts attributable to the Western energy
crigs and the Hunter outage from customers. In Wyoming, the Company’ s recovery of
Hunter 1 outage costs was limited to the outage rate cdculation in the generd rate case.
In Washington, the Company’ s only avenue for recovering a portion of those costsis
through the generd rate case process. As such, the Company is requesting the same
treatment that was adopted in Wyoming.
HasMr. Falkenberg previoudy provided testimony that was supportive of the
Company’s outage rate methodology?
Yes. In Wyoming Docket No. 20000- ER-02-184, he supported the Company’s
methodology of usng the four years of outage experience, unadjusted, as the basis for
setting rates. In that docket he tetified that:

“This procedure effectively dlowed for afour-year amortization of mgor

outages. Whileit did not provide an exact matching between actud outage

costs and subsequent recovery, it was a baanced and beneficial approach. It
afforded the opportunity to reflect outages cost impacts in customer rates, while
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a the same time creating an incentive for PacifiCorp to minimize the cost and

duration of al outages.”
If allowed to keep the Hunter 1 outage in its outage rate calculation, will the
Company be fully compensated for the replacement power costsit previoudy
incurred?
No. The Company would recover only afraction of the replacement power cost
because the market price of energy is sgnificantly lower now than it was during the
energy cridgs. During the Company’s Wyoming case we estimated the Totd Company
impact of replacement energy for the outage was $270 million. In this case, Mr.
Falkenberg estimated the net power cost impact of the outage to be $7.7 million. Over
afour year period that would produce approximately $31 million Total Company or a
mere 11.5 percent of replacement power costs incurred.
Does thefour-year average method produce reasonable results?
As| explained above, the results are reasonable as long as adjustments are not made to
the historicd outage data. In this case the Commission should rgject Mr. Fakenberg's
proposed adjustment. However, if the Commission decides it is gppropriate to make
adjustments to remove historica outages, the four-year method would produce results
that are not representative of expected operations, given the aging of the Company’s
plants and the higher maintenance requirements discussed by Mr. Woolley. Asshown
in Table 2, the Company’ s therma generation has declined over the last three fisca

years. Inthis gtuation, the Commission should adopt a method that utilizes the most

recent twelve month period of maintenance and outage rates as being most
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representative of expected operations. The impact of this method would increase net
power costs by $1.7 million.

CT Outage Rates

Please explain the proposed CT outagerate adjustment.

Mr. Falkenberg proposes to use the mature outage rates for the Gadsby and West
Valey CTsingtead of using the actud normaized outage rates proposed by the
Company. The proposed adjustment would reduce the Company’ s net power costs by
$.7 million Totd Company.

Please explain how the Company modeled the CT outagerates?

The Company used the actud historica outage rates incurred since the units were
placed in sarvice, plus assumed mature outage rates for the remainder of the four—year
period because the units have not been in operation for four years. Theimpact of the
Company’s modeling was to reduce the outage rates below actud historical operation.
Do you agree with the proposed adjustment?

No. Asl explained above, the Company’s methodology does not assume that the initia
operation outages will occur once every four years. Rather, it amortizes historical
outages over afour-year period to smooth the net power cost impact on customers. In
addition, the Company’ s operation of these plants compares favorably with industry
datistics. The Company’s average actua forced outage rate for these units was 17.79
percent through March 2003, while industry data for the period 1999 through 2002
was 18.61 percent. Thus, the Company’ s performance has been better than the

industry average and the performance of these units has continued to improve. The
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average actua outage rates through March 2004 was 11.61 percent, and the Company
modeded outages at atill lower rate of 8.58 percent. The outages are not
extraordinary, as suggested by Mr. Falkenberg, but are in fact reasonable and therefore
the proposed adjustment should be rg ected by the Commission.

Arethereother alternativesfor the Commission to consider?

Yes. Asl suggested above, if it isnot gppropriate to amortize actuad outages over a
four-year period, the Commission should adopt an approach where outage rates are
based on the most recent 12 months of data at the time of the filing.

Blundd| Deration

Please explain the proposed adjustment.

Mr. Fakenberg proposes to remove the portion of a Blundell geothermd plant outage
that occurred from October 1998 to May 2001 that isincluded in the Company’s
GRID modeled outage rates. He believes the adjustment is reasonable because he
believes the Company’ s modeling assumes the problem was never solved and will
continue to occur. The proposed adjustment would reduce net power costs by $.07
million Tota Company.

Do you agree with the proposed adjustment?

No. Asdtated previoudy in my testimony, the Company’ s outage rate modeling
amortizes the outages over afour-year period to smooth the net power cost impacts for
customers. The method does not assume the outages will recur. The proposed

adjustment should be rejected.
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DJ 3, Hayden 1 and Colstrip 4 Catastrophic Outages

Please explain the proposed adjustment.

Mr. Falkenberg proposes to remove these outages from the modeled outage rates
included in GRID. He believesthe adjustment is reasonable because the Company
identified these outages as catastrophic in Oregon Docket UE 134 and proposed a
normdizing adjustment to remove a portion of the outages. The proposed adjustments
would reduce the Company’s net power costs by $2.0 million Total Company.

Does Mr. Falkenberg provide sound reasoning for hisadjustment?

No. Whileitistrue that the Company proposed those adjustments in UE 134, that
methodology was abandoned because the Company it was not congstent with the four-
year rolling average method. In fact, the UE 134 methodology was not used in the
Company’ s last round of generd rate cases in Oregon and Wyoming and the
adjustments were not proposed by any of the parties, including Mr. Fakenberg. So
Mr. Falkenberg' sreasoning isillogicd and his adjusment should be rejected by the
Commisson.

CT Dispatch Logic/ Quick Start

Please explain the proposed commitment logic adjustment.

Mr. Falkenberg proposes to impute $1.0 million of quick-start benefits Snce the verson
of the GRID model used in this case does not calculate that benefit. He aso proposes
to lower net power costs by an additiona $.27 million to remove what he consders to

beillogica generation through a redispatch of the CTs outside of the GRID modd.
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Do you agree with the proposed adjustment?

| agree with the proposed imputation for quick start benefits. | do not agree with

the remainder of the adjustment.

Please explain theremainder of his adjustment.

For the deven gas units that cycle, Mr. Falkenberg compared the fuel cost with the
market vaue of the generation during light load hours. In afew months, the market
valueislower than the fuel cost. From this observation he concluded that the CT unit
digoachisillogicd.

Do you agree with hisassertion that the CT unit dispatch isillogical?

No. Mr. Fakenberg' sandyssisflawed in that it failsto condder the opportunity cost
of the lower cost units. For example, if West Vdley #5 (with a cost of $45/MWh)
holds reserves ingtead of Cholla (with a cost of $14/MWHh), the Company has the
opportunity to make an extra $31/MWh for each MWh of reserve dlocation that is
released from Cholla. If a credit for releasing reservesis applied to Mr. Fakenberg's
andysis, dl the months in hiswork papers are profitable.

Exhibit No. _ (MTW-10) replicates Mr. Falkenberg' swork papers regarding
this adjustment with one additiond factor. It gpplies areserve credit to the fud cog,
which reflects the opportunity costs associated with the reserves. The exhibit examines
thefud cost of the generation, market value of the generation, and alocated reserves.
Asin Mr. Fakenberg swork papers, the exhibit looks at the light load hours for eleven
gasunits. The reserve credit is based on Cholla s opportunity cost relative to the eeven

units and the unit’ s dlocated reserves. The opportunity cost is goplied to the dlocated
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reserves. The exhibit shows that the units have a postive net market vaue in dl months,
which demondrates thet there is no basis for Mr. Falkenberg's adjustment.

Cholla hasareserve carrying capability of 40 MW. The West Valley units, by
themselves, can carry morethat that. What isthe effect of using Cholla for
purposes of your reserve credit calculations?

The use of Chollawould understate the value of the reserve credit. Cholla, the highest
cost cod unit, was used to amplify the example. Challais just one of many cod units
that are capable of holding reserves. All of the other cod units have alower incrementa
cost. Reserves are dlocated from the highest cost unit to lowest cost unit. When agas
unit is alocated reserve, it is freeing the lowest cost unit to generate. If we examined
each of the 3,856 light load hours for each of the eleven gas units to determine which
cod unit was freed to generate more, the reserve credit would be larger.

What isyour recommendation for thisadjusment?

The Commission should reduce the Company’ s proposed net power costs by $1.0
million on a Totd Company basis to capture quick-start benefits of the CTs. The
balance of the adjustment is incorrect, however, and should be rejected.

Emergency Energy Dispatch

Isthe proposed adjustment included in the Company’s modeling corrections
discussed above?

Yes. It wasthe only modeling correction adjustment adopted by Mr. Falkenberg. It
has aready been incorporated into the Company’ s updated net power costs.

Therefore, no further adjustment is necessary.
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Gadshy / West Valey Heat Rates

Please explain the proposed heat rate modeling adjustment.

Mr. Fakenberg bdieves the Company’s modding substantialy overstates the heet rates
compared to actuad hest rates shown in the Company’ s 2002 FERC Form 1. The
proposed adjustment would reduce the Company’ s origindly filed net power costs by
$3.19 million Tota Company.

Do you agree with his assessment of the heat ratesfor the CTs and the Gadsby
Steam plant?

No. Mr. Falkenberg' sandysisisflawed. Fird, the hest rates for these plants are
consgstent with the level of operating reserves that are being carried on the unitsin
GRID. Inorder for the units to be dispatched at the heat rates proposed by Mr.
Falkenberg, the units would have to be run a a higher capacity factor. When
dispatched a a higher capacity factor these units would not be able to carry the same
amount of operating reserves that are being carried in GRID and other lower cost
therma units would be required to carry those reserves. Thiswould actudly result ina
higher level of net power costs than the Company is proposing. Second, his proposed
adjustment was caculated by a smple spreadsheet outside the model as opposed to
dynamicaly dlowing the mode to digpatch the plants based on the heet rates in the
modd. Thisraises serious concerns over the results of his analys's because the dynamic
operation of the unitsis not captured. In fact, thisis the reason his proposed adjustment
reduces net power costs when it would actually increase net power cogts, as| explained

above.
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How werethe heat ratesfor the Gadsby and West Valley peakers developed?
Gadsby Units 4-5-6 and West Vdley Units 1-2-3-4-5 heat rate curves were
developed based on data from the manufacturer, Generd Electric (GE). GE provided
tables of data estimating performance of the combustion turbine - generator sets for
various ambient temperatures. The heet rate data provided by GE was based on
electrical output at the generator terminals and the lower heating value of naturd ges.
PecifiCorp used the data provided by GE to estimate the net unit heat rates based on
ddivery of dectricity to the high side of the generator step-up transformers and the
higher heating vadue of naturd ges.

Has the Company reviewed the performance of the CT units based on actual
operation?

Yes. The Gadsby heat rate at maximum availability was consstent with the level
origindly projected. The West Vdley hest rate a maximum availability, however, was
5 percent lower than projected.

Did the Company update the West Valley heat rates?

Yes. Thelower actud heet rate was included in the Company’s modeing corrections
discussed above. The Company’s correction reduced net power costs by $1.57 million
30 no further adjustment is necessary for West Vdley.

Hasthisissue been litigated in any of the Company’srecent general rate
cases?

Yes. The sameissue wasraised by Mr. Fakenberg in the Company’s last Wyoming

genera rate case (Docket No. 20000-ER-03-198) and his proposed adjustment was
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rgected by the Wyoming Commission.

What isyour overall recommendation concer ning the Gadsby and West Valley
CT heat rates?

The Company’s West Valley hest rate error has dready been corrected in the
Company’ s updated net power costs, and Gadsby hest rates are cons stent with actua
operation. Therefore, no further adjustment is necessary and Mr. Falkenberg's
proposed adjustment should be ignored.

“Market” Vauation of New Resources

What istheissue with respect to “market” valuation of new resour ces?

In order to address what Mr. Falkenberg describes as a*“ cost shifting” issue, he
recommends that a* market-based” approach be applied to the most recent capacity
additions, Gadsby and West Valley, and dl future resources. Under this gpproach, the
output from these units would be vaued a market, irrespective of the Company’s actud
costs.

Do you agree with this approach?

Absolutely not, for a number of reasons. Firgt, rates are required to be cost-based.
Thereis no principle for departing from this requirement with respect to new resources.
Second, even assuming it was otherwise acceptable to va ue resources on amarket
badgis, it isarbitrary to gpply the principle sdectively, to only the resources identified by
Mr. Fakenberg as“new.” The results would be entirely different, for example, if the
Company were dlowed to price the output from its fully depreciated thermd units a

“market” rather than cost. Third, the precedent cited by Mr. Falkenberg is not
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supportive of his gpproach. The Black Hills contract cited in Mr. Falkenberg's
testimony asa“surrogate’ for valuing Colgtrip 3 was in fact cost-based, not market-
based. AsMr. Fakenberg acknowledges in his footnote 69 on page 74, the applicable
FERC requirement at the time the Black Hills contract was executed in January 1984
was that the contract be cost-based.

What isyour recommendation with respect to this adjustment?

This adjustment should be rgjected. The issue of cost shifting is discussed more
completdy in Mr. Duval’stestimony. As discussed by Mr. Duvall, thisissue can be

addressed more effectively than by resorting to aradical departure from cost-based

pricing.

Updated Net Power Costs

Q. What isthe Company’s updated proposed net power cost?

A. Asshown on Exhibit No. _ (MTW-11), the Company’ s updated proposed net
power cogt is $555 million Tota Company compared to the $553 million included in
our origind filing. The study includes the corrections | discussed above and the other
parties adjustments which | have adopted. These net power costs should be used as
the arting point for any adjustments adopted by the Commission.

Q. Does this conclude your rebuttal testimony?

A. Yes.
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