
Perkins I
Coie

James M. Van Nostrand

PHONE (503) 727-2162

FAX: (503) 346-2162

EMAIL: JVanNostrand~perkinscoie.com

1120 N.W. Couch Street, Tenth Floor

Portland, OR 97209-4128

PHONE: 503'727'2000

FAX: 5°3.727.2222

www.perkinscoie.com

May 7, 2007

BY ELECTRONIC AND OVERNIGHT MAIL

Ms, Carole 1. Washburn
Executive Secretary
Washington Utilities and Transportation Commission
1300 S. Evergreen Park Drive SW
Olympia, W A 98504

Re: Dockets UE-061546 and UE-,060817 (consolidated):
PacifiCorp's Replv Brief

Dear Ms. Washbur:

Enclosed for filing in the above-referenced proceedings are an original and twelve (12)
copies ofPacifiCorp's Reply Brief and Certificate of Service in the above-referenced
proceedings.

Than you for your attention to this matter.

Enclosures
cc: Service List

The Honorable Dennis Moss

24878-0038/LEGAL 1 32 1 6333.1

ANCHORAGE. BEIJING. BELLEVUE . BOISE. CHICAGO. DENVER. LOS ANGELES. MENLO PARK
OLYMPIA. PHOENIX. PORTLAND. SAN FRANCISCO. SEATTLE. SHANGHAI. WASHINGTON. D.C.

Perkins Cole LLP and Affiliates



BEFORE TH W ASIDGTON UTS AN TRSPORTATION COMMSSION

W ASIDGTON UTITIS AN
TRSPORTATION COMMSSION,

Complait,

v.

P ACIFICORP d//a PACIFIC POWER AN
LIGHT COMPAN,

Respondent

In the Matt of the Petition of

P ACIFICORP d//a PACIFIC POWER AN
LIGHT COMPAN,

For an Accuntig Order Approvig Defemm
Of Cert Cost Relate to the MidAerca
Energy Holdigs Company Traition

Date May 7, 2007

24878-0038/LEGAL1321 1729.1

DOCKET UE-061546

DOCKT UE60817
(Consolided)

REPLYBRIF OF P ACIFCORP d//a
PACIC POWER AN LIGID COMPAN

JamesM. VanNostd
Sar E, Edonds
Perki Coie LLP

1120 NW Couch Street, 10th Floor
Portand, OR 97209-4128

Attorneys for PacifCorp d//a Pacifc Power and Light
Company



TABLE OF CONTNTS

1. INODUCTION """"""""""""""""""""""""""".....,..,.,.",.."....,.,.......,...,..".,........................1

II. ARGUM ,.,..................""..""..............."..,..,,.,........,.....,...,.."......".............,.........,.,......,........2

A. The Company's wcA Method Reflects in Rates Ony Those Resources tht Are "Used and
Usefu" to Washigton Cumers................,.........."...................................................."".....,......,., 2

B. The Proposed PCAM Adequately Balances Risks Between Cusomers and the Company. ............",,3

C. Sta and ICN's Proposed Cost of Capita Adjusents Ignore the Commssion's Discussion from

the 2005 Rate Case Order tht a Reduction is Not Necssy Requied Dependig upon the
Maner In which Risks are Alocate, .,..........."............".................,..........,..."..,.",.........""......,.... 5

D. Adjusents to the Company's Net Power Cost Propose by Sta Public Counel and ICN are

Unreaonable and Unspported.....",..............,...........",......................"........,..",.,............".....,....... 7

1. Stas Proposed Water Year Adjusent Methodology Signcantly Chages the Proporton

of Above-Normal to Below-Norm Water Yea. .................................................................7

2. ICN Aleges tht Short-Ter Fir Trations Should be Removed from Ras Because

they Have Not Been Shown to be Prudently Incured. ............................................................ 8

3. ICN's Citation to a Wyomig Public Servce Commssion Order with Respt to

Treatment of Centra is Misplac. ........................... .... ................ , , . .............. , , ......... ........... 8

The Commssion Should Reject Cert Adjusents Proposed by Sta, ICN and Public

Counel. """"""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" ,.......,...9
E.

1. ICN's Consolidated Tax Adjusent Is il-Conceived and, If Calculated Corrctly, Would
Produce No Adjusent. """"""""""""""""""""""""""""""""""""""""""""""""""'" 9

2, ICN Incorrectly Clai tht the Company ha Exceed the A&G Expense Refud

Theshold and tht ScottshPower Manement Fees Should be Removed,............,......"...... 1 0

Page ii - REPLY BRIEF OF P ACIFICORP
24878-0038/LEGAL1321 1729.1



TABLE OF AUfORIS

City ofChmlottesville v. FERC, 774 F.2d 1205, l215 (D.C. Cir 1985),..,......,....,...,.., ...........,......,.9

Columbia Gulf Transmission Co., 23 FERC ~ 61,396, Opinon 173 (1983) .,........,..,... .............,.."..9

FPC v. United Gas Pipeline Co., 386 U.S. 237, 245 (1967) ""'"'''''''''''''''''''''''''''''''''' ........,... ,9

In the Matter of the Joint Application of MidAmerican Energy Holdings Company and PacifCorp
d//a Pacifc Power & Light Company For an Order Authorizing Proposed Transaction, Docket

UE-051090, Order 08 at Att. 2, p. 13 (Mar. 10, 2006)........,......."..,...........,...,......,.....,.10

PacifCorp, Wyomig Public Servce Commssion, Docket 20000-ER-02-184, Fin Order (Mar. 6,
2003).,.....................,.,..........,.,..,..........,.....,....................,..........,.... .........., .....,... ..,8

Potomac Edison Co., 23 FERC ~ 61,398, Opinon 163A (1983) ...,..,. ..,.. ....".... ... ... ,. ..., ...... .... ....9

Washington State Attorny General's Ofce v. Washington Utilities an Transportation Commission, 128
Wash. App. 818, 1 l6 P.3d 1064 (Wash. Ct. App, Aug, 3,2005), . ... ......,., ... .... ,. ...,.. .... .......", ....,.2

Washington State Attorney General's Ofce v. Washington Utilities an Transportation Commission, No.
04-2-02511-4, Wash, Suprior Ct, Thuron County (Oct. 26, 2005),........,...,..,..........,...... ............2

Washington Utilities and Tranportation Commission v. PacifCorp d//a Pacifc Power and Light
Company, Docket UE-991832, Thd Supplementa Order (Aug. 9,2000).........,...,..,...........,.........1

Washington Utilities and Tranportation Commission v. PacifCorp d//a Pacifc Power and Light
Compan, Docket UE-050684, Order 04; In the Matter of the Petition ofPacifCorp d//a Pacifc Power
and Light Compan for an Accounting Order For an Order Approving Dejèrral of Costs Related to
Declining Hydro Generation, Docket UE-050412, Order 03 (consolidate) (Apr. 17, 2006) ("2005 Rate
Case Order").............,.. .................................,.............. ....... ...................., ....., .2, 3, 5, 6

Page iii - REPL Y BRIEF OF P ACIFICORP
24878-0038/LEGAL1321 1729.1



I. INODUCTION

1 Thougout the coure of these procegs, Sta and the Company have digently purued fai

and balance compromise in an effort to reah ageement on major issues, includig substtial ageement

on the West Control Area (I1WCA") cost alocation methodology and the stctue of a power cost recvery

mechasm ("PCAM"). Moreover, Sta and the Company ar in the same "neighborhood" with respect to

the nee for a modest rate incre afr 2 ~ year of frozen rates for the Company in Washigton: the

Company is requestg an.increase of $18.58 mion, whie Sta recommends $12.8 mion,l

2 In stk contr the recommendations of the Indusal Cusmers of Nortwest Utities ("ICN")

and Public Counel ar~ from a dierent planet, Both remmend rejection of the WCA method, without

proposing any altetive proposal of their own and both oppose any form of PC AM for the Company and,

in tht respect, would requi the Compan to gai experence under an acptable inter-jursdictiona cost

alocation method before even being eligible for implementation of a PCAM, Ths position, when

combined with their refual to engage in any form of consctive dialogue regardig development of an

acptable inter-jursdctiona cost alocation methodology, ha the pratical effect of slamg the door

shut on any reguatory relief whatsoever for PacifCorp in Washigton. ICN taes their opposition a stp

fuer, by actuly recommendig a rat reducn of nearly 10 percent. (Pblic Counel, for its par

declies to make any recommendation on overa revenue requiement.) The extemeness of their positions

in ths cae is stg in and of itself In the context of these pares' opposition to any reguatory relief for

the Company since Janua 2003 - and going so far as to sue the Commssion in two separte appeas for

providig any reguatory relief for the Company - their advocay spin out of orbit (i.e" it has "slippe the

1 This is Staffs recommendation assuming approval of a PCAM; Sta remmends $16.5 mion without a PCAM.
2 Public Counsel and ICND have opposed any regulatory relief for the Company in Washington since the 1.0 percent

rate increase allowed in Januar 2003 under the rate plan approved in the 1999 rate proceeding. See Washington Utilities
and Tranonaton Commission v. PacifCorp d//a Pacifc Power an Light Compan, Docket UE-991832, Third
Supplemental Order (Aug. 9, 2000). When the Commission modified that rate plan in Docket UE-0204l7 to allow the
Company to seek rate relief, ICND and Public Counsel unsuccessfully appealed the decision to Thurston County
Superior Cour and then to the Washington State Cour of Appeals. Washington State Attorney General's Offce v.
Washington Utilities and Transportation Commission, 128 Wash. App. 818, 116 P.3d 1064 (Wash. Ct. App. Aug. 3,
2005). When the Commission approved a settlement agreement in Docket UE-032065 granting a 7.5 percent rate
increase for the Company, ICND and Public Counsel opposed the settlement and appealed the Commission's decision -
again unsuccessfully - to Thurston County Superior Cour. Washington State Attorney General's Offce v.
Washington Utilties and Transportation Commission, No. 04-2-02511-4 (Wash. Sup. Ct. Oct. 26, 2005).
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surly bonds of earh"3), and is worthy of no serious consideration.

ll. ARGUMNT

A The Company's WCA Method Reflects in Rates Onl Those Resources that Are "Used
and Usefu" to Washigton Customers.

3 Both ICN and Public Counel recmmend tht the Commssion reject the Company's proposed

WCA method as unjus and uneasonable in favor of their proposed modications.4 The Company,

however, has satisfied its burden of proof tht the WCA method produces results tht satisfy the "used and

usefu" stdad from the 2005 Rate Case Order and tht it includes in rates only those resources tht

provide "tagible and quatiable" benefits to Washigtn cusomer,5 a conclusion also shad by Sta6

The remmendations ofICNU and Public Counel, as offered though the testony of Mr. Falenberg,

which advocate for the inclusion in the WCA of cert aleged interconnection benefits from the Ea and

easern resources, contrct positions taen in the 2005 Rate Case, are based on flawed anyses, and would

include resources that are not "used and usefu" to Washigton cusomers.

4 ICNlPblic Counel's proposed interconnection benefit adjusent to the WCA method to

acunt for energy saes in easern markets falsely assues that avaiable trmision capacity exist, an

assumption which is inconsistent with the 2005 Rate Case Order, which noted signcant trmission

consts between the western and eaern control area,? Accrdigly, the proposal fais beause,

3 John Gilespie Magee, Jr., "High Flight," The Complete Works of John Magee, The Pilot Poet, This England Books,

(1989).
4 As part of its argument in favor ofrejection ofthe WCA method, ICND claims that it is a "results-oriented cost
allocation methodology designed to increase Washington rates" and suggests that the Company is proposing the WCA
method in order to "penalize" Washington for not agreeing to the Revised Protocol. ICND Initial Brief at irir 4, 20.
Public Counsel characterizes the WCA Method as a "fictional pure 'stad-alone' methodology" that produces "perverse
results" of higher costs to Washington. Public Counsel Initial Brief at ir 29. ICND/Public Counsel's position that the
WCA method results in higher costs is flawed and misleading because it selectively focuses on the impact of variable
costs only: factoring in fixed costs in addition to variable costs results in insignificant higher overall average system
costs related to deliverig power in the western control area. Staff agrees with the Company's assessment and also
notes that the WCA helps control Washington's costs by isolating it ITom rapid growth in the eastern control area, a
problem which was well documented in the 2005 Rate Case. Staff Initial Brief at irir 32, 34.
5 Washington Utilities and Transportation Commission v. PacifCorp d/b/a Pacifc Power and Light Company, Docket

UE-050684, Order 04; In the Matter of the Petition ofPacifCorp d/b/a Pacifc Power and Light Company for an
Accounting Order For an Order Approving Deferral of Costs Related to Declining Hydro Generation, Docket UE-
050412, Order 03 (consolidated) (Apr. 17, 2006) ("2005 Rate Case Order").
6 Staff Initial Brief at irir 12, 16.
? Exh. No. 88 at 18:9-20 (Widmer Rebuttal), 2005 Rate Case Order at ir 53.
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althoug the Commssion's "used and usefu" stdad alows for the alocation of indiect benefits, those

benefits mus st be "tagible and quatiable."g Simarly, ICNlPblic Counel's proposal to include

easrn Johnon and Wyoda resources in the WCA is a thy veiled attempt to alocate cheap, highy-

depreciate coal resources to Washigton in contrvention of the diectives of the 2005 Rate Case Order.

ICN's arguent tht the reources should be included because they have "always ben included in rates"9

is circular, self-servg and does not diectly address the Commssion's "used and usefu" stdad. As

note by Sta how the Company alocate resources in the pas ha nothg to do with how they should be

alocate under a new alocation methodology, parcularly in light of the Commssion's rejection of the

systm-wide approach of the Revised Protocol. 10 Furermore, also as noted by Sta ICN ha faied to

demonste tht these resources are needed to serve Washigton load or th there is adequate trmission

capacity to move tht power from Ea to West durg pe hour, ii

B. The Proposed PCAM Adequately Balances Riks Between Customers and the Company.

As noted above, ICN and Public Counel oppose implementation of a PCAM unti the Company5

gai expeence under an approved inter-jursdictiona cost allocation methodology. 
12 In addition, Public

Counel suggest tht a PCAM is not warted beaus the Company does not exprience sufcient power

cost volatty, citig a sttement by Sta witness Buckley at the hearg tht there is a level of fluctution

tht does not trgger the need for a PCAM.13 Public Counel's arguent, however, fais to acknowledge

g 2005 Rate Case Order at irir 68, 340.
9 ICNU Initial Brief at p, 18 (heading 3), ir 36.
10 Staff Initial Brief at ir 36.
i i In response to testimony highlighting the various flaws contained within its proposed adjustments to include

interconnection benefits and Johnson and Wyodak resources, ICNU suggests that the Company should have corrected
its analyses. ICNU Initial Brief at irir 25, 38. In taking this position, ICNU disregards the 2005 Rate Case Order's
rejection of the inclusion of benefits not shown to be "used and useful" to Washington customers. Indeed, the
Company designed the WCA method in response to the guidance provided in the Order. In contrast to the speculative
interconnection benefits recommended by ICNU/Public Counsel, the Company allocates a portion of Bridger
generation to Utah because the interconnection benefit is clearly established under the Idaho Power Revised
Transmission Service Agreement, which identifies a unit-specific energy transfer from West to East. Exh. No. 88 at
17:5-7 (Widmer Rebuttal), Staff Initial Brief at ir 17,
12 ICNU Initial Brief 

at ir 42, Public Counsel Initial Brief at ir 23.
13 Public Counsel Initial Brief at ir 10. Public Counsel attempts to characterize the Company's position as supporting

adoption of a PCAM under any circumstances by pointing to the hearing testimony of Mr. Widmer. ¡d. However, this
testimony was given in the context of lengthy questioning during which Mr. Widmer discussed the Company's
exposure to power cost volatility. Widmer, TR. 215: 13-223 :2. Furhermore, taken in full context, Mr. Widmer's
response to Public Counsel's line of questioning was to explain that the Commission has apparently made the policy
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Stas testony tht the Company experiences "signcat" varabilty and tht a PCAM is appropriate, or

to give weight to any of the evidence offered by the Company in support of a PCAM. 14 ICN's use of a 10

percent varance meaure for power cost volatity is unstc beause it ignores the volatity of power

cost exprience by the Company as recently as the sumer of2006.15 In addition, Public Counel's

attmpt to mi the Company's level of hydro varabilty by measg it on a Company-wide basis is

entiely inconsistent with its own position in the 2005 Rate Case - where it advocate a "Hydro

Endowment" proposal that disproportonately alocates the Company's hydro resources to Washigton-

and totay disregards the Commssion's rejection of a system-wide approach in the 2005 Rate Case Order.

ICN and Public Counel attempt to mi the preceential effect of the Commssion's6

approval of A vist's Energy Recver Mechasm by notig the dierent volatity experience by the two

companes.16 As note by Sta however, although the Company may have fewer hydro resources th

A vist its incrementa cost to replac tht power in the event of hydro declie is higher because its thermal

genertion resources located in the WCA are priary base load resources and, as a consequence, the

Company mus obta replacment power from fuy-loaded short-term contrts, whch have a greater

impact on net power cost.l?

7 Public Counel also argues that the normaltion process is a sucient substtue for a PCAM.18

However, Public Counel fais to recogn tht the normaltion process is il-equipped to captue

signcat varabilty in overa power cost and is frugt with uncertties due to the long-term natue of

decision in the case of both Avista and PSE that flowing through power cost volatilty, at least in part, to customers is
in the public interest. Widmer, TR. 214:18-215:3. Public Counsel also mischaracterizes the Company's position by
claiming that it has indicated that "it can live without a PCA unless it gets a mechanism to its liking." Public Counsel
Intial Brief at ~ 8. The Company's position is simply that it reserves the right to decline implementation of a PCAM if
the Commission adopts Staffs water year adjustment without modification and proposed cost of capital adjustments,
which would eviscerate the incentives provided by a PCAM.
14 Buckley, TR. 332:20-25. Public Counsel's description ofthe Company's volatility charts as reflecting only "a regular

and predictable fluctuation of prices within a constant range" does not take into account the Company's testimony that
the chars neverthel((ss demonstrate how much forecasted prices can var even if that variance has the general
appearance of a pattern. Public Counsel Initial Brief at ~ 13, Widmer, TR. 216:22-217:18. Public Counsel also fails to
tae into account the fact that the 2000-2001 power crisis spike has a "dulling effect" on the appearance of chars
attempting to demonstrate volatilty of previous years, Widmer, TR. 220:5-15.
15 Exh. No. 88 at 48: 19-49:2 (Widmer Rebuttal), Widmer TR. 221 :2-8.
16 Public Counsel Initial Brief at ~ 12, ICNU Initial Brief at ~ 50.
I? Staff 

Initial Brief at ~ 61, Exh. No. 265 at 3:15-4:6 (Buckley Cross-Answering).
18 Public Counsel Initial Brief at ~ 6.
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the data used in normiztion rate settg.19 In addition, Public Counel fais to recgn tht the

Commssion ha clared tht a PCAM is appropriate for factors other th abnormal weather, such as

market volatity and other events beyond a utity's controPO Sta notes tht a PCAM is designed to

provide bettr price signs to cusomers for the effect on power cost of chages in weather or energy

market prices, but tht the normaltion process canot achieve such signs?1

8 ICN, for its par attmpts to discredt the Company's proposed PCAM by charterig the

underlyig power cost data produce by the GRI model as being "fake. "22 Public Counel also taes issue

with the use of pseudo-actu results?3 ICN and Public Counel unaily malgn the quaty of the data

which, as explaied at lengt in testony, is: 1) based on actu cost or calculate from actu inormation,

and 2) is necessar beause the Company accunts for its power supply cost on an integrte basis, not by

separte jursdictions,24

c. Staff and ICN's Proposed Cost of Capital Adjustments Ignore the Commsion's
Discussion from the 2005 Rate Case Order that a Reduction is Not Necessari Requied,
Dependig upon the Manner In which Riks are Alocated.

Sta Public Counel and ICN base their discussions of ths issue on a mmscharterition of9

Commssion preceent: They assume the Commssion rigidly requies a cost of capita reduction associated

with implementation of a power cost recvery mechasm. In fact the precent suggest the Commssion

has carefuy avoided a rigid application, and inad considers "whether a reuction in the cost of capita" is

necssa at all, in the context of its "overa anysis of how the mechansm shi risks between investors

19 Buckley, TR. 334:5-15, 336:2-15, 341:23-343:9.

2°2005 Rate Case Order at ii 91.
21 Exh. No. 261 at 36:3-6 (Buckley Direct), Staff 

Initial Brief at ii 106.
22 ICNU Initial Brief at ii 41.
23 Public Counsel Initial Brief at ii 18.
24 Exh. No. 88 at 42:5-9 (Widmer Rebuttl), Exh. No. 261 at 14:22-15:2 (Buckley Direct), As explained by S1: "a

'pseudo-ac' issue. . . wi exi regardless of the alocon metodology that is used beuse the Company doe not incur power
cost by jurcton." Staff Initial Brief at ii 103 Sta suars that "in some respe, al PCAM for a multi-jurdictonal

utty are, by defition, using some sort of aloced (ie., 'pseudo-ac~ cost. Id Moreover, in an effort to accommodate
any concerns Staff once had with respect to the use of pseudo-actual data, the Company agreed to accept Staffs
recommendation to increase the dead band to $4 milion. Company Initial Brief at ii 24.
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and ratepayer, "25 For the reasons stted in PacifCorp's Intial Brief, PacifCorp respetfy submits tht an

adjusent is inecssar in ths proceg?6

10 ICN, for its par misrepresents the testony of its own witness on ths issue. ICNs brief

creates the impression tht Mr. Gorman calculate his remmended 30-basis point reduction in ROE on

the basis of the risk-shig attbutes of the "hydro hedge" PCAM recmmended by ICN/Pblic Counel

witness Falenberg?7 In fact, Mr. Gorm's testony clearly sttes that his adjusent is based on the

adoption of "the Company's PCAM," not on Mr. Falenbeg's remmended mechasm. Exhbit 189, Mr.

Gorm's response to PacifCorp Data Request No, 24, conf tht his anysis is based on PacifCorp's

proposed mechansm, and tht his analysis would "possibly" chage if the design of the sharg bands were

altered and would "probably" chage if recovery of fied cost were elited?8 As discussed above,

PacifCorp ha moved considerably from its origi PCAM proposal- upon which Mr. Gorman's anysis

was based - to reduce any risk shig from the Company to cusomers, Accrdigly, even ifhis approach

were vald (which it is not, for the reasons discussed in PacifCorp's Intial Brief), the 30 basis point

adjusent is substtialy oversted if applied to PacifiCorp's curent PCAM proposal. Mr. Falenberg's

hydro hedge PCAM, which featues a deaband more th twce as great as PacifCorp's curent proposal

($8,6 mion vers $4 mion) would shi viy no risk to cusomers, and would completely stp away

even the slightest rationae for an adjusent.

Sta havig based its entie anysis on an S&P metrc (ties interest coverae) that is no longer11

used by S&P for evaluatig the credtwortess of electrc utilities, attmpts unuccssfuly to rehabiltate

its anysis by suggestg tht it rey wasn't lookig to S&P or its ties interest coverae stdad afer al,

and now refers to the discredte stdad as merely a "benchmark. "29 Stas testony speak for itself on

ths issue, however, where it unequivocaly and incorrectly represents tht "(a) 2.50 coverae ratio st

25 2005 Rate Case Order at ir 97 (emphasis added).
26 The record is clear ITom cross-examination of Company witness Hadaway and ICNU witness Gomman that the
measurement of any cost of capital adjustment as a result of the adoption of a PCAM would be very difficult - if such
an adjustment is measurable at all. Hadaway, TR. 192:24 -193:11; Gomman, TR. 302:11 - 304:14.
27 ICNU Initial Brief at ir 54.
28 Exh. No. 89 at pp. 1-2.

29 Staff Initial Brief at ir 76.
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satisfies S&P's criteria for a 'BBB' bond ratig, which is an investent gre ratig."30 Moreover, Sta

faied to address the serious tehncal errors in its anysis identied in Dr, Hadway's testony and

discussed in PacifCorp's Intial Brief.1 Whe Sta complai tht "PacifCorp offered no benchmark" or

"no calculation of risk shig, "32 in fact PacifCorp thorougy addressed the issue by showig how the

design of its proposa miors tht curently in plac for another Washigton utty (A vist) for which no

cost of capita adjusent wa found to be necessar. In fact, given the widenig of the deadband from $3

mion to $4 mion, PacifCorp's curent proposa now involves les risk shig th the mechasm upon

which it was modeled,

D. Adjustments to the Company's Net Power Costs Proposed by Sta, Public Counsel and
ICN are Unreasonable and Unsupported.

1.

12

Staffs Proposed Water Year Adjustment Methodology Signcantly Changes the
Proporton of Above-Normal to Below-Normal Water Years.

Sta assert tht the Company's proposed modication to Stas water yea adjusent is an

attempt to "manufactue a new water yea adjusent "33 Although Stas adjusent reuces the varance

of anua hydro generation by excludig the uppe and lower tas of the distbution, on an overa hydro

pedormce basis ths adjusent signcantly chages the proporton of above-normal to below-normal

water yea, resultig in an oversted expectation th approxiately 60 percent of the tie the Company

wi experience better-th-normal hydro conditions?4 Underdig the data on a percentie ra

approach is superior to the method proposed by Sta In any event, the Company and Sta are in

agement tht a water yea adjusent is appropriate only in the event tht the Commssion adopts a

PCAM,

30 Exh. No. 300 at 17: 12-13 (Elgin Direct).

31 In its Rate ofRetu sumar, Staff refers to the updated long-term debt in the Company's rebuttal testimony as a
"limited" updating of costs. StaffInitial Brief at p. 35, ft. 148, In fact, it was a complete updating of long-term debt
costs as of December 31,2006 (Exh. No. 116 at 4:1-8 (Wiliams Rebuttl)), but has become moot with the withdrawal
of the update and the agreement to use the cost of capital components from the Company's direct case.
32 Staff Initial Brief at ir 82.
33 Staff Initial Brief at ir 97.
34 Exh, No. 88 at 6: 12-20 (Widmer Rebuttal).
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2.

13

ICN Aleges that Short-Teim Fir Transactions Should be Removed from Rates

Because they Have Not Been Shown to be Prudently Incurred.

ICN argues tht the Company ha failed to demonste the prudence of its "below-market" short-

term fi trtions.35 Sta support the Company's inclusion of these trtions and notes tht they

serve Washigton beuse the Company uses them to balance WCA load and, as such, are necssar

trtions,36In addition the Company ha provided testony refug ICN's assuption tht futu

trtions wi always appear economic at the tie of delivery and tht excludig al actu short-term

fi trtions demonss tht the trtions wer demonsbly detrenta 
,37

3. ICN's Citation to a Wyomig Public Servce Commision Order with Respect to
Treatment of Centrlia is Miplaced.

In advocatig for its proposa to alocate 50 percent of relacment power cost to the Company to14

reflect the fact that the Company retaed 50 percnt of the appreciation of the Centra sale, ICN clai

tht ths proposa is consistent with the Wyomig Public Servce Commssion's treatment of the Centra

sae in PacifCorp, Wyomig Public Servce Commssion, Docket 20000-ER-02-184, Fin Order (Mar, 6,

2003). Ths precent is inposite, The adjusent adopted by the Wyomig PSC corresponded with the

shag of the gain in the Wyomig PSC's Centra decision, which alocated 64 percent to ratepayers and

36 percent to the Company's shaeholders.38 A simar approach in ths case would sugest an 87.5 percent

alocation of replacement power cost to cusomers, for the reaons discussed in PacifCorp's Intial Brief

ICN also assert, without explanon, tht due to the expiron of the TraAlta contrct, PacifCorp's

PCAM wi resut in "a $5 miion net increase to Washigton, everyg else being equa, "39 The cost of

power to replac the expirg TraAlta contrt is unown at ths point. Even acptig ICNs $5

mion figu as tre, however, at most only $500,000 would be recovere though the PCAM as proposed

by the Company.40

35 ICNU Initial Brief at ir 60.
36 Exh. No. 265 at 16:1-6 (Buckley Cross-Answering),
37 Exh, No. 88 at 29:15-30:23 (Widmer Rebuttal).
38 PacifCorp, Wyomig Public Servce Commsion, Docket 20000-ER-02-184, Final Orer at ir 192( d) (Mar. 6, 2003).
39 ICNU Initial Brief at ir 52, citing Exh No. 161 at 68:13-21 (Falkenberg Direct).
40 Zero recovery through the $4 milion deadband, and 50 percent recovery of the remaining $1 milion.
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E. The Commission Should Reject Certin Adjustments Proposed by Staff,ICN and

Public Counsel

1.

15

ICN's Consolidated Tax Adjustment Is ID-Conceived and, If Calculated Corrctly,
Would Produce No Adjustment.

ICN's proposed $3 mion adjusent to federa income taes purrt to "alow PacifCorp to

rever only those expenses tht it actuy incur."41 In fact, however, the adjusent ha nothg to do

with reflectig the "actu taes paid" by PacifCorp. Rather th attmptig to tr the "actu taes paid"

by PacifCorp though the entie consolidate ta stctue in which PacifCorp parcipates - which

includes Berkshie Hathway and al its subsidiares - the adjusent isolates a single expense item (interest

expense) and considers the ta deductions for tht expense only at PacifCorp's secnd-tier entity,

MidAercan Energy Holdigs Company ("MEHC"). If the adjusent is calculated in a maner tht

reflects the complete pictue - i. e., what the adjusent purort to do - the adjusent would be zero or, in

fact, could resut in a greater ta liabilty th on a std-alone basis, acordig to Sta witness Kermode's

anysis.42 More fudaentay, the "actu taes paid" concept is a flawed approach. As stted by then

D.C. Circuit Judge Anthony Scala in City ofChmlottesville: "the imprecision of the 'actu taes paid'

concept is exceed only by the nae of the Holy Roman Empire: two of the thee words ar wrong.

Taxes, yes. But not necssay actual taes. . . and not necssay taes paid, . . ,"43 Moreover, the case

heaviy relied upon by ICN in support of its "actu taes paid" approach, FPC V United Gas Pipeline,

conf only tht the approach then followed by the FPC wa acptable.44 Since 1983, however, FERC

ha abandoned the "actu taes paid" approach from United Gas Pipeline and is using a "std-alone"

approach based largely on a "benefits follows burdens" anysis.45 ICN's adjusent fails such an anysis,

since the adjusent attempts to captue the "benefits" (interest ta deductions at MEHC) even though

cusomers ar not bearg the expenses tht create the deductions,

41 ICND Initial Brief at ir 90.
42 Exh, No. 314 at 6:5-15 (Kennode Cross-Answering).
43 City o/Charlottesvile v. FERC, 774 F.2d 1205, 1215 (DC Cir 1985).
44 FPCv. United Gas Pipeline Co., 386 U.S. 237, 245 (1967).
45 Columbia Gulf Transmission Co., 23 FERC ir 61,396, Opinion 173 (1983); Potomac Edison Co., 23 FERC ir 61,398,
Opinion 163A (1983).
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16

ICN Incorrectly Claims that the Company has Exceeded the A&G Expense
Refud Threshold and that ScotthPower Management Fee Should be Removed.

ICN's clai tht the Company ha exceeded the A&G expense refud theshold, thereby

2.

requig a revenue requiement reduction of$265,875, is simply Inurte.46 ICN's own witness

conceed tht the "r s )ince the adjus A&G expnse is now less th the cap, the Company's adjusent

should be elited. "47 In fact, the Company reversed the origi adjusent to reduce A&G for ths

reason.48 The effect ofICN's other proposed adjusents - pension, heathcare and bonuses - al afect

A&G andfurther reuce the A&G level below the cap, ICN, however, ha not offered any supportg

exhbits quatig the A&G level produce by its recmmendations, and inea maita th its overa

adjusent of $265,875 is warted. In fact, the recrd demonstes why the adjusent is unounded.

Mr. Wrigley explaied on the std tht Mr. Schooley's pro-forma wage adjusent afects both O&M and

A&G cost and, as a matr of convenience, Sta and the Company ageed to plac the entie adjusent

amount on the A&G lie, given tht there was no nee for a more complete itemition.49 Moreover,

ICN's proposa to remove ScottshPower manement fees ignores the fact tht these are corprate-related

serces tht are provided to PacifCorp by its owners.5o Whe it may be "known and measble" tht

ScottshPower is no longer PacifCorp's owner, it is neither known nor meaurble, nor proven tht these

servces cee to be provided to PacifCOrp.51 ICN faied to provide any testony with respect to ths

issue, and the evidence demonstes tht, whether provided by ScottshPower or MEHC, some level of

shared corprate servces is provided by PacifCorp's owners to PacifCorp.

46 ICND Initial Brief at ii 115.
47 Exh. No. 201C at 6:24-71 (Iverson Direct).

48 Exh. No. 136 at 11:12-15 (Wrigley Rebuttal).

49 Wrigley, TR. 259:13-19.
50 ICND Initial Brief at ii 118~
51 Services provided to PacifiCorp by MERC and its affliates under the Intercompany Administrative Services

Agreement among MERC and its affliates totaled $7.6 milion between the MERC transaction closing date (March 21,
2006) and December 31,2006, PacifCorp 10-k at 89, note 20 (December 31,2006). It is clear ftom transaction
commitment Wa 4 in Docket UE-051 090 that these shared corporate services would cease to be provided by
ScottishPower and instead would be provided by MERC and its affiliates; commitment Wa 4 holds Washington
customers hanless ftom the impacts of "(c)osts associated with fuctions previously carried out by parents to
PacifiCorp and previously included in rates" being shifted to PacifiCorp or otherwise being included in PacifiCorp's
rates. In the Matter of the Joint Application of MidAmerican Energy Holdings Company and PacifCorp d/b/a Pacifc
Power & Light Company For an Order Authorizing Proposed Transaction, Docket UE-051 090, Order 08 at Att. 2,
p. 13 (Mar. 10,2006).
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DATED: May 7,2007.

PERKS COlE LLP

~~ß~
Sar E. Edonds
Perki Coie LLP

1120 NW Couch Streèt, 10th Floor
Portand, OR 97209-4128

--

Attrneys for PacifCorp d//a Pacifc Power and Light

Company
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