STOEL RIVES w.: ORIGINAL

ATTORNETYS

STANDARD INSURANCE CENTER
900 SW FIFTH AVENUE, SUITE 2600
PORTLAND, OREGON 97204-1268

Phone (503)224-3380 Fax (503) 220-2480 ==
TDD (503)221-1045 Tl
Internet: www.stoel.com

April 16, 2001

GEORGE M. GALLOWAY
Direct Dial
(503) 294-9306
email gmgalloway@stoel.com

Ms. Carole J. Washburn, Secretary

Washington Utilities & Transportation Commission
1300 S Evergreen Park Drive, SW

PO Box 47250

Olympia, WA 98504-7250

Re: UE-001878
In the Matter of the Joint Application of PacifiCorp and PacifiCorp,
Washington, Inc. for Approval to Implement Restructuring

Dear Ms. Washburn:

Enclosed, for filing in this docket, are the original and 19 copies of the Testimony of
Gregory N. Duvall sponsoring a proposed power sales agreement.

The power sales agreement is a critical element of PacifiCorp’s proposed restructuring
in that it will govern the sale of power from the proposed new generating company
(“PacifiCorp Generation”) to each state electric company. It is intended to afford the
Company’s retail customers in each state with an equitable and permanent allocation of the
benefits of PacifiCorp’s existing generation system. We intend to schedule a public workshop
in Washington this month to provide an opportunity for the Company to provide further
explanation of the proposed agreement and to begin to receive input from interested parties.

No later than May 18, 2001, PacifiCorp will file additional testimony and exhibits
regarding: a) proposed interjurisdictional cost allocation principles, b) proposed corporate
governance and decision-making principles, ¢) the Company’s expectations regarding
continuing state and federal regulatory oversight and d) additional information on the proposed
corporate structure.
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No later than June 30, 2001, PacifiCorp will file the balance of its direct case,
including revenue requirement projections, power sale contract pricing elements and a
proposed service company contract.

Very truly yours,

\

George M. Galloway
Enclosures

cc w/encls:  Parties of Record
James M. Van Nostrand
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Docket No. UE-001878
PacifiCorp Exhibit T, GND-T
Witness: Duvall

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Joint Application of
PACIFICORP and PACIFICORP,
WASHINGTON, INC. for an Order T
Approving (1) the Transfer of Distribution
Property from PacifiCorp to an Affiliate, Docket No. UE-001878
PacifiCorp, Washington, Inc.,

(2) the Transfer by PacifiCorp of Certain
Utility Property to an Affiliate, the Service
Company, and (3) the Proposed Accounting
Treatment for Regulatory Assets and
Liabilities, and an Order Granting an
Exemption under RCW 80.08.047 for the
Issuance or Assumption of Securities and
Encumbrance of Assets by PacifiCorp,
Washington, Inc. and/or PacifiCorp

PACIFICORP

DIRECT TESTIMONY OF
GREGORY N. DUVALL

April 2001
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Duvall/1

Please state your name, address and position with PacifiCorp or the “Company”.
My name is Gregory N. Duvall. My business address is 825 NE Multnomah, Suite
2000, Portland, Oregon 97232, and I am the Managing Director, Business
Strategies, Power Supply.
Please describe your education and business experience.
I have been employed by PacifiCorp for 22 years and have held a variety of
positions in the Energy Trading, Resource Planning and Regulatory areas. Ihold a
Bachelor of Arts in Mathematics from the University of Washington (1976) and a
Masters of Business Administration from the University of Portland (1979). From
July 1997 through August 2000, I managed the Energy Trading Department for
Powercor Australia Ltd., a former PacifiCorp subsidiary located in Melbourne,
Australia. In that role, I was responsible for electricity commodity trading activity,
retail pricing in the contestable market, trading analysis, risk management and
reporting, contracts and confirmations, and wholesale pool and contract settlement.
I have been in my current position since returning to the United States.
Have you previously testified in regulatory proceedings?
Yes, I have previously testified in regulatory proceedings in Oregon, Utah,

Wyoming, Washington, Idaho and California.

Overview of Testimony

What is the purpose of your direct testimony in this proceeding?
The purpose of my direct testimony is to present a proposed initial power supply

agreement between the proposed generation company (“PacifiCorp Generation”)
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and the proposed Washington state electric company (“PacifiCorp, Washington”).
A draft of the Company’s proposed initial power supply agreement (“Agreement”)
is attached as Exhibit T, GND1. In this proceeding, PacifiCorp is seeking various
approvals from the Washington Utilities and Transportation Commission
(“Commission”) necessary for it to implement its proposed corporate restructuring.
Under that proposal, the existing PacifiCorp would be divided into six state electric
companies, a generation company and a service company. Details concerning the
nature and reasons for this reorganization were contained in previously-filed direct
testimony.
Why do you characterize this as an “initial” power supply agreement?
The Agreement provides for the supply of an amount of power at embedded-cost
prices from PacifiCorp’s existing power plants, purchased power contracts and
market purchases that is roughly equivalent to the current loads of the Company’s
Washington customers. Although, in theory, PacifiCorp, Washington could
purchase all its future requirements under the Agreement at market prices, it is
expected that the future load growth of such customers and resource replacement
will be met from other agreements entered into by PacifiCorp, Washington with
PacifiCorp Generation or third parties.
Are the terms of the Agreement subject to adjustment in response to further analysis
by the Company and comments and concerns of the Commission Staff, customer

representatives and others?

Portlnd3-1337681.1 0020014-00039
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Absolutely. While we have spent a great deal of time working on the Agreement,
we understand that it gives rise to a number of novel and challenging issues.
Recognizing that the Agreement will be carefully scrutinized by all stakeholders, we
have attempted to strike a fair balance of interests. I will note in the course of my
testimony particular aspects of the Agreement that the Company acknowledges
require further analysis and potential modification to assure that the overarching
goals of the Agreement (as described in the next section of my testimony) are
achieved.

We expect other parties will have comments and important perspectives
about the Agreement in future workshops. We would like to use those workshops
as a forum to develop substantial consensus on the terms of the Agreement. We
have proposed to delay filing the balance of our direct testimony and exhibits for
several months following this initial presentation of the Agreement to allow time to
incorporate views of interested parties in a modified version that would then be the
basis for the Company’s detailed financial analyses contained in our final direct
submittal.

What is the status of the Agreement exhibits that are included with your filing?
Only proposed Agreement Exhibits A through D are included with this filing. Even
these exhibits are entirely illustrative. For example, some of the exhibits will
ultimately list all of the Company’s existing hydro-electric plants, wholesale
contracts or thermal plants, but the example exhibits show them on a cumulative

basis. Similarly, the numbers shown on the exhibits are purely illustrative.
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1

When will final Agreement exhibits be submitted? |
They will be part of our proposed June 30, 2001 filing, along with associated

analyses of revenue requirement impact.

Goals of Agreement

Q.

What are the overarching goals that guided the Company’s bdevelopment of the
Agreement?

Most importantly, the Agreement needs to ‘provide retail customers with a
reasonably-priced, reliable source of power, while at the same time, providing the
Company’s shareholders with a reasonable opportunity to earn a fair rate of return,
commensurate with the risks that are faced. Other important objectives are to

(a) encourage competition in wholesale power markets, (b) stimulate investment in
new generation, (c) preserve the efficiency of the Company’s integrated generation
system and (d) provide a platform for each of the different states that regulate the
Company to pursue public policy initiatives that they deem appropriate without
burdening our customers in other states or the Company’s shareholders. We
believe the Agreement furthers all these goals.

Does the Agreement recognize retail customers’ historic economic support of the
Company’s existing generation?

Yes. The Agreement preserves for Washington customers their equitable portion of
the total “value” that is embedded in the Company’s existing generation and

wholesale contracts. That said, we recognize that this allocation process is not an
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exact science and that it is subject to a number of legitimate competing claims
among states, among customer classes and between customers and shareholders.
How does the Agreement effect the current balancing of risks between the
Company’s customers and shareholders?
The relative balance of risks borne by customers and shareholders is not materially
altered. In some respects, the Agreement changes the nature of some of the risks
and the associated risk-management tools that exist under our current organization
and form of regulation. I will highlight these changes during the course of my

description of the Agreement.

Overview of Agreement

Q.

A.

How do you describe the Agreement in the balance of your testimony?

I first provide a general overview of the key elements and then explain the intent of
the Agreement section-by-section.

Please proceed with the general overview of the key elements.

The Agreement is intended to provide PacifiCorp, Washington with an ability to
acquire a base amount of capacity and energy from PacifiCorp Generation that is
roughly equivalent to current Washington loads at a price that is generally reflective
of the costs of owning and operating PacifiCorp’s existing generation fleet. To that
end, the Agreement includes the following proposals:

e The Agreement contemplates that the Washington share of the Company’s

hydro-electric facilities will be dedicated to PacifiCorp Washington for as long
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as those plants are economic, with the actual costs and output of those facilities
passed through under the terms of the Agreement.

e Inregard to the Company’s thermai plants, the proposed contract price will
reflect the fixed and variable costs of those facilities at the béginning of the term
of the Agreement, with such costs escalated through time on the basis of
external cost indices that are representative of the general performance level of
the industry. At the end of the assumed life of each of the thermal plants, the
Agreement provides that the thermal plant be sold at auction with the net
proceeds allocated between PacifiCorp, Washington (and its customers) and
PacifiCorp Generation.

Q. What are the key billing components in the proposed Agreement?
A. The billing components in the Agreement consist of:

1) a charge that recovers the actual costs associated with hydro-electric and
wind facilities and purchased power contracts,

2) a charge that reflects the fixed costs of thermal plants,

3) a charge that recovers PacifiCorp Generation’s transmission expense
associated with the Agreement,

4) a charge that reflects the variable costs of operating thermal plants and
balancing PacifiCorp Washington’s loads as required with market
purchases and market sales,

5) a charge that recovers PacifiCorp Generation’s actual environmental

costs, and
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