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I. INTRODUCTION AND QUALIFICATIONS 1 

Q. Are you the same Frank Graves who previously submitted direct testimony in 2 

this proceeding on behalf of PacifiCorp d/b/a Pacific Power (PacifiCorp or the 3 

Company)? 4 

A. Yes. 5 

Q. What is the purpose of your reply testimony? 6 

A. I will respond to witnesses Mr. Scott Gibbens on behalf of the Staff of the Public 7 

Utility Commission of Oregon (Commission), Mr. Bob Jenks on behalf of the Oregon 8 

Citizens’ Utility Board (CUB), Mr. Bradley Mullins on behalf of the Alliance of 9 

Western Energy Consumers (AWEC), and Mr. Lloyd Reed on behalf of Klamath 10 

Water Users Association (KWUA), in regard to their objections to PacifiCorp’s 11 

proposed Annual Power Cost Adjustment (APCA), including removing deadbands, 12 

sharing of net power cost (NPC) variances, and the earnings test.  I will also comment 13 

on how cost oversight by regulators can be maintained if the Company’s APCA is 14 

approved. 15 

Q. Please summarize your main conclusions. 16 

A.  I show that there is a persistent, systematic downward bias, or underestimation, in the 17 

forecasted NPC for PacifiCorp’s power system, which arises from the complexities of 18 

balancing the system in the western power markets.  The proposed APCA remedies 19 

this in an efficient manner.  20 

 Over the past few years, PacifiCorp and the Western Electricity Coordinating 21 

Council (WECC) generally have moved towards greater reliance on renewables, 22 

less use of coal and more use of natural gas (which has more volatile costs than 23 
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coal), and more use of sophisticated market mechanisms for scheduling and 1 

controlling the system.  These trends will eventually bring a reduction in average 2 

(and forecasted) NPC costs, but they come with a side-effect of more numerous 3 

and costly balancing transactions.   4 

• These costs are not just “noise” that tends to be equally distributed between over- 5 

and under-collection, hence washing out over long periods of time, but instead are 6 

prone to cost under-recovery.  That is, balancing tends to occur at prices slightly 7 

worse than were expected had the balancing not been required.  8 

• This problem is not amenable to correction via better forecasting, hedging, or 9 

operations.  The difficulty is one of information – it is infeasible to know at the 10 

time of forecasting the NPC what the extent, timing, location, and costs of 11 

balancing transactions will be.  It is known (and in fact desirable) that there will 12 

be many such transactions, but their character is not forecastable or controllable. 13 

• Their tendency to cause a shortfall becomes magnified under the existing Power 14 

Cost Adjustment Mechanism (PCAM) structure, where the deadbands, 15 

asymmetric sharing of variances, and the earnings test tend to eliminate the 16 

Company’s opportunity to recover these prudently incurred costs.  Indeed, the 17 

Company has under-recovered in every year since the PCAM was adopted,1 and 18 

has not had any of these losses buffered or offset by the PCAM.   19 

• Accordingly, PacifiCorp has proposed the APCA to convert NPC to a full cost 20 

recovery mechanism via eliminating the deadbands and sharing.  This is not to 21 

                                                 
1 The calculation of 2016 actual NPC used for the analysis performed in this testimony does not include certain 
coal costs that were not included in the Transition Adjustment Mechanism (TAM).  The exclusion of these costs 
from actual NPC shows a small over-recovery of NPC in 2016.  If these costs were included in actual NPC, it 
would show a small under-recovery in 2016. 
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eliminate untenable risk so much as to eliminate a permanent gap in the 1 

Company’s cost recovery.   2 

• A deferred true-up (with the opportunity for prudence reviews of actual costs) is 3 

the most efficient and effective way to solve this problem, and it would put 4 

PacifiCorp in line with the regulatory policies for fuel and purchased power cost 5 

recovery in most jurisdictions in the US.  6 

Q. How is your reply testimony organized? 7 

A. There is some degree of overlap across the concerns of Staff and intervenors.  They 8 

span a set of criticisms from saying there is no need for the APCA, to alleged errors 9 

in identifying the problem, to suggestions for how to make other adjustments if the 10 

APCA were adopted.  As such, it is useful to respond to these views within a 11 

hierarchy of the types of disagreement they represent (i.e., dismissal vs. adjustments 12 

to the proposal).  Specifically, I use the following organization with sections below 13 

for each numbered issue raised by Staff and intervenors. 14 

II. The proposed ending of risk-sharing does not satisfy the Public Utility 15 
Commission of Oregon (Commission) principles for adjusting the PCAM 16 
a. Unusual conditions only 17 
b. Revenue neutrality 18 
c. Overall return adequacy 19 
d. Ratepayer interests 20 
e. Incentives 21 

III. The NPC variances are not systematic or material  22 
a. Some of the past periods were idiosyncratic (summer 2018) or not relevant 23 

(2014-15) 24 
b. Impacts of net load variations on regional power prices unlikely  25 
c. Some of the variances have been recovered under the PCAM risk-sharing 26 
d. Other utilities such as Portland General Electric Company (PGE) and 27 

Avista Corp (Avista) do not have these NPC under-recovery problems 28 
e. Future conditions are likely to be less challenging, e.g. due to low gas 29 

prices, increased penetration of storage, and use of better weather 30 
forecasting or new system models  31 
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IV. Any NPC problems that have occurred are offset by other financial 1 
performance factors 2 
a. Gross load variances that cause NPC shortfalls may cause offsetting 3 

volumetric sales growth 4 
b. Overall returns on equity have been adequate; must look at on a total cost 5 

basis, not piecewise  6 
V. The proposed fix is not timely or equitable given COVID-19 hardships 7 

a. Unreasonable shifting of risk onto customers under duress 8 
b. The proposed fix does not provide customer benefits 9 
c. Rate cases are simpler with deadbands and risk sharing 10 

VI. Any risk-sharing reduction should be accompanied with a reduced return on 11 
equity (ROE) allowance 12 

VII. Appropriateness of comparisons to regulatory practices adopted by other 13 
states/utilities for fuel adjustment clauses 14 
 

In addition to rebutting these concerns, I will comment on the viability of the APCA 15 

with periodic prudence reviews of incurred NPC costs as a superior alternative 16 

regulatory framework for the benefit of customers.  17 

II. CONSISTENCY OF APCA WITH COMMISSIONPRINCIPLES  18 

Q. Mr. Gibbens and Mr. Jenks contend at various points of their testimonies that 19 

the current PCAM is meeting the five principles that the Commission 20 

established for a well-designed PCAM, while they argue that the proposed 21 

APCA would fail nearly all of them.  How do you respond? 22 

A. I examine each of the five Oregon principles below and assess their usefulness for 23 

policy formation in this situation.  In general, I find that these principles, though well-24 

intended and in some contexts useful and even attractive, are not well-suited to 25 

economically fair or efficient pricing and cost recovery in this instance.  Moreover, 26 

they may not be well-suited to the many complex policy initiatives that Oregon is 27 

pursuing or considering for the upcoming several years.  28 
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Q. What is your understanding of these principles?  1 

A. The Commission first articulated four primary design criteria in a proceeding related 2 

to PGE’s application to adjust its hydro-related power cost adjustments.2  The 3 

Commission elaborated on these four principles again in 2007 in a PGE general rate 4 

case.3  This time, the Commission applied the design criteria more broadly than just 5 

hydro-related variability to include power cost adjustment requests.  The fifth 6 

principle—that the PCAM should provide an incentive to the utility to manage its 7 

costs effectively—was formally articulated and added in 2012, when PacifiCorp 8 

applied for a general rate revision (docket UE 246).  For convenience, I reproduce 9 

them below: 10 

(1) Any adjustment under a PCAM should be limited to unusual 11 
events and capture power cost variances that exceed those 12 
considered normal business risk for the utility; (2) there should be 13 
no adjustments if the utility’s overall earnings are reasonable; (3) 14 
the PCAM’s application should result in revenue neutrality; (4) the 15 
PCAM should operate in long-term to balance the interests of the 16 
utility shareholder and ratepayer; and implicitly, (5) the PCAM 17 
should provide an incentive to the utility to manage its costs 18 
effectively.4 19 
 

Q. How do the parties seek to apply the first principle to PCAM adjustments? 20 

A. The first principle restricts certain power cost recovery mechanism changes to 21 

“unusual conditions.”  Both Mr. Gibbens and Mr. Jenks assert that PacifiCorp’s NPC 22 

under-recovery problem is not unusual, and hence should not trigger any adjustments.  23 

                                                 
2 In the Matter of Portland General Electric Company, Application for a Hydro Generation Power Cost 
Adjustment, Docket No. UE-165, Order No. 05-1261 at 8-11 (Dec. 21, 2005).  
3 In the Matter of Portland General Electric Company, Request for a General Rate Revision, Docket No. UE 
180, Order No. 07-015 (Apr. 2, 2007).  
4 In the Matter of PacifiCorp, dba Pacific Power, Request for a General Rate Case, Docket No. UE 246, Order 
No. 12-493 (Dec. 20, 2012). 
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However, the term “unusual” is not well-defined and in any event is not a sufficient 1 

criterion for excluding prudent costs, even if they are not unusual.5  The term 2 

“unusual” might be construed variously to mean “rare”, “larger than average”, 3 

“unexpected”, or “not systematic”, and those might occur alone or in combination.  It 4 

is very difficult to imagine specifying how to apply those ideas parametrically as 5 

thresholds, without introducing a large amount of bias and subjectivity.  Here, the fact 6 

of NPC cost variances occurring is not unexpected nor are the underlying events rare, 7 

but they are prudently incurred, unpredictable, and uncontrollable.  That is, we can be 8 

generally aware that there are going to be many costly NPC variances, but we cannot 9 

know when, where, or how to mitigate them in advance.  They are simply a frictional 10 

cost of doing business in a dynamic power market.  Thus, “uncontrollable” and 11 

“unpredictable” would be far more constructive terms to apply than “unusual” for 12 

deciding what kinds of costs to flow through.  This would also be more in keeping 13 

with best industry regulatory practices elsewhere. 14 

  In this situation, the problem is not the occasional, unusual situation that eats 15 

into otherwise adequate expected cost recovery.  Instead, the problem is that most of 16 

the time, the course of ordinary operational events (of balancing the system via 17 

redispatch and market transactions) involves an expected under-recovery relative to 18 

the NPC forecast (which is just too optimized to capture the realities of actual 19 

operations.)  Thus the issue is not whether the variances are unusual, big, or small – 20 

                                                 
5 For example, the Commission previously remarked that “an unusual event is less extreme; i.e., more likely to 
occur, than one that is considered extraordinary… A 1 in 4.5-year event [is] not extraordinary enough for 
deferred accounting, but we consider it unusual enough for recovery or refund under a hydro-related PCA.” 
(Docket Nos. UE 165/UM 1187, Order No. 05-1261). 
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they are simply a missing, prudent cost component that should be recognized and 1 

remedied. 2 

Q. What is “revenue neutrality” and how does it apply here? 3 

A. This is a regulatory guideline usually applied to optional alternative ratemaking or to 4 

nonstandard financing a utility may want to introduce.  It seeks assurance that any 5 

changes will not increase expected bills to customers.  Obviously this constraint 6 

cannot apply to all forms of utility decisions or proposed adjustments.  For instance, it 7 

would be inappropriate to apply it in the context of a resource expansion decision, 8 

where revenues will of course change.  Here, I believe it also does not apply and does 9 

not inform a good policy for NPC cost recognition, as the Company is not starting 10 

from a position of an expectation of full cost recovery or revenue adequacy.   11 

  The parties are mostly casting the APCA as a risk-reduction proposal, because 12 

it involves eliminating the deadbands and variance sharing.  But this is done not to 13 

eliminate or shift risk but to assure that the actual NPC costs are recovered.  This is 14 

repairing a “hole” in the cost allowance set, which is not related to sustaining revenue 15 

neutrality for risk-shifting.  The current process inherently under-forecasts and under-16 

collects NPC costs, and there is no ratemaking principle that includes planned, 17 

incomplete cost recovery in revenue neutrality. 18 

  The cost-recovery hole from the current PCAM risk-sharing that the APCA 19 

addresses is the asymmetry of the deadbands and recovery rates in conjunction with 20 

the cost under-forecasting bias.  The latter is not readily fixed, but it is completely 21 

cleared if the deadbands and risk-sharing are eliminated.   22 
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Q. Several parties note that PacifiCorp has had reasonably good overall financial 1 

performance (and is owned by Berkshire Hathaway, whose largest shareholder 2 

is Warren Buffett).  They suggest that this success plus the principle of overall 3 

return adequacy and the constraint of the earnings test indicate that there 4 

should be no change to the PCAM.  How, if at all, should those financial 5 

observations be taken into consideration? 6 

A. The nature of the ownership of a utility has no bearing on what is a fair or efficient 7 

approach to allowing its cost recovery.  That should be based entirely on what is 8 

needed for reliable system performance and is cost-effective to pursue, then allowing 9 

a full and fair (unbiased) chance to recover those amounts.  Here, this principle may 10 

have been designed to limit oversight to occasional circumstances that happen to have 11 

had a materially large effect, perhaps in anticipation that those circumstances would 12 

be rare.  In practice, that criterion is neither well-defined (as to how much of a 13 

deviation is material) nor productive in terms of better regulatory oversight.  It 14 

certainly cannot be construed as a reason for ignoring systematic under-recovery of 15 

prudent costs. 16 

  Regarding the threshold for materiality, Mr. Gibbens maintains that 17 

PacifiCorp having come within 20 basis points of its allowed ROE is good enough to 18 

justify ignoring the NPC issue.6  However, I would note that in the context of cost of 19 

capital allowances, some interveners argue vigorously over adjustments of this size or 20 

smaller to the allowed ROE in the first place. 21 

                                                 
6 Staff/1300, Gibbens/16-17. 
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  The idea of being “close enough” might apply usefully if the Company were 1 

seeking coverage of a cost spike from one adverse variance that on other occasions 2 

might be balanced out the other way.  In that context, it might be fair to ask whether 3 

the losses were material relative to the financial needs of the Company.  Here that is 4 

not the case.  Simply not recovering all prudent costs is not a good policy that can be 5 

accommodated by calling it “close enough”.  (Imagine trying that in a restaurant or 6 

retail store, by giving the purveyor just 98 percent of the bill.) 7 

  More fundamentally, evaluating the legitimacy of cost recovery proposals 8 

according to whether other items are in aggregate ahead or behind expectations 9 

obscures regulatory oversight.  A foundational principle of cost-based regulation is 10 

that all prudently incurred costs should be expected to be recoverable.  There is no 11 

basis for excluding NPC from this list on the grounds that some of the time other cost 12 

improvements or sales variances may have offset it.  Such pruning is almost certain to 13 

be applied selectively, i.e. only when it leads to disallowances, which would cause a 14 

built-in bias against utility investors having a fair chance to earn their allowed cost of 15 

capital.  This violates the principles of Hope and Bluefield, leading to poorer access to 16 

capital (compared to utilities that do not face that bias), possible disincentives for the 17 

utility to manage costs with capital improvements, and potentially higher costs of 18 

capital.7   19 

  A selective blending and truncating approach masks whether the allowances 20 

for either the operating costs or the earned return on capital (and from exposure to the 21 

                                                 
7 See Fed. Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944); Bluefield Waterworks & 
Improvements Co. v. Pub. Serv. Comm’n of W. Va., 262 U.S. 679, 694-695 (1923). 
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items the utility can meaningfully forecast and control) are appropriately set or 1 

managed.   2 

  In general, it would be better to allow full and fair recovery of non-3 

controllable operating costs, and evaluate the adequacy of other returns separately.  4 

Note that this does not mean that there should be indifference to what NPC is 5 

forecasted or realized.  Both of those can and should be scrutinized, but the 6 

Commission should do so recognizing that much of the opportunity to reduce forecast 7 

and actual NPC depends on resource mix and market participation, the benefits of 8 

which will already be reflected in the base allowance for NPC.  For instance, as more 9 

renewable energy resources come online to replace PacifiCorp’s retiring older coal 10 

units, the power cost will decrease.  However, it will increase the exposure to 11 

uncontrollable (much smaller, but important) under-collection risk due to the 12 

increased number and size of balancing transactions needed. 13 

Q. The fourth principle calls for a PCAM that operates in ratepayer interests.  Is 14 

that at risk here under the APCA?   15 

A. No, the APCA is in harmony with ratepayer interests.  It is of course reasonable that 16 

all utility actions should be in ratepayer interests, but that has to be construed in a 17 

more sophisticated manner than whether or not an action causes rates to go down 18 

versus up.  Here, there is criticism that allowing the missing NPC costs would simply 19 

inflict pain on customers who otherwise would not have to pay for those full costs.  In 20 

the short run, this may be an accurate description of customers’ feelings, but it is 21 

obviously a flawed and not sustainable standard for long-term utility service.  It is 22 

never in ratepayer interests to have their utility systematically unable to recover all 23 
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prudently incurred costs.  Imagine if there was simply a filter on transmission and 1 

distribution (T&D) operations and maintenance costs that provided only 90 percent of 2 

those costs are recoverable, as long as other returns are fortuitously adequate due to 3 

unplanned weather variances, or even due to efficiency improvements made 4 

elsewhere.  That would be both unfair and counterproductive, creating adverse 5 

expectations in the financial community and undesirable managerial incentives.  6 

In fact, Oregon ratepayers are getting many benefits from the situation that is 7 

causing the NPC variances.  The problem is that as the overall NPC has been 8 

managed towards cleaner and lower-cost fuels (as renewable generation replaces coal 9 

generation, eventually reducing the base amount collected in rates), PacifiCorp has 10 

been increasingly exposed to adverse balancing cost variances as a side-effect.  11 

Customers cannot have the former without the latter.  The complaints against the 12 

APCA have taken these side effects and treated them like a flaw or a “bug” in the 13 

PacifiCorp system of utility management, when they are more like a feature.   14 

At the risk of applying some imperfect analogies, one cannot have the benefit 15 

of taking a greater number of long scenic drives without the hassle of also having to 16 

fill up your gas tank more often.  Or, one cannot usually prepare a fancier dinner than 17 

normal without having more pots and pans to clean up.  Likewise here, customers 18 

cannot get the benefits of lower-cost fuels, reduced need for investment in balancing 19 

capacity (since they can obtain more of that on the spot by participating in a large 20 

market), and cleaner air without having NPC variances that are larger and more 21 

difficult to forecast. 22 
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Q. The final principle calls for adjustments only insofar as they further (or at least 1 

do not adversely affect) incentives for the utility to control costs and pursue 2 

prudent investments.  Parties argue that by reducing risk of imperfect cost 3 

recovery, the APCA nullifies important and useful incentives facing PacifiCorp.8  4 

Is this a valid concern? 5 

A. No, it reflects a misunderstanding of how risk can create but also distort incentives.  6 

But before commenting on risks under the APCA, it is important to recognize again 7 

that the proposed mechanism is not primarily about shifting risk, but about filling a 8 

cost recovery hole with a mechanism that happens to involve shifting some risk back 9 

to customers because that is the simplest and most accurate way to correct the 10 

problem.  However, there is no loss of incentives from doing so because there is no 11 

benefit gained by putting someone at risk for something they cannot control in the 12 

first place.  You could not expect performance improvements from an accountant or 13 

an attorney by indexing their salary to how good or bad the local weather turned out 14 

to be.  This fallacy that risk is always a productive incentive becomes even worse if 15 

the at-risk amounts are, as here, asymmetric with a bias towards losses.  In fact, that 16 

simply induces risk aversion and overly cautious behavior. 17 

Taking a different perspective, if it were correct that the PCAM risk-bearing 18 

to date has been so beneficial, and it were in fact easy to control these NPC variances, 19 

then we should expect that for the past several years, PacifiCorp would have been 20 

coming into its TAM cases with a positive NPC variance to keep part of the success.  21 

Obviously, that has not happened.   22 

                                                 
8 Staff/1300, Gibbens/19; CUB/100, Jenks/30; and AWEC/100, Mullins/37. 
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Importantly, no party has identified any kind of operational performance that 1 

is believed to have been enhanced or motivated by the existing sharing rules, nor 2 

identified any means of PacifiCorp beneficially neglecting any of its current 3 

operational quality standards in order to benefit if its APCA proposal were adopted.  4 

This assertion about the importance of NPC risk-sharing for incentives is purely 5 

rhetorical, based on the incorrect theory that it is better to be at risk than not.   6 

Note further that if all that customers desired was incentives rather than an 7 

asymmetric loss function that currently saves them from paying full costs, then they 8 

could argue for symmetric deadbands and risk-sharing percentages.  This would 9 

provide a balance of carrot and stick, and those incentives could even be targeted 10 

strategically at particular kinds of improvements (or problem avoidance) that was of 11 

special interest.   12 

Q. Please summarize your views on the usefulness of these principles for application 13 

here and more generally for Oregon policymaking in the context of long-term 14 

goals for decarbonization and modernization of the grid.  15 

A. These principles may be applicable in certain kinds of re-design of rates or financing 16 

practices, but I believe they are not nuanced enough to provide guidance for the 17 

regulatory oversight of current utility power market operations.  They may also be out 18 

of step with energy and environmental policies the State would like to see advance in 19 

the near future.  For these applications, these principles are underspecified or not 20 

suited to the complexities of market operations, new technologies, and current 21 

realities.  For instance, as discussed by Mr. Michael G. Wilding, the Company is 22 

pursuing many system changes that are very desirable for many reasons, but they are 23 
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going to involve greater reliance on markets and intermittent resources with 1 

increasingly challenging backup, integration, and balancing costs that are difficult to 2 

forecast.  None of these complications will be “unusual” in the sense of rarity, but 3 

they will need robust cost recovery mechanisms not filtered through asymmetric risk 4 

sharing or cost recovery policy principles that are not designed for such dynamic 5 

circumstances.  6 

III. WHETHER PACIFICORP’S NPC VARIANCES ARE SYSTEMATIC OR 7 

MATERIAL 8 

Q. A few witnesses, especially Mr. Gibbens and somewhat Mr. Mullins, claim that 9 

the NPC variances PacifiCorp has experienced are either not systematic or not 10 

significant enough to warrant a change of cost recovery method.  How do you 11 

respond to this general dismissal? 12 

A. Notwithstanding some specific examples that these parties cite to demonstrate their 13 

point, there is actually relatively little dispute over whether the NPC under-recovery 14 

problem is really occurring.  Some arguments are offered to explain away some data 15 

observations, but even if those were correct (and not all are; see below), having an 16 

after-the-fact explanation of outcomes does not change (or refute) the fundamental 17 

facts that: i) those explanations were not known or foreseeable in advance in a way 18 

that could be used to eliminate the associated risk from the TAM forecast; ii) any 19 

simulation model of the PacifiCorp power system in the WECC is going to be 20 

inherently unable to capture all the complex short-term variability that necessitates 21 

numerous balancing transactions; iii) there is a tendency for net load volume 22 

variances to result in negative cost variances irrespective of whether the former are 23 
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positive or negative; and iv) exposure to forecasting challenges and adverse cost 1 

variances are increasing due to more reliance on intermittent resources by PacifiCorp 2 

and other utilities throughout all of the WECC region (even as these technology shifts 3 

will drive down average NPC costs).   4 

I address their specific claims below.  5 

Q. Staff witness Mr. Gibbens argues that some of the past periods were not relevant 6 

(2014-15) or were too idiosyncratic (two months in summer 2018) for 7 

demonstrating a systematic under-recovery problems that the Company raises 8 

with the PCAM.  Please describe specific arguments raised by Mr. Gibbens. 9 

A. Mr. Gibbens argues that years 2014-2015 are not relevant for a historical analysis of 10 

the magnitude and causes of NPC under-recovery for two reasons: the day-ahead/real 11 

time (DA/RT) adjustment to Generation and Regulation Initiative Decision Tools 12 

(GRID) model was not in place during those two years, and PacifiCorp had not fully 13 

accounted for the Energy Imbalance Market (EIM) benefits in its NPC forecasts 14 

during those two years.  He also notes that the issues of under-forecasting due to 15 

system balancing transactions and the asymmetric nature of the prices for purchases 16 

vs. sales were previously addressed starting in 2016, leading to PacifiCorp’s DA/RT 17 

adjustment.9  Indeed, 2016 had a low NPC variance in the first year the DA/RT 18 

adjustment was applied.  I find that he is correct in his history, but I do not believe 19 

those facts alter the fundamental problem or the need for the APCA. 20 

9 Staff/1300, Gibbens/25. 
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Q. Please start with the DA/RT.  How did this play into the NPC variances you 1 

analyzed? 2 

A. The DA/RT correction was introduced in the 2016 TAM, and it is indeed helpful, but 3 

it is imprecise because it is a smoothed and lagged correction factor whose estimation 4 

cannot take into account all of the evolving factors that contribute to NPC recovery 5 

shortfalls.  Even though it has been in place since 2016, the shortfall problem has 6 

continued and grown, likely due to the shift of the PacifiCorp system and the WECC 7 

generally towards more renewables and more natural gas (which is a more volatile 8 

fuel than coal and  hence more exposed to NPC risk—though less so than 9 

renewables).  10 

My direct testimony in this case already acknowledged that DA/RT 11 

adjustments have helped to mitigate the NPC under-recovery problem to some extent, 12 

but not entirely.  To solidify that point, I have since ascertained that if DA/RT had not 13 

been implemented (or if its correction factors had been eliminated from historical 14 

data), the cumulative NPC under-recovery in Oregon during 2016-2019 would have 15 

been $32 million higher than the actuals. (This assessment is explained in more detail 16 

in Mr. Wilding’s testimony.)  Thus on average, it has added back about $8 million per 17 

year to the base NPC forecast in Oregon – but this benefit is already captured in my 18 

analysis because I am comparing realized NPC to the allowed amounts.  Figure 1 19 

below illustrates this point.  Without DA/RT adjustments, NPC under-recovery would 20 

have been  to  higher, and even with that 21 

correction factor, there were shortfalls. 22 

REDACTED
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Confidential Figure 1: NPC under-recovery with and without DA/RT adjustments for 1 
PacifiCorp in Oregon 2 

3 
4 
5 
6 
7 

  The limitation of the DA/RT adder as a complete fix is that it is derived based 8 

on average monthly deviations between market prices and NPC actual costs over a 9 

fairly long, lagged, up to 4-year historical period.10  The resulting smoothed cost 10 

adjustments in forecasts do not accurately capture the year-to-year actual cost impacts 11 

from different buy/sell transactions that take place under different circumstances over 12 

time.11  This might not be a problem if the market and resource mix of PacifiCorp and 13 

the WECC were quite steady, but in fact they are evolving towards conditions that 14 

make the exposure to balancing variances increasing over time.  As further explained 15 

by Mr. Wilding, on average during 2016-2019, forecast adjustments fell 16 

                                                 
10 These historical periods ranged from 1.5 year period of January 2015 through June 2016 for forecasting 2018 
to the four year period of July 2011 through June 2015 for forecasting 2017. 
11 As noted in my direct testimony, the gross sum of short-term sales and purchases as a percentage of retail 
sales has been around 20 percent or higher over the past several years. 
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$6 million/year short of actuals on a system-wide basis, hence contributing to the 1 

actual NPC under-recoveries that PacifiCorp experienced during that period.  Put 2 

differently, the DA/RT adjustment has mitigated the problem to some extent, but it 3 

remains an imperfect solution.  4 

Q. Mr. Gibbens argues that PacifiCorp has not shown that the DA/RT adjustment 5 

is insufficient to address the problem going forward.12  Even if it is insufficient, 6 

he suggests that some other modeling improvement should be proposed by 7 

PacifiCorp, rather than switch to actual cost recovery without risk sharing.  Is 8 

this a practical solution? 9 

A. No.  It is a nice aspiration, but I am not aware of any practical, available modeling 10 

improvement that would move in the direction Mr. Gibbens invites to simply improve 11 

the forecast.  The sources of the imbalance costs are too numerous and multi-faceted 12 

to model, and they are not controllable even if predicted on average, so they are better 13 

off being captured accurately via true-ups. 14 

Q. Mr. Gibbens argues that during 2014-2015, EIM transactions were not included 15 

in the TAM estimation of net market purchases, hence the base NPC forecast did 16 

not reflect operation in the EIM.13  He further states that during those two years, 17 

“actuals reflect operation in the EIM but the NPC does not.”14  18 

A. PacifiCorp joined EIM in November of 2014, so it naturally is not included in that 19 

calendar year of data, but that exclusion has no bearing on the difficulty of estimating 20 

or collecting balancing costs.  In 2015, I understand that EIM benefits are not 21 

                                                 
12 Staff/1300, Gibbens/26. 
13 Staff/1300, Gibbens/25. 
14 Id. 
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included as part of the base NPC data I used, but were captured implicitly in actual 1 

NPC.  However, Mr. Gibbens is incorrect about EIM inclusion thereafter.  Starting in 2 

2016, PacifiCorp NPC forecasts listed EIM exports as a component of the balancing 3 

sales, and EIM imports as part of balancing purchases.  Thus, even though EIM 4 

benefits were not called out as a specific component of drivers of under-recovery in 5 

my analysis, EIM costs and benefits were part of the net purchase costs (which 6 

implicitly includes EIM benefits when applicable).  In short, any NPC under-recovery 7 

(or over-recovery) shown is already inclusive of EIM effects. 8 

  Furthermore, while EIM has been helpful for balancing the PacifiCorp system, 9 

it does not eliminate the problem of adverse cost variances from balancing.  Instead, it 10 

provides a richer menu of balancing opportunities (some pooling and diversity 11 

benefits, more counterparties, more efficient sizing of the adjustments, more frequent 12 

corrections), but it does not fix the problems of those transactions being ex ante 13 

uncontrollable, unpredictable, and having adverse cost-volume correlations that tend 14 

to result in under-recovery.  PacifiCorp customers have benefitted from EIM since 15 

2014, but the NPC shortfalls have grown. 16 
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Q. Mr. Gibbens argues that if the period 2014-2015 is excluded, then in the 1 

remaining three years (2016-2018) of the analysis in your Figure 2 (direct 2 

testimony at page 17), PacifiCorp over-recovered NPC in one year and only 3 

slightly under-recovered in another, leaving 2018 as the only year with higher 4 

under-recovery.15  He believes this shows that the proposed changes are not 5 

systematic and so not needed.  Do you agree? 6 

A. I do not agree that years 2014-2015 should be excluded from the analysis of historical 7 

trends of NPC under-recovery for the reasons I explained above.  Their forecasting 8 

and balancing cost problems are relevant even if they occurred under somewhat 9 

different circumstances than the subsequent years.  10 

  The remaining three years thereafter (2016-2018) clearly show an increasing 11 

trend of NPC under-recovery problem for PacifiCorp.  Extending that to the latest 12 

data on 2019, now available, provides further evidence that the under-recovery 13 

pattern is both systematic and significant.  I updated my history of NPC under-14 

recovery analysis with 2019 data and found that the trend continued, and in 2019 15 

PacifiCorp experienced the highest NPC under-recovery year since 2014.  As shown 16 

in Figure 2 below, NPC under-recovery reached about  in 2019, almost 17 

 as high as the NPC under-recovery in the previous year.  Significantly, the 18 

portion attributable to the net purchase cost variance increased relative to earlier 19 

years.  Contrary to Mr. Gibbens’ perceptions of the persistence of NPC under-20 

recovery in the past, PacifiCorp shows a pattern of increasing under-recovery of NPC.  21 

                                                 
15 Staff/1300, Gibbens/25. 
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Confidential Figure 2: Composition of NPC Under-recovery for PacifiCorp in Oregon 1 
(with 2019 data) 2 

3 
4 
5 
6 

Q. What is Mr. Gibbens’ concern about the summer months of 2018? 7 

A. Mr. Gibbens argues that my finding of the positive relationship between net load 8 

variance and NPC under-recovery as depicted in Figure 5 of my direct testimony (at 9 

page 22) depends largely on two outlier data points, namely July and August of 10 

2018.16  He describes those as outliers, presumably because NPC under-recoveries in 11 

these two months appear higher than the other months in the past.  He concludes that 12 

removing those data points shows that the relationship is not meaningful (i.e. there 13 

would be no significant upward slope to a line fitting the data). 14 

 

                                                 
16 Staff/1300, Gibbens/29. 
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Q. Do you agree with Mr. Gibbens that these two months should be excluded from 1 

the analysis? 2 

A. No, I do not agree with Mr. Gibbens’ recommendations to exclude the two summer 3 

months in 2018 as “outliers”.  I have three responses. 4 

  First, Mr. Gibbens contradicts himself.  He recommends excluding months 5 

with large NPC under-recoveries when evaluating the historical trends of under-6 

recovery, and at the same time endorses the principle that the proper PCAM design 7 

should only result in recovery of NPC variances that arise from “unusual events.”  If 8 

he considers some months in the past with large NPC deviations as “outliers,” then 9 

we might expect those would also qualify as “unusual events” that require 10 

adjustments to PacifiCorp’s recovery of additional costs arising from those events.   11 

  Second, those historical months with large NPC under-recoveries were not 12 

known or foreseen in advance or in any manner that could have eliminated the 13 

associated risk from that year’s or subsequent TAM forecast.  Mr. Gibbens has not 14 

provided any evidence that July-August 2018 NPC and net load deviations were 15 

extreme events that are not likely to happen in the future in some months, or that can 16 

be predicted and so be eliminated as a source of NPC under-recovery risk.  Therefore, 17 

his after-the-fact observation of some months with large NPC under-recoveries 18 

cannot be a reason to exclude them from an evaluation of historical trends or cost 19 

recovery difficulties. 20 

  Third, contrary to Mr. Gibbens’ assertions, the months July-August 2018 were 21 

not in fact “unusual.”  Rather, they were simply typical examples of a continuing and 22 

growing issue.  As I show below, the months of 2019 had some with very similar 23 
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extremes and consequences for NPC shortfalls as what Mr. Gibbens terms “outliers” 1 

for 2018.  2 

Q. Please describe and demonstrate how the months within 2019 support the type of 3 

pattern seen in 2018. 4 

A.  In 2019, PacifiCorp incurred similar (and in fact, larger) under-recoveries in two 5 

months, with NPC under-recovery up to  and net load variance up to 6 

12 percent (see Figure 3 below; red exes (“X”) denote months in 2019).  Significantly, 7 

PacifiCorp experienced under-recovery in every month of 2019.  Again, I note that 8 

these monthly under-recoveries occurred in spite of the DA/RT and EIM adjustments, 9 

and I do not have any reason to expect that this problem will go away any time soon.  10 

On the contrary, I expect this trend to persist and increase well into the future for 11 

reasons that I describe below.  12 

REDACTED
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Confidential Figure 3: 2014-2019 Monthly Average NPC Under-recovery and 1 
Company-Wide Net Load Variance 2 

3 
4 

 
Q. What are Mr. Gibbens’ concerns regarding the relationship between price 5 

forecast variance and net load variance in Figure 6 of your direct testimony (on 6 

page 23)? 7 

A. Mr. Gibbens argues that the analysis is too coarse by virtue of using a single average 8 

price per month to characterize the exposure, instead of recognizing that the DA/RT 9 

adjustment results in different prices for buy versus sale prices.17  He also believes 10 

that it oversimplifies the market pricing methodology by not adopting the hourly 11 

shaping used by PacifiCorp in either the forecast and or actual hourly price shapes.18   12 

                                                 
17 Staff/1300, Gibbens/31. 
18 Staff/1300, Gibbens/32. 
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Q. Do you agree with his concerns? 1 

A. No.  Mr. Gibbens does not provide any evidence that the detail he suggests would 2 

produce a different conclusion.  In particular, he does not show that incorporating the 3 

distinct sale and purchase prices within each month would reduce the error between 4 

the forecast and actuals to result in weakening the positive relationship between price 5 

forecast variance and net load variance.  Likewise, he does not provide evidence that 6 

forecast and actual hourly shapes within each month differ significantly in average 7 

effect from these monthly indicators either.  8 

Q. Mr. Gibbens also asserts that for the volatility of renewable energy generation to 9 

create a systematic price forecast variance, three “extreme” events must occur at 10 

the same time,19 i.e., simultaneously: i) weather pattern should be sufficiently 11 

large geographically to affect both Wyoming/Washington and the rest of 12 

WECC; ii) this weather pattern is affecting the large region in the same 13 

direction (“either hot or cold with no wind and preferably no solar”); and iii) 14 

this weather pattern is happening at the same time when wind was blowing in 15 

the previous year.  Is he correct? 16 

A. No, that is a speculative observation that creates a false characterization of what 17 

conditions are needed for cost imbalances to occur.  While the “perfect storm” in 18 

Mr. Gibbens’ example would certainly have a detrimental effect on PacifiCorp’s NPC 19 

variance, resulting in high under-recovery, net load variance is more than just about 20 

wind forecasting error.  It involves all of the interactions of net system load plus long-21 

term firm sales, subtracting long-term firm purchases and PacifiCorp’s own wind and 22 

                                                 
19 Staff/1300, Gibbens/35-36.  
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hydro generation, then coping with adversely correlated market prices or fuel costs 1 

when such variances occur.  These variances occur every day and every week, at any 2 

time scale, and they tend to have an asymmetric effect on NPC variance.  Massive, 3 

sustained, and highly correlated or unusual weather patterns are not at all necessary.  4 

When PacifiCorp has to purchase more power to meet demand, it is likely that other 5 

load serving entities in the region also need extra supply, driving up market prices.  6 

On the other hand, when PacifiCorp has excess generation, chances are market prices 7 

are lower because others in the area are also selling.  8 

Q. Please describe Mr. Mullins’ concerns regarding PacifiCorp’s NPC under-9 

recovery problem relative to other utilities. 10 

A. Mr. Mullins asserts that if I were correct that the inherent and insurmountable 11 

constructs of modeling and market dynamics explain PacifiCorp’s NPC under-12 

recovery in recent years, one would expect “all utilities” to have the similar under-13 

recovery problem, but some do not.20 He provides examples of PGE in Oregon as 14 

having over-collected NPC during 2014-2018 and Avista in Washington also over-15 

collecting its power costs several years in a row. 16 

Q. Do you agree that utilities in the same region should experience similar under-17 

recovery problem? 18 

A. No.  First of all, my analysis and conclusions are not that net under-collections will 19 

always occur.  It is certainly possible to have some variances that reduce net costs 20 

relative to forecast.  Those influences will generally occur on top of, or in addition to, 21 

the problem of likely under-recovery from balancing transactions.   22 

                                                 
20 AWEC/100, Mullins/35-36. 
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  Whether the favorable variances will be larger than the unfavorable ones is 1 

somewhat circumstantial.  This depends on system conditions and resource mix in 2 

ways that may not be replicated across neighboring utilities.  It is quite difficult to 3 

make useful comparisons between the cost recovery outcomes of utility systems 4 

without first doing very extensive benchmarking to control for differences in supply 5 

mix, geography and weather, customer mix and load shapes, and interconnectivity to 6 

adjacent markets.  Without such controlling normalization, it is not possible to 7 

validate or apply Mr. Mullins’ allegations that a few other utilities have somehow 8 

circumvented these difficulties in a way that PacifiCorp could emulate or that prove 9 

the variances are somehow a problem with PacifiCorp’s planning methods.   10 

For example, it is correct that PGE over-collected in its PCAM mechanism in 11 

four out of five years during 2014-2018, but those over-collections were largely 12 

driven by several PGE-specific adjustment line items applied differently to forecast 13 

and actual NPC.  In fact, comparing just the unadjusted NPC values (forecast vs. 14 

actual) shows that PGE’s forecast NPC was lower than actual NPC in three out of 15 

five years (in 2015, 2017, and 2018; see Figure 4 below).  This suggests that PGE is 16 

prone to similar NPC under-recovery difficulties that PacifiCorp has been 17 

experiencing. 18 

  Mr. Wilding’s testimony presents further information on important differences 19 

between the systems of PacifiCorp and Mr. Mullins’ examples. 20 
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Figure 4: PGE’s Unadjusted Forecast and Actual NPC, 2014-2018 1 

 
Note: Data from PGE’s Annual Power Cost Variance Mechanism filings in Docket Nos. UE 299 (2014), UE 310 2 
(2015), UE 329 (2016), UE 346 (2017), and UE 362 (2018). 3 
 
Q. What issues do parties raise regarding future market conditions and 4 

PacifiCorp’s new forecasting model? 5 

A. Mr. Jenks points to low natural gas prices, lower and stable power prices owing to 6 

more renewables online, and the absence of “very poor hydro conditions” as evidence 7 

that the NPC carries low risks.21  In addition, Mr. Mullins argues that PacifiCorp’s 8 

new model may be more accurate than the GRID model, hence it is premature to 9 

change the existing PCAM design.22  Mr. Gibbens also echoes this point in his 10 

testimony.23 He further maintains that future energy storage deployment will mitigate 11 

high market volatility associated with increasing renewable deployment.24  12 

Q. Do you agree that PacifiCorp will experience fewer or smaller NPC under-13 

recovery problems in the future because of stable market conditions, the 14 

potential of energy storage technology, and better forecasting models?  15 

A. No.  It is incorrect to conflate low natural gas prices, stable hydro conditions, stable 16 

power prices, and use of storage with NPC under-recovery problems becoming 17 

simpler.  Such recent or hoped-for conditions may not behave as described.  For 18 

                                                 
21 CUB/100, Jenks/44. 
22 AWEC/100, Mullins/36. 
23 Staff/1300, Gibbens/23. 
24 Staff/1300, Gibbens/37. 
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instance, natural gas prices for the Pacific Northwest region were actually higher in 1 

2019 than 2018 owing to unseasonably cold weather coupled with regional supply 2 

constraints and decreased gas storage inventories.25  More importantly, those 3 

smoother conditions will be much more influential on the average annual prices than 4 

the short term marginal ones.  Thus, while Mr. Mullins believes the market calmed 5 

down, average costs of short-term sales and purchases increased between 2017-2019 6 

(see Figure 5 below). 7 

Confidential Figure 5: Short-term firm purchases and sales 8 

9 
 
  Low natural gas prices will tend to reduce the forecasted NPC, and may help 10 

reduce the size of some variances if/when their balancing transactions all occur within 11 

a narrow band of generators that tend to have the similar costs.  But that cannot be 12 

counted on, and it may be overwhelmed by the increased need for balancing from 13 

more renewables.   14 

  It is true that PacifiCorp is committed to adding more energy storage capacity 15 

to its system, but the utility is also planning to deploy considerably more renewables 16 

as well.  According to PacifiCorp’s Integrated Resource Plan, it plans to add 600 17 

megawatts of energy storage capacity by 2025 and more than 10 times that capacity 18 

in wind and solar.26  It would also be a mistake to construe storage as a zero-cost 19 

                                                 
25 See Natural gas prices in 2019 were the lowest in the past three years, TODAY IN ENERGY, ENERGY 

INFORMATION ADMINISTRATION, available at https://www.eia.gov/todayinenergy/detail.php?id=42455. 
26 See In the matter of PacifiCorp, dba Pacific Power, 2019 Integrated Resource Plan, Docket No. LC 70, 
PacifiCorp’s 2019 Integrated Resource Plan (Oct. 18, 2019). 
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resource for balancing.  It has to be scheduled based on its near-term forecasted 1 

opportunity cost of being used in high-value periods (and filled in low-value periods).  2 

This is a difficult optimization problem.  Thus it will have a bid price, and it may or 3 

may not dampen overall short term volatility. 4 

  With respect to the possibility of a new and improved model that can 5 

overcome GRID’s shortcomings, the main problem that PacifiCorp faces is not the 6 

forecasting model itself.  Rather, it is the inherent difficulty in forecasting one year in 7 

advance the hourly demand and prices of purchases and sales, as well as the 8 

generation profile of renewable resources, including hydropower.  Additionally, if no 9 

changes are implemented until GRID is replaced as the interveners recommend, 10 

PacifiCorp would have to continue to bear under-recovery of costs for at least four to 11 

five years (a few years to start the new model, and another few years to evaluate 12 

whether the problems persist). 13 

IV. OFFSETS TO NPC UNDER-RECOVERIES BY OTHER FINANCIAL 14 

PERFORMANCE FACTORS 15 

Q. Please describe the other financial performance factors offsetting the effect on 16 

NPC under-recovery that Mr. Jenks and Mr. Gibbens argue in their testimonies.  17 

A. Mr. Jenks27 and Mr. Gibbens28 opine that even if NPC is not being accurately 18 

recovered, that by itself is not important if other factors are shifting in offsetting 19 

ways.  They argue that there are such offsets from increased load, and that returns 20 

have been adequate notwithstanding NPC shortfalls.  In essence, it is not the 21 

                                                 
27 CUB/100,Jenks/33-35. 
28 Staff/1300,Gibbens/14,17. 
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individual cost elements (such as NPC) that matter but the net effect across all of 1 

them.  2 

Q. What is your response? 3 

A. In regard to offsets, the witnesses observe that positive gross load variances that cause 4 

some NPC shortfalls may concurrently involve somewhat offsetting volumetric sales 5 

growth and associated non-fuel revenues.  This is plausible, particularly if the load 6 

variance is coming from residential customers, which tend to have volumetric T&D 7 

pricing; it will be less true for variances in demand from commercial and industrial 8 

customers that face more fixed charges.  Of course, the parties have not analyzed any 9 

data to show how substantial or reliable such offsets might be.  10 

  Even if it is sometimes, somewhat true, the parties strongly oversimplify the 11 

problem by confusing net load variances (the big problem, caused largely by 12 

intermittent resources, hydro output and price-volume correlations with high market 13 

volatility) with gross load variances (a smaller part of the problem).  They also ignore 14 

that gross load reductions relative to forecast—which can also cause NPC losses—15 

will tend to augment the problem of shortfalls rather than offset them. 16 

Q. What about the claim that PacifiCorp’s overall ROE have been adequate?  Does 17 

that not absorb any NPC under-recoveries that the utility incurred, as suggested 18 

by the parties? 19 

A. There are several important problems with this standard (as I discussed above in 20 

addressing the Commission’s PCAM principles.)  First, the Commission should keep 21 

equity performance analysis separate from good or bad luck outcomes on NPC.  22 

Hypothetically, if the Company were awarded a drastically low ROE but happened to 23 
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get lucky on large NPC savings and end up with a more typical ROE, it would not 1 

demonstrate that either the allowed ROE was appropriate or that sound NPC 2 

management practices were being used.  They should be measured and evaluated 3 

separately, because they differ radically in ability to be controlled over time. Second, 4 

equity returns are supposed to be variable, not trimmed if other costs are higher or 5 

lower than expected.  If returns above (or even just close to) the allowed ROE are 6 

deemed eligible for clawback to offset other costs (i.e. to disallow or exclude them, 7 

such as NPC variances), the expected return on equity becomes per se below the 8 

allowed amount.  This violates Hope and Bluefield principles, undermining financial 9 

health and possible access on favorable terms to capital market.  This practice would 10 

not be sustainable, and would provide undesirable management incentives. 11 

V. COVID-19 HARDSHIPS AND REGULATORY BURDENS RELATED TO 12 

THE PROPOSED APCA ADJUSTMENTS 13 

Q. Mr. Jenks opines that the timing of the proposed APCA is inappropriate because 14 

of the economic hardship arising from the COVID-19 pandemic, which he fears 15 

will result in continued high unemployment in Oregon for the next few years.29  16 

What is your response?  17 

A. It is quite evident to everyone that there is unprecedented and very painful economic 18 

disruption from the dangers and social distancing restrictions of the pandemic, and it 19 

is far from clear how long these problems will persist.  The COVID-19 problem of 20 

equitable cost recovery is a very important and challenging one, but it should not be 21 

confounded with addressing the NPC problem at hand.  Prudently incurred NPC costs 22 

                                                 
29 CUB/100, Jenks/35-38. 
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(like all others, including COVID-19 response and adjustment costs) should be fully 1 

recoverable.  However, if there is, as now, a socio-economic crisis at the time, they 2 

can be financed and deferred in creative ways.  That should be a separate issue.  Most 3 

utilities around the country are developing and proposing such mechanisms.   4 

Q. How is the COVID-19 pandemic and its economic stresses likely to affect the 5 

Company’s financial conditions? 6 

A. In parallel to customers being strained, utilities around the country have faced 7 

reduced total electric loads and (justifiably) the associated delays and riskier revenue 8 

collection for their services.  It should be possible to finance such problems, as long 9 

as ultimate cost recovery confidence is high.  Thus, the APCA is actually a part of the 10 

solution to this problem.   11 

One very visible effect of the pandemic on the financial markets has been a 12 

significant reduction in federal bond interest rates, which might suggest that there is 13 

access to lower cost money generally.  That may be true in relation to the embedded 14 

interest rates utilities have from prior debt issues, meaning there could be 15 

opportunities to refinance or raise funds at lower rates than historically.  However, the 16 

yields on utility corporate bonds and their spread relative to government bonds have 17 

both recently increased, so on the margin, they are perceived as riskier today than at 18 

the beginning of this year.  19 

  More significantly, cost of equity seems to be increasing, e.g. as seen in the 20 

facts that equity markets are manifesting extreme volatility, and utility stocks are 21 

more correlated with (and actually more volatile than) the market and the overall 22 

economy than in the past.  Thus, many short-term indicators point to heightened 23 
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investor risk aversion.  In such an environment, it is important that customer’s 1 

economic well-being be respected, but not that the pandemic be used as a reason for 2 

disallowing otherwise prudent costs of beneficial activities. 3 

However, it is worth reiterating that in regard to NPC variances, the ratepayer 4 

is getting many benefits from the situation that is causing the NPC variances.  The 5 

NPC is being managed towards cleaner and lower-cost fuels but as a side effect, 6 

PacifiCorp has been increasingly exposed to adverse balancing cost variances. You 7 

cannot have the former without the latter.   8 

Q. Mr. Reed suggested that the current use of deadbands is administratively 9 

efficient because it helps “reduce the number of potentially contentious power 10 

cost adjustment cases, which helps to reduce regulatory burdens on both the 11 

utility and stakeholders.”30  Is he correct?  Would it be more administratively 12 

efficient to continue the current PCAM practice? 13 

A. No, I do not believe so.  This suggestion sounds good, but it is not at all evident that it 14 

is correct.  First, it places an extreme pressure and controversy on the forecasting 15 

issues, as evident from the past several years of litigation in PacifiCorp’s Oregon 16 

TAM and.  Second, the absence of deadbands and risk sharing is by far the norm 17 

throughout the U.S., and it is not at all apparent that utilities in those situations have 18 

more complex or contentious rate cases than in Oregon (where PacifiCorp almost 19 

uniquely is exposed to this sharing).  Those utilities (including PacifiCorp in Utah) 20 

tend to have periodic ex post prudence reviews via well-established procedures for 21 

auditing the causes and responses to major variances from planned costs.  This 22 

                                                 
30 KWUA/100, Reed/29.  
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investigation can also be done by exception, not for every line item, unless there are 1 

grounds for concern.  This approach also promotes a better understanding of the 2 

system than arguing over forecasts.  3 

VI. SHOULD THE APCA BE ACCOMPANIED WITH A REDUCED ROE 4 

ALLOWANCE? 5 

Q. If the deadbands and/or the sharing bands are removed, should the Commission 6 

reduce PacifiCorp’s ROE allowance as suggested by Mr. Reed?31 7 

A. No.  This viewpoint has been offered with no consideration of the fact that the proxy 8 

firms from which PacifiCorp’s costs of equity is measured almost uniformly do not 9 

have the risk exposure interveners fear will be overcompensated if the sharing terms 10 

were eliminated.  A review of the members of that proxy group, whether used by the 11 

Company witness or interveners, indicates that several of these peer utilities operate 12 

in at least one state allowing full pass-through of fuel and power costs.  For example, 13 

as summarized in Figure 5 below, 14 of the 23 utilities in the Company’s peer group 14 

operate under a fuel adjustment clause (FAC) in at least one state with neither a 15 

deadband nor risk-sharing.  Of these 14 utilities, 11 offer fuel adjustment clauses with 16 

neither a deadband nor risk-sharing in any regulated state they operate, while three 17 

also operate in at least one other state that implements either a deadband or risk-18 

sharing.  Only two utilities (including PGE in Oregon) utilize a fuel adjustment clause 19 

with both a deadband and risk-sharing, as PacifiCorp does in Oregon.  If most of the 20 

proxies are not experiencing the type of NPC risk that PacifiCorp faces, there is no 21 

                                                 
31 KWUA/100, Reed/31.  
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premium in the estimated ROE for it (and nothing to remove if the risk sharing is 1 

changed). 2 

Figure 6: FAC Mechanisms in Place for PacifiCorp Peer Group 3 

 

Notes: The forms of fuel adjustment clauses summarized in this table are restricted to each utility’s 4 
operations in regulated states. Note that CenterPoint, CMS, and DTE only operate in deregulated states 5 
(Texas and Michigan), hence I did not review their fuel adjustment clauses. 6 
 

The reason that PacifiCorp is seeking this adjustment is not just because of 7 

past shortfalls, but also because the risk is likely to be increasing as the WECC and 8 

PacifiCorp’s fleet within it evolve towards more and more intermittent resources.  9 

Form of Fuel Adjustment Clause (in at least one regulated state)
Deadband Only Risk-Sharing Only Both Neither

Allete MN x

Alliant IA, WI x x

Ameren MO, IL x x

AEP AK, IN, KY, LA, MI, OH, 
OK, TN, TX, VA, WV

x x

Avista WA, ID, OR x x

CenterPoint TX x

CMS MI x

Dominion VA, NC, SC x

DTE MI x

Duke FL, IN, KY, NC, OH, SC x x

Entergy AR, LA, MI, TX x x

Evergy KS, MO x x

First Energy OH, PA, WV, VA, MD, 
NJ, NY

x x

IDACORP ID x

NextEra FL x

NorthWestern MT x

OGE OK x

PGE OR x

Pinnacle AZ x

PNM NM x

PPL KY, PA x x

Southern AL, GA, MS x

Xcel CO, MI, MN, ND, NM, 
SD, TX, WI

x x x

Deregulated 
State

Jurisdiction(s)Utility
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Other PacifiCorp policy changes such as moving to nodal pricing and state-specific 1 

portfolios will also increase the difficulty of forecasting and the variability of costs 2 

from balancing transactions.  Thus the problem may be growing as fast as or faster 3 

than a retrospective cost of equity can measure it.  4 

The intervenors have no method or basis for establishing any metric of how 5 

much ROE is at stake or affected by these NPC risks.  In general, it is not possible to 6 

parse the cost of equity into its underlying drivers.  Financial economic theory only 7 

measures risk in a relative sense, comparing one firm to another along broad indices 8 

of similarity such as growth rates, macroeconomic sensitivity, leverage and income 9 

(hence stock price) volatility.  It is not possible to delineate how much of each of 10 

these is due to sub-policies within a firm’s business practices.  The data is far too 11 

noisy and the samples far too small to unpack many causal variables. 12 

VII. APPROPRIATENESS OF COMPARISONS TO REGULATORY 13 

PRACTICES ADOPTED BY OTHER STATES/UTILITIES FOR FUEL 14 

ADJUSTMENT CLAUSES 15 

Q. Mr. Gibbens suggests that comparing the Company’s current PCAM to the 16 

mechanisms adopted by other states is not appropriate due to differences in the 17 

timing of cost recovery in rates.  How do you respond?  18 

A. I disagree.  To support his argument, Mr. Gibbens states that “[i]n many states where 19 

a utility is allowed to pass-through their power costs to customers, the Company is 20 

required to first pay for the current year’s power costs out of pocket.”32  While he 21 

does not provide any examples, Mr. Gibbens’ suggestion that other states traditionally 22 

                                                 
32 Staff/1300, Gibbens/22. 
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do not allow utilities to recover any power costs until the following year is simply 1 

inconsistent with my experience and review of other utilities’ fuel adjustment clauses. 2 

Q. How do other utilities you have reviewed recover their power costs? 3 

A. The specific form of recovery does vary by state, but all of the utilities that I am 4 

aware of are allowed to recover some form of their fuel costs in the current year, 5 

rather than being subject to a full year of lag.  In fact, FACs are designed precisely to 6 

quickly reflect changes in costs without the lag of filing a rate case. 7 

Some states, such as Kentucky, allow utilities to incorporate baseline fuel 8 

costs into their base rates, and then use a FAC as a true-up to collect or credit the 9 

difference between the utility’s actual and baseline costs.33  Other states permit 10 

utilities to recover all energy costs through fuel factors defined in a FAC, rather than 11 

in base rates.  In this case, states can either base FAC charges on historical or 12 

forecasted values.  States that do still base their fuel adjustments on historical costs 13 

often limit the length of regulatory lag.  For instance, North Dakota’s utility FACs 14 

recover costs monthly for the most recent rolling four-month period, with typically a 15 

two-month lag for recovery.34  On the other hand, in the case of a peer utility such as 16 

Public Service Company of New Mexico (PNM), the fuel factors are instead based on 17 

projected cost elements, and are reset quarterly to allow the utility to collect its actual 18 

costs.35  The use of forecasted values is meant to more closely reflect the utility’s 19 

                                                 
33 For example, see Louisville Gas and Electric Company’s Fuel Adjustment Clause (May 1, 2019), available at 
https://lge-ku.com/sites/default/files/lgereselectric.pdf (Louisville Gas and Electric Company is a subsidiary of 
PPL, a utility company in the Company’s peer group). 
34 Northern States Power, North Dakota Electric Rate Book, Fuel Cost Rider, (Mar. 9, 2016), available at 
https://www.xcelenergy.com/staticfiles/xe/Regulatory/Regulatory%20PDFs/rates/ND/Ne_Section_05.pdf 
(Northern States Power is a subsidiary of Xcel Energy, a utility company in the Company’s peer group). 
35 Public Service Company of New Mexico, Fuel and Purchased Power Cost Adjustment Clause (Feb. 1, 2020) 
available at https://www.pnm.com/documents/396023/396197/rider_23.pdf/9da7ccb7-c4fd-4890-89ba-
0e89a2add91a?t=1586465427412. 
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actual costs as they are incurred, and is increasingly becoming the adopted approach 1 

over the use of historical costs.  Minnesota and Florida have similarly adopted 2 

forecast fuel clauses under which the utility sets fuel factors based upon 12-month 3 

cost projections, and later recovers any differences between forecasted and actual 4 

costs through a true-up.36  My understanding is that the Company is subject to a 5 

similar approach in California.  6 

Therefore, there is no support for Mr. Gibbens’ interpretation of how fuel and 7 

power costs are recovered elsewhere. 8 

VIII. CONCLUSIONS  9 

Q. Please summarize your conclusions.  10 

A.  I conclude that there is a persistent, systematic downward bias, or underestimation, in 11 

the forecasted NPC for PacifiCorp’s power system, which arises from the 12 

complexities of balancing the system in the western power markets.  This problem is 13 

not amenable to correction via better forecasting, hedging, or operations.  The 14 

difficulty is one of information—it is infeasible to know at the time of forecasting the 15 

NPC what the extent, timing, location, and costs of balancing transactions will be.  It 16 

is known (and in fact desirable) that there will be many such transactions, but their 17 

character is not forecastable or controllable. 18 

                                                 
36 Peer utilities in Minnesota and Florida include Xcel Energy (Northern States Power) and NextEra (Florida 
Power & Light) respectively.  See Northern States Power, Minnesota Electric Rate Book, Fuel Clause Rider,  
available at 
https://www.xcelenergy.com/staticfiles/xe/Regulatory/Regulatory%20PDFs/rates/MN/Me_Section_5.pdf; 
Petition of Florida Power & Light Company for Approval of its Fuel Cost Recovery and Capacity Cost 
Recovery Actual/Estimated True-Up for the Period January 2019 through December 2019, Docket No. 
20190001-EI  (July 26, 2019), available at http://www.psc.state.fl.us/library/filings/2019/06037-2019/06037-
2019.pdf.  
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  To remedy this, the Company has proposed the APCA to convert the NPC 1 

costs to a full cost recovery mechanism via eliminating the deadbands and sharing.  2 

This is not to eliminate untenable risk so much as to eliminate a permanent gap in 3 

their cost recovery.  A deferred true-up (with the opportunity for prudence reviews of 4 

actual costs) is the most efficient and effective way to solve this problem, and it 5 

would put PacifiCorp in line with the regulatory policies for fuel and purchased 6 

power cost recovery in most jurisdictions in the U.S.  7 

Q. Does this conclude your reply testimony? 8 

A. Yes it does. 9 




