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I.  INTRODUCTION

Rocky Mountain Power, a division of PacifiCorp (“RMP” or “Company”), submits that both substantial evidence and the law support its application for a rate increase of approximately 4% on an overall basis effective February 18, 2010.  The Company seeks a revenue requirement increase of $53.2 million, as testified to by Steve McDougal, Director of RMP’s Revenue Requirements. Tr. 77 ll.1-2.  This is a reduction from the Company’s original rate increase of $66.9 million and reflects significant compromises and concessions.  It also includes a reduction of $9.6 million for a tax settlement initiated by the Company and approved by the Commission on December 9, 2009.   

Mr. Richard Walje, President of RMP, addressed the need for the rate increase, pointing to the Company’s major capital investment program in new supply-side generation resources, and transmission and distribution facilities in Utah.  Walje Direct/3, l. 56.  For example, the McFadden Ridge I Wind Power Generation plant is included in this case, adding 28.5MW of additional renewable resources. Lasich Direct/8, l. 171. This case also includes numerous generation project investments in environmental, hydro-relicensing, turbine upgrade and repair and replacement.  Lasich Direct/10, ll. 224-230; Tr. 279, ll. 15-22.  In addition, RMP witness Ken Shortt testified that the Company will place in service approximately $378 million of transmission investment and $178 million of distribution projects in Utah during the test year.  Shortt Direct/2, ll. 41-43.
The Commission should approve the Company’s requested 4% increase and thereby establish rates that are sufficient to provide the Company with a reasonable opportunity to recover the prudent costs it will incur in providing safe, reliable and adequate service to customers.  Utah Code Ann. (“UCA”) §§ 54-3-1& 54-4-4.  Barring major unforeseen events, if the Commission grants the Company’s request, RMP should have a fair opportunity to earn a return more reflective of its Commission-authorized return. Even while implementing more aggressive cost control measures, the Company has consistently under earned relative to its peers. ROR Tr. 111, 11. 16-20. Dr. Brill of the Division of Public Utilities (“DPU”) testified that “the Company has been under earning, and this may have gone back as far as the year 2000.”  Tr. 151, ll. 8-9.  Dr. Powell and Mr. Peterson from the DPU provided similar testimony. Tr. 579, ll. 2-5; Peterson Direct/33, ll. 723-24.  Rates that are perpetually set too low are not just and reasonable or in the public interest because they do not allow the Company to earn its rate of return.

RMP, like any other well-managed, investor-owned business, must provide a reasonable return to its investors. If revenues from Commission-approved rates do not cover the prudent costs the Company expects to incur in providing service to customers, the Company must reduce expenditures where possible (such as operations, maintenance and capital expenditures) to ensure sufficient funds to cover costs outside of its control, predominately net power costs.

The Company needs the Commission’s support in this case to continue its capital investment program and other initiatives that enable RMP to provide safe, reliable and adequate service now and in the future.  The Commission should review the overall reasonableness of RMP’s 4% rate increase in this context and approve it.  Similarly, the Commission should reject the parties’ many proposed adjustments both for lack of merit and on the basis that collectively, they will produce rate levels that are clearly insufficient, ultimately reducing the funds available to the Company for providing service and investing in needed facilities.
II.  RATE OF RETURN

The Company presented the following cost of capital recommendations:  



Percent of
%

Weighted


Component
Total
Cost
Average

Long Term Debt
48.7%
5.98%
2.91%
  


Preferred Stock
0.3%
5.41%
0.02%


Common Stock Equity
51.0%
11.00%
5.61%

Total
      100.0%                              
8.54%

The only issues in dispute are the cost of equity and the capital structure.  

COST OF EQUITY

Parties challenge the Company’s proposed return on equity (“ROE”) of 11.0%.  DPU recommends 10.5% and OCS recommends 10.0%. The  Company’s proposed ROE is supported by the evidence and reflects the realities of current market conditions. 

A. 
The Company’s Proposed ROE is Reasonable Because Cost of Capital has Increased Since the Company’s Last Rate Case.  The evidence demonstrates that the cost of capital has increased since the Company’s prior rate case, ROR Tr. 49, l.24–50, l.4, a settlement which reflected a 10.6% ROE.  See Stipulation Regarding Cost of Capital, Docket 08-035-38 (Feb. 23, 2009). Office of Consumer Services (“OCS”) Witness Mr. Lawton supports his unreasonably low ROE by suggesting that the cost of capital declined since the Company’s last rate case filing.  Lawton Direct/11, ll. 268-269.  DPU Witness Mr. Peterson also suggests that the cost of capital has decreased.  Peterson Direct/9, ll. 188-191. This assessment, however, is unsupported by the evidence.  Hadaway Rebuttal/4, ll. 86-88.  


The Commission and the parties all agree that the preferred method for determining ROE is the Discounted Cash Flow (“DCF”) method.
  DCF results in this case demonstrate that the cost of equity has increased since the Company’s last general rate case.  Mr. Lawton admitted his own analysis shows that the cost of equity has increased by 40 basis points since the Company’s 2008 rate case—from a range of 9.8% to 10.2% in 2008 to a range of 10.2% to 10.6% in this case.  ROR Tr. 139, l. 25-140, l. 3; Tr. 140, ll. 12-16; ROR Tr. 141, ll. 3-7.  Dr. Hadaway’s analysis likewise found increasing costs of capital since the last rate case.  ROR Tr. 49, ll. 6-15; Hadaway Rebuttal/2, ll. 28. 

To rebut evidence that the cost of equity increased since the last rate case, Mr. Lawton argued that Dr. Hadaway’s analysis implied that capital costs were decreasing because his DCF results decreased by 50 basis points between direct and rebuttal testimony. Lawton Surrebuttal/7, ll. 160-173.  Mr. Lawton mischaracterized Dr. Hadaway’s testimony.  The 50 basis point decrease simply demonstrates how high the cost of equity had risen by the time this case was filed in June 2009.  While the volatility in the financial markets has moderated somewhat since June 2009, as evidenced by Dr. Hadaway’s 50 basis point reduction, it remains clear that the costs of equity are higher now than they were in late 2008 and early 2009 when the parties filed testimony in the Company’s 2008 general rate case.  
B. 
The DPU and OCS Single-Stage DCF Results Support the Company’s ROE.  The parties all placed significant reliance upon their single-stage or constant growth DCF models.  See, e.g., Peterson Direct/51, ll. 1116-1117 (“DCF models using analyst forecasts form a reasonable basis for a cost of equity estimate”). The results of these models are more supportive of the Company’s proposed ROE than the parties’ lower ROE recommendations. 


Use of the single-stage DCF model with analyst growth rates as an ROE benchmark has many advantages. A single-stage DCF model requires market prices of the common stocks in the proxy group, the currently paid dividend (annualized), and an estimate of the long-term growth in earnings/dividends for each company being examined.  The use of a single-stage, constant growth rate thus eliminates the subjective and sometimes controversial determination of the length of the various growth periods as well as what the multiple growth rates should be.  Peterson Direct/22, ll. 484 - 23, l. 487.  Furthermore, the parties in this case performed their single-stage DCF analysis using the same basic inputs, and the analyst forecasts used by the parties are objective, verifiable forecasts provided by independent third parties.  ROR Tr. 148, ll. 24-149, l. 3; Peterson Direct/46, ll. 998-1000. Thus, focusing on this DCF method largely eliminates disputes among the parties about the appropriate inputs and the mechanics of the application of this particular DCF model.  

The results of these analyses support the Company’s requested ROE. Dr. Hadaway’s analysis resulted in a range of 11.0% to 11.4%.  RMP Exhibit SCH-5R.  Mr. Peterson’s results produced a range of 10.5% to 10.9%.  ROR Tr. 84, ll. 11-12.  And even though Mr. Lawton calculated a higher growth rate than Dr. Hadaway, his single-stage DCF analysis using analyst growth rates still resulted in a range of 10.4% to 10.6%.  Lawton Direct/21, ll. 560-562; Tr. 149, ll. 8-15.  Thus, the DCF analysis to which the parties are in general agreement as to mechanics and inputs, including the growth rates, produces a range of 10.4% to 11.4%, with 10.9% as the mid-point.  
C.
The Company’s Proposed ROE Reflects Investors’ Increased Expectations.  Equity investors expect a rate of return commensurate with the investment’s risk.  Hadaway Direct/5, ll. 93-95.  If investors believe the risk of investing in utility stocks has increased, then they will expect a greater rate of return for the assumption of that increased risk. It is clear from the relative price changes of the overall stock market versus the price changes of utility stocks that investors view the risk of ownership of utility stocks as increasing relative to alternative stock investments. ROR Tr. 55, ll. 12-15; Hadaway Direct/26, ll. 544-551. Unlike the market as a whole, utility stocks have not participated in the general market rally that began in March 2009, and remain depressed.  Hadaway Rebuttal/8, ll. 133-136; Lawton Direct/12, ll. 308.  Although the Standard & Poor’s (“S&P”) index has rebounded from its recessionary lows, utility stocks have not followed.  Tr. 73, l. 24-74, l. 4.  In fact, utility stocks are the second worst performing group, behind financials, for the first three quarters of 2009.  ROR Tr. 74, ll. 4-6.  This “lower market price typically translates into a higher cost of [equity] capital.”  Hadaway Direct/26, l. 549. 


In addition to lagging the recovery of the overall market, the volatility of utility stocks has also been increasing, as shown in the graph of the Dow Jones Utility Average included in Dr. Hadaway’s testimony.  Hadaway Rebuttal/9.  This, in turn, results in investors demanding a higher rate of return relative to other alternative investments because investors perceive utility stocks to have become relatively unattractive and riskier investments.  Hadaway Rebuttal/9, ll. 139-140; Tr. 47, ll. 8-11; see also Hadaway Direct/24, ll. 483-85. 

Mr. Lawton erroneously argued that investor expected rates of return have decreased in recognition of slower economic growth.  Lawton Direct/12, ll. 308-309.  Mr. Peterson likewise argued that increasing stock prices reflect investor confidence, which suggests declining costs of equity. Peterson Direct/9, ll. 185-186; Peterson Direct/50, l. 1089.  Both arguments, however, are based on observations regarding the market as a whole and fail to acknowledge the facts with regard to utility stocks in particular.  Any credible analysis of the rate of return applicable to a public utility must recognize the circumstances at the “… time and in the same general part of the country on investments in other business undertakings which are attended by corresponding risks and uncertainties …”
  It is inappropriate to extrapolate changes in the risks of investment in the stock market as a whole to individual sectors of the market, such as public utilities that, in this case, have increased in risk relative to the overall market. 

D.
A Decline in Interest Rates Does Not Support a Decreased ROE.  Mr. Lawton argued that declining interest rates support a conclusion that capital costs are decreasing and, therefore, the Commission should adopt a lower ROE.  Lawton Direct/14, l. 346–15, l. 384.  However, the Commission has recognized that the relationship between interest rates and equity costs is not one-for-one.
 Additionally, the inverse relationship between interest rates and equity risk premiums is well documented.  Hadaway Direct/33, ll. 712-713.  This means that when interest rates rise (fall) by one basis point, equity risk premiums will fall (rise), but by a smaller amount. Id. at ll. 720-723. 

The extreme market turbulence witnessed over the last year resulted in costs of equity that did not follow interest rates.  ROR Tr. 47, ll. 11-16; Tr. 49, ll. 16-18; Hadaway Rebuttal/6, Table 1. The DCF model also supports this conclusion—although interest rates have decreased from their extreme highs in December, 2008, relatively low stock prices and high dividend yields indicate that ROE is greater now than it was a year ago.  ROR Tr. 48, l. 23–49, l. 5; Tr. 68, ll. 5-13.  Dr. Hadaway’s updated DCF analysis provided in his rebuttal testimony, which lowered his ROE range, nonetheless resulted in a range that was still greater than the ROE range in the Company’s 2008 rate case.  
E. 
Rate Case Settlements from Other States Are Not Dispositive.  OCS’s cross-examination at the hearing suggested that the Commission should consider Company settlements from other states when determining the ROE.  In response to such questions, Mr. Peterson disagreed and testified that the Commission should give “very little” weight to these settlements.  ROR Tr. 115, ll. 12-14.  Mr. Lawton testified that “each case must be judged on its facts and circumstances.” Lawton Surrebuttal/6, l. 152. With respect to the Oregon settlement, Dr. Hadaway testified that the implied ROE—because the settlement did not include an agreed upon ROE—was never represented to be a market cost of equity.  ROR Tr. 64, ll. 16-18.  Mr. Williams also stressed that one should not look at one isolated component of a settlement.  Tr. 34, ll. 1-15.  For instance, he explained that although the implied ROE’s may be lower than what the record supports in this case, the Oregon and Washington settlements resulted in overall rate increases of 5% and 5.3% respectively.  ROR Tr. 39, ll. 5-20.  Moreover, both those settlements essentially maintained the status quo with respect to cost of capital.  ROR Tr. 39, l. 24 – 40, l. 4. 

F.
The Company’s Requested Energy Cost Recovery Mechanism is Irrelevant to the ROE Determination.  Mr. Lawton argued that the Commission should adopt an ROE at the low-end of the reasonable range in consideration of the risk reduction impacts of the Company’s proposed Energy Cost Adjustment Mechanism (“ECAM”).  Lawton Direct/3, ll. 62-65.  Mr. Lawton’s conclusion is flawed for several reasons, the most basic of which is that it is premature because, while the Company has requested an ECAM, the Commission has not yet approved it.  Hadaway Rebuttal/12, ll. 189-192. 

In addition, the comparable companies used by both Dr. Hadaway and Mr. Lawton already have similar cost recovery mechanisms.  Hadaway Rebuttal/11, ll. 181-182; Exhibit RMP SCH-2R.  Therefore, to the extent investors put value on these mechanisms, the presence of the cost recovery mechanism is already accounted for in the cost of capital analysis.  Hadaway Rebuttal/11, ll. 182-184.  Furthermore, the proposed mechanism does not materially lessen risk because the Company must still undergo rate proceedings to determine the prudence of the costs incurred.  Hadaway Rebuttal/12, ll. 192-198. 
Finally, as compared with other utilities, the Company faces unique business risks caused by its wide geographic area and relatively low customer density.  ROR Tr. 112, ll. 2-18; Peterson Direct/33, ll. 723-729. Specifically, Mr. Peterson’s analysis showed that the Company performed at or below average with respect to several metrics he examined, including earning its return on equity, its return on assets and revenues per fixed assets when compared to his comparable utilities, notwithstanding evidence of good cost control.  Peterson Direct/33, ll. 723-734. These RMP-specific business risks acknowledged by Mr. Peterson provide support for an ROE at the higher end of the reasonable range,
 and undermine Mr. Lawton’s argument to set ROE at the lower end of the reasonable ROE range if an ECAM is adopted.  
G.
Mr. Lawton’s Recommended ROE is Unduly Influenced by his Risk Premium Analysis.  Despite Mr. Lawton’s acknowledgment that the DCF method is superior and risk premium methods are more questionable, his recommended ROE is significantly influenced by his risk premium results. Lawton Direct/24, ll. 626-627; Lawton Direct/11, ll. 253-254.  Without any adjustments to his analysis, Mr. Lawton’s DCF results support an ROE of 10.53% and 10.2% for constant and two-stage methods, respectively. Lawton Direct/28, Table 4.  These results support a significantly greater ROE than Mr. Lawton’s 10%.  It is only when he considers his risk premium method—a result that he testified should be viewed with “considerable caution”—that his recommended ROE approaches 10%.  Lawton Direct/28, Table 4.  


Without any explanation whatsoever, Mr. Lawton’s risk premium analysis excludes an alternative risk premium analysis he performed that resulted in an ROE of 11.32%.  Lawton Direct/25, ll. 643-644.  Inclusion of this result produces a midpoint of 10.42%—not 9.96%.  Even after Dr. Hadaway pointed out this significant omission in his rebuttal testimony, Mr. Lawton again failed to explain the omission in his surrebuttal testimony.  The record contains no basis for excluding the high-end result from Mr. Lawton’s analysis.
  
Mr. Lawton’s analysis is also flawed because he used the capital asset pricing model (“CAPM”) despite acknowledging that the results of this method “are low and not reasonable estimates of equity costs.”  Lawton Direct/26, ll. 690-691.  Nonetheless, he used “an empirical version of the CAPM or ECAPM” and included those results in his final recommendation.  Lawton Direct/26 l. 694 – 27, l. 710.  Although Mr. Lawton tried to distinguish the result of his ECAPM from the unreasonable CAPM, both results were derived from the same method, data, and assumptions.  Hadaway Rebuttal/14, ll. 248-250.  

Inclusion of Mr. Lawton’s high-end risk premium results and excluding his unreasonable ECAPM result, without making any other adjustments to his DCF results, changes the overall midpoint ROE of his risk premium analysis from 10.0% to 10.4%.  Hadaway Rebuttal/15, ll. 260-262.  Mr. Lawton’s own analysis supports an ROE much closer to that proposed by the Company and DPU.  

H. 
Mr. Lawton’s Dividend Yield Results are Selective and Understated.  The cost of equity, as determined by the DCF model, is the sum of the expected dividend yield and the expected long-term growth rate.  Hadaway Direct/11, ll. 237-239.  Thus, a lower dividend yield translates directly into a lower ROE, all else equal.  ROR Tr. 137, l. 25 – 138, l. 3.  The dividend yield is also inversely proportional to the stock price—if the stock price increases the dividend yield decreases.  ROR Tr. 137, ll. 21-24. 


To determine his dividend yield for this case, Mr. Lawton analyzed five different stock price averages and eventually based his dividend yields on a six-week price average.  Exhibit OCS 1.4; ROR Tr. 152, ll. 14-17.  In the 2008 RMP rate case, Mr. Lawton also used several stock price averages in his DCF analysis but instead of using the six-week average he used a 52-week high and low average.  ROR Tr. 152, ll. 9-11.  Here, the 52-week average produced the lowest stock prices.  Exhibit OCS 1.4.  Although Mr. Lawton used different averages in each rate case he explained his selection using the exact same rational—the “substantial volatility in the market.” Lawton Direct/18, ll. 479-483; Cross Exhibit RMP 4 (ROR)/12, ll. 343-345.  Similar to his approach to the risk premium range, it appears that Mr. Lawton changed his method and selected the six-week average analysis to support a pre-determined, low ROE result.


Assuming Mr. Lawton’s growth rates and changing only the dividend yield from Mr. Lawton’s low six-week average to his 12-week average—similar to the 3-month averaged used by Dr. Hadaway—his ROE range increases to 10.6% to 10.7%.  Hadaway Rebuttal/20, ll. 370-375.  Use of the twelve-week period is more representative of the stock prices during the rate effective period and effectively “dampen[s] the effect of stock market changes.” ROR Tr. 56, l. 21-24; Lawton Direct/18, ll. 475-476.
   Moreover, Mr. Lawton’s dividend yield analysis is based on his assumption that stock prices are improving.  However, Mr. Lawton acknowledged that this is not true for utility stocks.  Lawton Direct/12, ll. 308-309.  Under cross-examination, Mr. Lawton even acknowledged that his dividend yield calculations in this case are 33 and 44 basis points higher than in the 2008 rate case.  ROR Tr. 139, ll. 13-16.  This means that stock prices are decreasing and the cost of equity is increasing.  Mr. Lawton’s selection of the lowest possible dividend yield lacks support and is merely a device to obtain a lower ROE.  

I.
Mr. Peterson’s 75-25 Earnings/Dividend Growth Rate is Misleading.  Mr. Peterson argued that the Commission’s 2002 Questar Gas Company rate case adopted a DCF model using a weighted average growth rate composed of 75% earnings per share and 25% dividend growth.  Peterson Direct/23, ll. 489-498.  Because Mr. Peterson found this weighting reasonable, he used it as part of his overall DCF analysis.  Peterson Direct/23, ll. 497-498.  In that case, however, the Commission used that weighted average to determine the bottom of the DCF range only.
    In Questar the Commission also recognized projected earnings growth rates for establishing the entire DCF growth range.  Thus, the weighted average was used to establish the bottom end and a 100% earnings approach was used to set the top end.  It is problematic from a policy perspective to rely on dividend growth instead of earnings because earnings drive dividends, not the opposite.  Hadaway Rebuttal/23, ll. 454-457.  

J.  
Dr. Hadaway’s Long-term Gross Domestic Product (“GDP”) Growth Rate is Appropriate for the Multi-stage DCF Method.  In his multi-stage DCF model, Dr. Hadaway used a long-term growth rate derived from historic GDP data.  In contrast, Mr. Lawton used a GDP growth rate based on near-term estimates.  Lawton Direct/22, ll. 580-581.  Mr. Peterson uses GDP forecasts reflecting the next ten to twenty years.  Peterson Direct/48, ll. 1036-1038.  The DCF model, however, requires stable long-term growth estimates and actual long-term experience better reflects long-term growth forecasts.
   Hadaway Direct/11, ll. 242; Hadaway Rebuttal/24, ll. 485-488.  Therefore, near-term estimates undercut the model and should be disregarded.  Hadaway Rebuttal/17, ll. 321-323.  As noted above, Mr. Lawton argued the economy was slowing while Mr. Peterson made reference to increased investor confidence, implying a strengthening economy. While conflicting points of view are nothing new in proceedings such as this, a long-term GDP growth rate as supported by Dr. Hadaway is a sensible and supportable resolution to the question of what is an appropriate growth rate in a long-term (literally perpetual) financial model.  If Dr. Hadaway’s long-term GDP growth rate is used, Mr. Lawton’s ROE estimate would be 11.0% and Mr. Peterson’s would be 11.25% to 11.47%.  Hadaway Rebuttal/16, ll. 275-278; Hadaway Rebuttal/22, ll. 441-442.  



Mr. Peterson also used several growth rates based on the Company’s load forecasts plus inflation and his hypothesis that electric load growth will be lower than GDP growth.  Peterson Direct/39, ll. 847-867.  Basing expected long-term stock performance on load forecasts is entirely inappropriate because it bears no relationship with investors’ expected long-term earnings and dividend growth.  Hadaway Rebuttal/22, ll. 424-427.  Mr. Peterson’s downward adjusted utility GDP growth rate is inappropriate because it is unreasonably low and is undercut by his optimistic economic assessment.  Hadaway Rebuttal/22, ll. 421-24 (utility GDP rate is 130 basis points lower than Mr. Peterson’s own analysts’ growth rate); Id., ll. 428-31. 
K.
Mr. Lawton’s Proposed ROE of 10% Will Not Adequately Support the Company’s Credit Rating.  Credit rating agencies have become more aggressive with their ratings actions and the resulting trend has been towards credit downgrading.  Williams Rebuttal/5, l. 102 – 6, l. 103; ROR Tr. 29, ll. 22-23; Tr. 30, ll. 8-10.  According to S&P, the Company’s current stand-alone credit rating is already more in line with a “BBB” rating so the risk of a downgrade is real.  Williams Direct/9, ll. 174-175.  This concern is further exacerbated because the Company’s increasing capital expenditures require better financial metrics to maintain the current ratings.  Williams Direct/11, ll. 227-229.  In current tight credit markets, a credit downgrade may result in the Company losing access to critical debt markets, facing increasing costs for future debt issuances and resulting costs to customers, and impairing the Company’s ability to attract equity investment.  ROR Tr. 31, ll. 1-14; ROR Tr. 32, ll. 2-5; ROR Tr. 35, ll. 16-19.  At the very least, a credit downgrade impairs the Company’s flexibility in choosing when and under what terms it wants to access the debt market.  The market dictates terms to lower rated entities, not the other way around.  Mr. Lawton’s credit analysis is superficial relative to the analysis undertaken by ratings agencies and flawed because it excludes significant interest expenses and fails to account for rating agency adjustments involving power purchase agreements.  Williams Rebuttal/6, ll. 110-124.  It cannot be taken seriously as an adequate representation of the Company’s credit quality.

CAPITAL STRUCTURE

The Commission should approve the Company’s proposed capital structure consisting of 51.0% common equity.  OCS supports this structure, while DPU proposed a decrease to 50.5% common equity.
A.
Mr. Peterson’s Corrected Analysis Supports A Common Equity Ratio of 51.24%.  To calculate his recommended 50.5% common equity ratio, Mr. Peterson included capital leases in his estimated test year average.  ROR Tr. 90, ll. 1-4.  However, for regulatory purposes capital leases are treated as operating leases and not included in rate base or treated as debt.  McDougal Rebuttal/59, ll. 1297-1302.  Thus, the expenses related to capital leases are reflected in operating expenses as cash is paid.  McDougal Rebuttal/59, ll. 1297-1302.  When Mr. Peterson’s error is corrected, with no other adjustments, his analysis shows a common equity ratio of 51.24%—higher than the Company’s request.  ROR Tr. 90, l. 5 – 91, l. 7.  

B.
The Company’s Proposed Capital Structure Maintains the Current Authorized Common Equity Ratio.  Tr. 14, ll. 3-7; Williams Direct/6, ll. 118-122.  Mr. Peterson acknowledged that it is reasonable to allow the Company the equity ratios it has had during the last couple of years.  Peterson Direct/17, ll. 353-356.  It is reasonable to allow the Company to maintain the 51% currently authorized, as Mr. Peterson’s own testimony suggests.  

C.
The Company’s Proposed Capital Structure is Most Accurate.  Here, the Company determined its proposed capital structure using a five-quarter average of the actual balances because it smoothes out volatility caused by sizable financings, like the one in January 2009.  Williams Direct/6, ll. 113-117; ROR Tr. 15, ll. 19-21.  Mr. Peterson’s method, on the other hand, used a single point in time (December 31, 2009) to estimate his capital structure which he then “assumes” represents the test year average. Williams Rebuttal/2, ll. 24-27.  Rather than assuming a single point reflects the average of the entire test period, the Company correctly used the actual average of the test period.  ROR Tr. 14, ll. 18-24.  
D.
Mr. Peterson’s Corrected Analysis Supports the Company’s Proposed Capital Structure.  Subsequent to filing his surrebuttal testimony, Mr. Peterson identified an error in his calculations.  ROR Tr. 79, l. 15 – 80, l. 19.  Accounting for this correction, with no other adjustments, increased his proposed common equity ratio to 50.8%.  Tr. 100, ll. 25-101, ll. 2.  Mr. Peterson’s own analysis now supports a common equity ratio closer to the Company’s than his own.  During cross-examination, Mr. Peterson admitted that his own corrected Exhibit 1.3a and his confidential response to RMP 7.2 show that at the start of the rate effective period, the Company will have more than 51% common equity.  ROR Tr. 105, l. 16 – 106, l. 3.

E.
Decreasing the Company’s Authorized Equity Ratio Poses a Risk of Credit Downgrade.  Contrary to Mr. Peterson’s assertions, the Company’s goal is not to increase its credit rating, it is to maintain the current one.  Williams Rebuttal/4, ll. 65-67; Peterson Direct/15, ll. 312-313.  Additional equity is needed to do that.  Williams Direct/7, ll. 147-150. In his testimony in the 2006 RMP rate case, Mr. Peterson testified that “52% common equity along with 1% preferred stock puts the company close to the minimum capital structure required by the Standard & Poor’s criteria” to maintain its current bond rating.  ROR Tr. 93, ll. 18-22.  Here, he testified that nothing has changed since 2006 that would have caused S&P to lessen its criteria.  ROR Tr. 94, l. 2.  Thus, Mr. Peterson recognized that his proposed capital structure poses a risk that the Company may be downgraded.  

III.
NET POWER COSTS
A.
A Review of Overall Positions and Benchmarks Demonstrates the Reasonableness of the Company’s NPC.  RMP proposed net power costs (“NPC”) of $1.018 billion. This is $12 million less than the amount currently in rates, primarily reflecting a reduction in forecast loads.  Tr. 445, ll. 4-6; Duvall Direct/3, ll. 51-52.  As shown in the table below, the Company’s forecast NPC for the test year is reasonable compared with both historic and forecast NPC.  Duvall Rebuttal/3, Table 1.  
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NPC are currently at the bottom of a trough and are forecast to rise sharply through the rate effective period which is largely outside of the test period of June 2010 in this case.  The Company has agreed not to file its next general rate case until January 2011 with base rates not changing before September 2011, meaning that absent an ECAM, the Company will likely under collect its NPC during the post-June 2010 rate effective period even if the Commission adopts the Company’s NPC in this case.  

Despite this evidence, other parties have proposed overall NPC levels even lower than August 2009 actual NPC, which marks the lowest historical NPC in recent history.  For these NPC proposals to be reasonable, the evidence would need to show that NPC is likely to decline during the rate effective period. 
  The evidence in this case shows the opposite.  For example, Mr. Falkenberg recently testified in support of the reasonableness of the NPC settlement baseline of $1.031 billion in the Company's Oregon rate case, with a test period ending only six months later than this case and with an overlapping rate effective period.  Tr. 688, ll. 16-24.  This is $61 million higher than his NPC recommendation in this case. 
In addition, it is notable that no party has claimed that RMP has been imprudent with respect to NPC.  The proposed NPC adjustments are based solely on changes to the Company’s modeling of NPC. The Company, however, has shown that its modeling reasonably and conservatively forecasts NPC and that further adjustments are unwarranted unless they actually increase NPC to account for volatility if an ECAM is not approved.
B.
The Commission Should Allow the Company’s NPC Revisions and Deny OCS’s Motion in Limine.  In this case, the Company, UAE, DPU, and OCS all filed testimony that included “updates,” “revisions,” or “corrections” to the Company’s filed position.  In the Company’s rebuttal testimony, the Company accepted many NPC updates and revisions proposed by other parties and similarly proposed two modifications reflecting changes to contract terms that became known and measurable after the case was filed.  

The first modification reflected changes resulting from the rate case orders of the Bonneville Power Administration (“BPA”) issued in July 2009.  As proposed by OCS in its direct testimony and supported by UAE,
 the Company updated and reduced its wind integration charges to reflect the final decision in BPA’s rate case.  Duvall Rebuttal/7, ll. 131-133.  The Company also updated and increased the cost of its BPA peaking contract pursuant to the BPA rate case order issued simultaneously with BPA’s wind integration order.  Duvall Rebuttal/7, ll. 138-144. 

The second modification proposed by the Company involved its wheeling contracts.  In his direct testimony filed on June 23, 2009, Mr. Duvall projected cost increases associated with the Company’s wheeling expenses due to contract changes with BPA and Idaho Power. Duvall Direct/4, l. 89-5, l. 99.  Mr. Duvall’s rebuttal testimony revised this wheeling expense increase to reflect the actual changes to the BPA and Idaho Power wheeling contracts.  Duvall Rebuttal/7, l. 150-8, l. 154.  

On December 4, 2009, OCS served its Motion In Limine (“Motion”) asking the Commission to “decline to consider evidence” filed by any party relating to net power cost updates or revised cost of service analysis.
  Motion at 1-2.  The Motion essentially reiterated the position OCS took on NPC updates in its surrebuttal testimony.  DPU’s surrebuttal testimony also objected to the Company’s contract revisions as untimely, even though DPU had just days earlier filed its own NPC update for the coal costs forecast.  In contrast, UAE’s surrebuttal testimony did not object to the Company’s contract revisions, noting with respect to the BPA peaking contract that “RMP’s correction is accurate and should probably be accepted,” if consistent with Commission policy.  Higgins Surrebuttal/11, ll. 236-37.  
  The Company’s revisions to NPC are known and measurable contract changes, limited in scope and readily verifiable by the parties.  The Commission allows adjustments to the test period for known and measurable changes in revenues, expenses, or other conditions.
  At hearing, Dr. Powell acknowledged that it is Division policy to update known, readily verifiable contracts if they are going to be in effect during the rate effective period.  Tr. 576, ll. 10-17.

The Company’s known and measurable NPC revisions are consistent with Commission precedent.  In the Company’s 2007 rate case, the Commission adopted several NPC revisions related to contract changes, including a QF contract that was not included in the original filing because its renewal had not been approved as of the date of filing, the line loss factor for another QF contract, and a modification to an existing QF contract.  Report and Order at 43 and 46.  OCS and DPU supported NPC revisions of this type in the 2007 rate case.
  
Because the “known and measurable” standard cannot be as readily applied to forecasts and projections, when a party proposes such an update, the Commission has subjected these updates to a higher standard of review.
  While OCS argued that the Company’s proposed “updates” failed to meet this high standard, Motion at 3, the standard is inapplicable because the Company’s proposed corrections relate to new actual contract terms, not forecasts or projections.
 

  OCS’s Motion argues that the Company’s NPC revisions are confusing and unduly prejudicial.  Motion at 3-4.  OCS’s own testimony suggests otherwise.  On October 8, 2009, OCS originally proposed its own adjustment based on one of the BPA orders it now claims is confusing and unduly prejudicial.  Hayet Direct/7, ll. 135-39.   In any event, it is the OCS’s Motion that is confusing.  It purports to exclude all updates in the case, but at hearing Ms. Murray could not explain: (1) the standard OCS proposes to determine which of the NPC revisions in Mr. Duvall’s rebuttal testimony are covered by the Motion, Tr. 589, l. 20-595, l. 14; (2) OCS’s position on DPU's comprehensive update to coal costs forecasts, Tr. 594 at 8-595, l. 14; (3) how OCS reconciles its concern about the proper matching in a test period with its opposition to NPC updates and its support of updates to other aspects of revenue requirement, Tr. 586, l. 16-589, l. 12; and (4) why it is appropriate to update a contract for additional revenues in the case, but not reflect the corresponding costs resulting from the update in NPC,  Tr. 592, l. 25-593, l. 25.   
DPU’s objection to the Company’s NPC revisions is similarly difficult to reconcile with DPU’s testimony in this case.  Just two weeks prior to the filing of the NPC contract revisions in the Company’s rebuttal testimony, DPU proposed a major update to coal costs forecasts.  DPU witness Mr. Evans testified that he made this proposal because his goal was to provide the Commission with the most up-to-date NPC information possible.  Tr. 546, ll. 9-13.  In contrast to the Company’s known and measurable contract revisions (which, according to Dr. Powell, are supported by Division policy), DPU’s coal adjustment proposed a comprehensive update to a forecast.  Tr. 545, ll. 21-23.  While Mr. Evans claimed that DPU was prejudiced by the timing of the Company’s contract revisions, he admitted that he conducted discovery on the RMP “updates,” chose not to address them substantively in his surrebuttal testimony, and was unaware of any objection to the accuracy of the Company’s contract revisions.  Tr. 544, ll. 11-545, l. 2.  Application of Commission precedent in this case warrants adoption of the Company’s NPC contract revisions, while applying a higher standard of review to the DPU’s update to the coal cost forecast.  
C.
The Commission Should Reject OCS’s Proposal to Remove Graveyard Market Caps From the Company’s Normalized NPC Modeling.  OCS proposes to eliminate the 1:00 a.m. to 6:00 a.m. market caps in the California Oregon Border, Palo Verde, Four Corners, and Mid Columbia wholesale market hubs. Falkenberg Direct/12, ll. 254-56.  The Company currently models a limited market for wholesale sales in the middle of the night to prevent GRID from modeling unrealistically high levels of wholesale transactions.  OCS proposes to change GRID to model limitless markets, 24-hours a day, with the same market for sales at 3:00 am as in high load hours such as 8:00 am or 5:00 pm.  Tr. 646, ll. 8-11.  The effect of the OCS adjustment is to increase coal generation in GRID to artificially high levels and decrease NPC. 

In October 2005, this Commission issued an order approving the Company’s use of market caps when calculating avoided costs.
  The Commission found that the evidence did not support the assertion that “coal output could or should be higher than shown in GRID.”  On that record, the Commission concluded that “coal reserves are backed down in some hours and use of a production cost model, including market caps, is necessary to accurately identify production costs avoided by a QF and thereby maintain ratepayer neutrality.”
  Because none of these facts have changed in the four years since the Commission issued this order, there is no basis for OCS’s proposal to eliminate market caps and model a limitless market in the graveyard hours. 

OCS first argues that the Commission should disregard its 2005 order because it was issued in an avoided cost case rather than a general rate case.  Falkenberg Surrebuttal/8, l. 184 and at 9, ll. 189-90.  In the 2007 general rate case, however, at Mr. Falkenberg’s urging, the Commission relied upon this same 2005 avoided cost decision to order the Company to include a 48-month history of non-firm transmission in GRID.  Tr. 647, l. 24-648, l. 4.  

Second, OCS argues that market caps are no longer necessary to prevent GRID from modeling too much coal generation.  Mr. Falkenberg supports this argument by focusing only on coal generation during only a single 12-month period, calendar year 2008, and arguing that all actual coal generation levels before and after this particular time period are irrelevant.
  OCS models 46.1 million MWh of coal generation in GRID as a result of lifting market caps.  Duvall Rebuttal/11, ll. 238-41.  This generation level is virtually the highest actual level the Company has experienced at any point and it exceeds all actual four-year rolling generation averages since January, 2000.  Duvall Rebuttal/11, ll. 235-41.
The 2008 averages for coal generation, coal generation in the graveyard hours and graveyard sales relied upon by OCS are all abnormally high. Chart, Duvall Rebuttal/12. For example, coal generation in the OCS study for the graveyard period exceeds the 48-month average by over 200,000 MWh. Duvall Rebuttal/12, ll. 251-52. More recent data show that coal generation has dropped considerably, highlighting the inappropriateness of OCS’s reliance on the 2008 12-month average; the OCS study exceeds the actual one-year rolling average ended August 2009 by approximately 1.7 million MWh. Duvall Rebuttal/11, ll. 240-43.

In contrast, the Company models 45.3 million MWh of coal generation when applying the market caps approved by the Commission in the 2005 order.  See Chart, Duvall Rebuttal/12; Tr. 447, ll. 5-8.  While this amount of coal generation is considerably higher than the most recent 48-month or 12-month rolling averages, it is a far better approximation of normal coal generation levels than what OCS proposes as a result of removing market caps. See Chart, Duvall Rebuttal/12. Like the 2005 avoided cost docket, OCS failed to produce evidence that coal generation is understated in GRID.

Third, the evidence in this case shows that market caps continue to be necessary to limit the size of wholesale markets in the illiquid graveyard hours.  Duvall Rebuttal/10, ll. 199-207.  In 2004, Mr. Falkenberg testified that the Company’s coal plants are frequently turned down at night because there is not a liquid market for power during the graveyard shift.  Tr. 662, ll. 15-21; RMP Cross Exhibit 17.  DPU took this exact same position in 2005 in the avoided cost case in support of market caps.  RMP Cross Exhibit 16.  

Mr. Falkenberg now attempts to downplay his 2004 testimony and that of DPU in 2005 by arguing that the back down of coal plants is now far less prevalent than in the past.  Falkenberg Surrebuttal/11, ll. 247-49.  In fact, a comparison of generation in the graveyard hours to the generation in hours other than graveyard shows that the amount of coal generation backed down in 2008 is higher than it was in 2005 (175 MW compared with 156 MW).  Tr. 446, l. 15; RMP Cross Exhibit 18.  

Finally, OCS argues that including the additional reserve requirements that are needed for wind integration in GRID demonstrates that coal generation is now understated in GRID.  Falkenberg Surrebuttal/13, l. 303-14, l. 313.  However, if properly modeled through the intra-hour wind integration model, the coal generation associated with the reserves is much smaller (approximately 1/7th) than calculated by Mr. Falkenberg and are not material to the analysis of this adjustment.  See RMP Response to UPSC’s NPC Data Requests 1-9. 
D.
The Record Supports Adoption of the Company’s Proposed Wind Integration Charge (“WIC”).  OCS and RMP agree that a reasonable WIC in this case is $6.62/MWh.  Duvall Rebuttal/36, ll. 774-76; Tr. 447, ll. 21-22.  The Division proposed a WIC of $4.81/MWh and UAE proposed a WIC of $3.02/MWh.  Powell Surrebuttal/8, ll. 134-37; Higgins Direct/20, ll. 491-93.  The Commission should adopt the OCS and RMP WIC because the evidence shows it is the most reasonable.

Although DPU and UAE do not contest that BPA’s intra-hour costs are at least $5.89/MWh, they propose total WIC significantly lower than this amount.  See Powell Surrebuttal/8, ll. 134-37, Higgins Direct/20, ll. 491-93.  DPU and UAE have presented no reasonable basis to believe that RMP’s WIC will be significantly lower than BPA’s on a per MWh basis.  

UAE’s analysis of inter-hour costs is also flawed because it assumes the Company can always use its own reserves to support inter-hour wind integration and therefore never incurs inter-hour WIC.  Higgins Direct/14, ll. 352-55.  UAE is the only party that assumes no inter-hour WIC.  Tr. 735, ll. 20-24.  As Mr. Duvall discussed in his rebuttal testimony, when actual wind generation deviates from forecasts, the Company must use market transactions to cover the difference because the Company’s own generation is already committed.  Duvall Rebuttal/37, l. 807-38, l. 810.  UAE’s position that the Company incurs no inter-hour wind integration costs is in conflict with this fundamental fact.  

In the Company’s 2008 rate case, Mr. Higgins testified in support of an $0.85/MWh WIC based on his conclusion that the WIC consists of the cost of holding 26 MW of incremental reserves.  Tr. 722, l. 9-723, l. 9; RMP Cross Exhibit 22.  Here, Mr. Higgins’ WIC is based on the Company holding 221 MW of incremental reserves, or 8.5 times the reserves from the 2008 case.  Tr. 723, l. 19-724, l. 6.  Simply multiplying his 2008 WIC, $0.85/MWh, by 8.5 to reflect the increased reserves results in a WIC of $7.23/MWh.  Tr. 724, l. 19-725, l. 6.  This result underscores the unreasonableness of UAE’s proposed WIC of $3.02/MWh in this case.

Mr. Higgins objected to this analysis because he argued that the relationship between wind integration charges and wind penetration is not linear.  Tr. 724, ll. 16-18.  Given that integration charges generally increase when wind penetration levels increase (Tr. 719, ll. 15-18), the non-linearity of the relationship between wind penetration and WIC indicates that the WIC would be even higher than $7.23/MWh based on current wind penetration levels.  

UAE also argues that intra-hour WIC should include costs associated with “regulating up” but not “regulating down.”  Higgins Direct/17, ll. 414-427.  To reach this asymmetrical conclusion, UAE assumes that the Company incurs no additional expense when it backs down generation because wind output increases.  Higgins Direct/17, ll. 430-32.  Regulating down, however, does include additional costs not included in GRID because the Company necessarily deviates from the most economic operation of the system.  Duvall Rebuttal/40, l. 869-74.  

DPU’s proposed WIC is also unreasonable.  DPU’s criticisms of the Company’s wind integration charges rest mainly on the quality and extent of the data used in the Company’s analysis.  Powell Surrebuttal/7, ll. 122-23.  The Company explained that its determination of total WIC could be further refined, but that those further refinements would add factors that would increase costs, such as transmission constraints.  Duvall Rebuttal/42, ll. 903-08.  

DPU also argues that a “reasonable compromise” on this issue is to use the average of the available intra-hour values in the record in this proceeding.  Powell Surrebuttal/7, ll. 123-30.  DPU’s calculation ignores the BPA intra-hour cost of $5.89/MWh, which is in the record and is an undisputed component of the Company’s WIC (applied to wind resources in BPA’s control area).  Tr. 559, l. 18-561, l. 5.  Including the BPA charge in the average of available intra-hour values results in an intra-hour average cost of $3.73/MWh and total WIC of $5.52/MWh.  Id.
DPU also cited a report from industry experts to criticize the Company’s intra-hour WIC calculation.  Powell Direct/13, ll. 218-29.  That same report, however, cited the Company’s then most recent wind integration study as a case study with no criticism of its methodology.  Tr. 563, l. 8-564, l. 4; RMP Cross Exhibit 12.  The report also cited the Company’s WIC of $5.50/MWh in 2004, calculated without considering regulating reserves.  The industry experts DPU relies upon actually support both RMP’s methodology and results.  

Finally, a comparison of the Company’s proposed WIC level to the costs of other utilities in the region supports the conclusion that the Company’s proposal is reasonable.  Duvall Rebuttal/42, l. 915-43, l. 935.

OCS also proposes disallowance of WIC related to non-RMP wind projects in the Company’s control area because they argue those costs must be recovered through the Company’s OATT and not from customers.  Hayet Direct/8, l. 163-86.  OCS provided one example where BPA requested FERC approve BPA’s WIC rate as evidence that FERC permits transmission providers to impose a WIC.  Hayet Surrebuttal/6, ll. 140-47.  

This argument is unpersuasive.  OCS’s proposal ignores the fact that the Company has an obligation to interconnect with all generation facilities and its FERC tariff prohibits the Company from discriminating against wind facilities.  Duvall Rebuttal/44, ll. 947-59.  FERC does not have jurisdiction to determine whether BPA’s rates are discriminatory.OCS could identify no transmission provider subject to the federal mandate against discrimination with an approved wind integration charge in its OATT.  Tr. 618, l. 6-619, l. 20; Tr. 621, l. 21-622, l. 1; RMP Cross Exhibit 13.  

OCS conceded that it is industry standard for transmission providers to supply wind integration services within their control areas and not directly charge for them under their OATT.  Tr. 623, l. 12-14.  At hearing, Mr. Hayet suggested that FERC is sympathetic to OCS’s concern that ratepayers bear the burden of WIC for non-RMP owned facilities.  Tr. 621, ll. 17-20.  In the order cited by Mr. Hayet, however, FERC clearly and unequivocally rejected the utility’s attempt to include WIC in its OATT.
   Given the fact that FERC currently permits no utility in the country to charge a WIC as a part of its OATT, it is unreasonable to disallow these costs on the basis that they should be charged directly to third-parties under the Company’s OATT.  It is possible that FERC policy may change in the future and the Company agrees to keep the Commission regularly apprised of all relevant FERC developments as the Company prepares for its next FERC rate case, which must be filed on or before June 2011.  Tr. 625, l. 23-626, l. 3.
E.
The OCS Minimum Loading and Heat Deration Adjustments Decrease the Accuracy of the Company’s NPC Modeling.  The Commission should reject OCS’s proposed minimum derating and heat rate curve adjustments.  Duvall Rebuttal/30, l. 659-31, l. 660.  In the 2007 rate case, the Commission declined to accept the proposed adjustment without “further investigation.”
  The record on this issue in this proceeding is nearly identical to that in 2007 when the Commission found that the issue needed further investigation.  Therefore, the Commission should continue to reject this adjustment.

Although Mr. Falkenberg acknowledged that the Company’s deration modeling method is “an industry standard technique,” he implies that his alternative proposal “enjoy[s] substantial industry acceptance.”  Falkenberg Direct/41, ll. 880-882; Exhibit OCS 4.5 at 11 and 15.  Mr. Falkenberg, however, can point to only one other utility that he claims makes his adjustment.  Falkenberg Direct/41, ll. 880-882.  The evidence in this case is clear that OCS’s proposal is not the industry standard.

Mr. Falkenberg argues that without his adjustment, a unit’s maximum may be derated to below its minimum.  Duvall Rebuttal/31, ll. 668-679.  Mr. Falkenberg’s scenario is virtually impossible and could only occur with extremely high annual outage rates that have never actually occurred in the Company’s fleet.  Duvall Rebuttal/31, ll. 671-679.  

Mr. Falkenberg’s proposed adjustment also models units at unrealistic levels and artificially increases the operating range of the units.  Duvall Rebuttal/33, ll. 721-726.  His heat rate adjustment is only applicable when a unit is dispatched at its derated maximum; shrinking every point on the curve, as proposed by OCS, overstates the efficiency of the unit and understates the heat inputs.  Duvall Rebuttal/32, ll. 690-698; Exhibit RMP__(GND-4R); Exhibit RMP__(GND-5R).  The Commission should reject these purely mathematical and technically unsound adjustments.
F.
The DPU and OCS Start-up Energy Adjustments Are Theoretically and Technically Flawed.  The Commission should reject the OCS and DPU proposals to include the assumed value of start-up energy in NPC.  Their proposals incorrectly model start-ups because they do not account for the time necessary to actually start the units.  GRID assumes that gas units can reach their full capabilities instantaneously, so it already overstates units’ generation while they are still ramping.  Duvall Rebuttal/15, ll. 315-19.  Moreover, there is no net value to start-up energy because starting up units incur additional costs that are not captured by GRID due to efficiency losses occurring as other plants are ramped down during gas plant start-ups.  Duvall Rebuttal/16, ll. 325-34.  

OCS’s adjustment contains an additional error because it assumes that there is a mid-hour market for such energy.  Duvall Rebuttal/15, l. 322-16, l. 325.  There is no mid-hour market, so OCS’s assumption that the start-up energy is firm and can replace purchases or make sales is flawed.  Id.  DPU’s adjustment also contains an additional error, the inclusion of start-up energy for the Hermiston plant, when no start-up energy is included in GRID.  Tr. 538, l. 10-539, l. 15.
Additionally, both the OCS and DPU adjustments contain a major technical error because they violate the requirement of the minimum down time required for units to stay offline before returning to service.  Duvall Rebuttal/16, ll. 341-46.  At hearing, Mr. Falkenberg admitted that correction of this error is necessary to accurately model start-up energy.  Tr. 682, ll. 2-8.  Once the OCS and DPU adjustments are corrected for this issue, the OCS adjustment is reduced to $100,000 system and the DPU adjustment would increase NPC.  See RMP Response to UPSC’s NPC Data Requests 1-9. 
G.
OCS’s STF Transmission Synchronization Adjustment Improperly Disallows Transmission Expenses. OCS proposes a significant adjustment to STF transmission, disallowing all but $1.0 million of the $5.3 million included in NPC.  Falkenberg Surrebuttal/26, ll. 586-88.  OCS’s proposal to use a single recent year of data for STF transmission capacity is inconsistent with how other wheeling expenses are included in NPC.  Duvall Rebuttal/23, ll. 495-501.  OCS has provided no basis for modeling one type of wheeling expense different from other similar expenses.

Even if OCS’s adjustment had merit, the level of OCS’s adjustment is unreasonable on its face because it results in a level of expense that is only about 27% of the four-year average expense.  Duvall Rebuttal/24, ll. 502-507.  OCS’s adjustment is inappropriately large because it is not based on the four-year average of STF wheeling expense, as would be the case if the intent of OCS’s adjustment were truly to synchronize expense and volume levels.  See Falkenberg Surrebuttal/26, ll. 598-99.  Instead, Mr. Falkenberg converted these capacity contracts into energy contracts and only included the expenses associated with flows over the paths as modeled by GRID.  Duvall Rebuttal/24, ll. 508-12; Tr. 450, ll. 4-9.  If Mr. Falkenberg’s adjustment were calculated correctly, it would be significantly lower.  Id.; See RMP Response to UPSC’s NPC Data Requests 1-9 (correct adjustment is only $1.8 million system, not $4.1 million system).  
H.
There is No Basis for Rejecting the Company’s Planned Outage Schedule.  The Commission stated in its 2007 rate case order that RMP’s outage schedule must consider actual historical practice, planned outages, and other factors important to scheduling outages.  Report and Order at 33.  Here, the Commission should approve the Company’s schedule because it conforms to these standards.  The Company’s proposed planned outage schedule is based on the assumption that planned outages at a particular plant do not overlap because of reliability and labor issues.  Duvall Direct/11, ll. 227-235; Duvall Direct/12, ll. 252-254.  DPU witness Mr. Evans criticized this schedule because preventing overlap was deemed a “basic flaw” in the method.  Evans Surrebuttal/4, ll. 75-76.  In the 2008 rate case, however, DPU’s witness expressly endorsed the Company’s method and corrected his own proposed planned outage schedule accordingly. 2008 Dalton Supp. Direct/8, ll. 114-121.  Mr. Evans provides no explanation for DPU’s reversal on this issue.  Tr. 536, ll. 13-15.

OCS supports DPU’s proposal, but also proposes an adjustment moving the Currant Creek outage from the fall to the spring.  Falkenberg Direct/39, ll. 845-847; Falkenberg Rebuttal/1, ll. 16-24.  OCS’s proposal fails to account for the fact that the 2009 Currant Creek planned outage actually occurred in the fall, as reflected in the Company’s proposed schedule.  Duvall Rebuttal/27, ll. 577-580.  There is no basis in this case for adoption of either the DPU or OCS planned outage schedules. 

I.
The Commission Should Reject Use of Daily Commitment Logic Screens.  The Company included in this proceeding the monthly screening proposed by Mr. Falkenberg and approved by this Commission in the 2007 rate case order.  Duvall Rebuttal/13, ll. 260-64; Tr. 451, ll. 1-4.  OCS now proposes to implement daily screens.  Falkenberg Direct/16, ll. 343-49.  The basis for OCS’s adjustment is that in real time operations, the decision to start up or shut down a cycling unit is made on a daily rather than a monthly basis.  Falkenberg Direct/16, ll. 346-48.  This premise is faulty, however.  The variables that operate in real time to trigger operators to start up or shut down units, such as changes in forward price curves, loads, or resources, are fixed in GRID.  Duvall Rebuttal/13, ll. 269-76.  OCS’s adjustment assumes a level of complexity that does not exist in GRID and should therefore be rejected.  Tr. 451, ll. 9-12.
 
IV.  REVENUE REQUIREMENT


The general revenue requirement portion of the case reflected substantial agreement among the parties.  There are, however, 14 remaining adjustments in dispute.  A discussion of these issues follows.
A.
Utah Distribution Maintenance Expense Must Be Re-set.  Mr. McDougal testified that from September through December 2008, the Company reduced distribution maintenance expenditures to keep costs in line with the revenues that the Company was allowed as part of the 2007 Rate Case.  Tr. 78, ll. 7-13.


Mr. McDougal further discussed the fact that the Company had reduced some inspection cycles from every month to every other month, reduced pole tests and treatment work, as well as reducing other Utah substation and equipment maintenance expenditures.  Tr. Id.  Because of these reductions in preventive and corrective maintenance expenditures, these costs must be re-set at an appropriate level to properly maintain the distribution system.  Tr. Id.  The only party that challenged the need to re-set these maintenance costs was the OCS.  In this regard, Ms. Ramas stated that in her view the Company had not “fully supported its adjustment in this area.”  Tr. 400, l. 15.

OCS alleged that the Company was fully recovering its labor costs and that the maintenance expense should therefore not be re-set.  Tr. Id.  Ms. Ramas conceded, however, on cross examination that the Company had provided responses to data requests that address, in considerable detail,  the reduction in preventive and corrective maintenance that followed the Order in the 2007 rate case during the months of September through December 2008.  Tr. 405-407 and RMP-RR Cross Exhibit 8.

As explained by both Mr. McDougal and RMP-RR Cross Exhibit 8, contract labor provides services for both distribution capital investment projects, as well as preventive and corrective maintenance.  When the Company reduced preventive and corrective maintenance work from September through December 2008, contract labor was reduced and internal labor deployed to capital investments in transmission and distribution projects.  


Attachments to RMP-RR Cross Exhibit 8 document that contractor services for the period of September through December 2008 were reduced by over $1 million.  The same attachment further documents reduced expenditures throughout the various Utah operational regions for the same months at substations and operating units.  Normal expense levels throughout the various Utah regions and districts for this period of time total $6,210,998.  Actual amounts expended in September through December 2008, however, were only $2,758,109 resulting in an adjustment of $3,452,889.

Substantial evidence was presented that the Utah preventive and corrective maintenance expenditures must be re-set.  The $3.5 million additional revenue is reasonable and supported by the testimony and exhibits.  Ms. Ramas’ reluctance to accept this evidence is an insufficient reason to reject these reasonable and necessary maintenance costs.
B.
The Commission Should Reject the DPU’s Coal Inventory Adjustment Because  RMP’s Purchase Of Below Market Coal Benefits Utah Customers.  Mr. McGarry proposed a disallowance of RMP’s fuel stock in the amount of $57,097,424, resulting in a revenue requirement adjustment of $2.7 million.  Mr. McGarry alleged that the Company lacked a coal inventory policy, had overstated the current value of coal inventories acquired as a result of the Electric Lake Settlement, and that coal inventories at Utah plants should reflect 85 days of burn inventory.  Mr. Rob Lasich, President of PacifiCorp Energy, refuted each of these erroneous positions.  Lasich Rebuttal/2-9; Tr. 286-287.
Mr. Lasich testified that the coal inventory policy set targets or recommendations for a range of coal inventory.  He also noted that the inventory policy expressly provided for increasing inventory levels beyond the targets if the Company can procure coal at or below market prices.  As acknowledged by Mr. McGarry, that policy existed prior to the Electric Lake Settlement.  RMP Response to DPU 65.1 at p. 3 of 24.  The relevant provision of the coal strategy inventory policy dated May 16, 2007, provides as follows:


Long term inventories will trend towards the 65-70 day target as high ash coal at the prep-plant is eventually shipped to the Hunter Plant.  If there are opportunities in the future to procure Utah coal at below market (distressed) prices, the fuels department is prepared to pursue such purchases.  There is sufficient storage capacity between the Utah plants and the prep-plant to store 4.57 million tons or 180 days of coal. 

The Electric Lake Settlement of February of 2008, as explained by Mr. Lasich, resulted in RMP acquiring 1.5 million tons of coal at below market prices.  Lasich Rebuttal/4; Tr. 282.  The acquisition of this coal was consistent with the May 16, 2007 policy cited above.  Mr. Lasich further testified that the benefit of the Electric Lake Settlement, when netted for the carrying costs associated with additional coal inventory, results in a net benefit or savings of approximately $13 million.  See Revised Response to DPU 65.2 and RMP-RR Cross Exhibit 2 and Tr. 282, l. 14.

Mr. McGarry attempted to criticize Mr. Lasich’s current valuation of $46 per ton of the acquired coal.  However, when cross examined on these points, Mr. McGarry acknowledged that Argus Coal Daily and Coalcast Reporting Service have both valued Utah coal in the relevant time period at amounts equal to or greater than $46 per ton.  Mr. McGarry further acknowledged that he had not consulted with these pricing services, or for that matter, any other, in order to support his opinion that $46 per ton for Utah coal was unjustified.  Tr. 355-357.


Mr. McGarry also conceded, during examination, that his attempts to establish coal  inventory levels at Rocky Mountain Power’s Utah coal-fired plants was also in error because the inventory levels were erroneously stated on information provided him by DPU witness Evans.  Tr. 369.  Mr. McGarry additionally conceded that he had overstated inventory levels at Hunter by ignoring that the Hunter stockpile supplies are not only the Company’s share of the Hunter Plant but the joint owners as identified within the FERC Form 1.  Tr. 364.

DPU’s attempt to adjust the revenue requirement by $2.7 million to reduce coal inventory is unjustified.  The acquisition of the additional coal inventories for the Utah plants at distressed prices has been a direct benefit to rate payers.  Mr. McGarry attempted to support this adjustment upon erroneous assumptions regarding the inventory policy, the current market value of Utah coal, and erroneous calculations regarding the coal inventory.  The rebuttal and surrebuttal testimony of Mr. Rob Lasich, fully supports the acquisition of below market coal and its direct benefit to rate payers.  RMP-RR Exhibit 2.

C.
Generation Overhaul Escalation Is Necessary To Properly Set This Expense.  Mr. McDougal supported a calculation of generation overhaul expense that adjusts the averaged four (4) year historical overhaul expenses for the time value of money and inflation to bring all amounts to current dollars prior to averaging.  McDougal Rebuttal/23-25.


Mr. McDougal noted that the Commission had previously rejected the escalation of this average in its Order in Docket 07-035-93.  McDougal Rebuttal/24.  One of the reasons cited by the Commission for disallowing this escalation in the prior case was the relationship between the four year average and budgeted overhaul expenses, which was not an issue in this case.  He pointed out, however, that the escalation is necessary so that dollars represented in the average, properly reflect the expense associated with generation overhauls.  Although DPU initially opposed this adjustment, it subsequently endorsed the adjustment in surrebuttal testimony.  Salter Surrebuttal/2-3; Powell Surrebuttal/8-13; Tr. 556-557.


Ms. Salter stated DPU changed its “view of escalation to current dollars prior to averaging of the four years.”  She noted that a series of tests were performed by Dr. Powell to validate the Company’s position that DPU “is now in agreement with [RMP]”.  Salter Surrebuttal/3.


Dr. Powell testified at some length regarding the analysis that he performed in order to determine whether or not it was necessary to allow an escalation to the four (4) year historical average.  Dr. Powell stated that his analysis validated the need for an adjustment so that historical expenses reflected in the four (4) year average were adjusted because of the time value of money and inflation.  Powell Surrebuttal/11; Tr. 556-57.
 The only party opposing this adjustment was OCS.  Ms. Ramas acknowledged, however, that the only analysis of the escalation of these generation overhaul expenses that was prepared, was that addressed in Dr. Powell’s surrebuttal testimony.  Tr. 426-427.  The record evidence fully supports the escalation adjustment proposed by the Company for generation overhaul expenses.
D.
The Company Established the Reasonableness of Its Pension Costs And Other Post-Retirement Benefits. Erich Wilson, Director of Human Resources, testified in support of the pension and post-retirement benefits and obligations included within the Company’s revenue requirement.  He noted that total wage and benefit expenses in this case are within one quarter of one percent of the Company’s total wage and benefit expense filed in the 2008 rate case and are largely undisputed.  Tr. 48.  


OCS has suggested an adjustment to the pension costs and other post-retirement benefits in order to account for changes it believes have occurred in the market.  Mr. Wilson testified that the OSC adjustment, which is based upon 2009 actuarial information, results in a selective use of the Company’s actuary’s most recent projection of pension expenses prepared in October 2009.  Ms. Ramas found the 2009 actuarial useful for purposes of proposing an adjustment based upon pension expenses forecast for 2009.  She refused, however, to accept the same report for purposes of the forecast for pension expenses projected for 2010 since the information was not historical, ignoring the fact that this case is based upon a forecast test period.  As reflected in substituted RMP Cross Exhibit 9, pension expenses projected for 2010 by Hewitt and Associates are $21.8 million more than the pension expenses requested in the test year for 2010.  Wilson Rebuttal/ 4-5.

Because the overall pension and post-retirement expenses reflected in the revenue requirement are less than the most current actuarial projection of these expenses, there is no basis for the reduction in the Company’s ability to fully recover these proposed expenses by OCS.  These expenses should be allowed.
E.
Supplemental Executive Retirement Plan (SERP) Is Reasonable And Reflects RMP’s Commitment To Employees.  Mr. Wilson also supported the Company’s inclusion of expenses associated with the SERP in its revenue requirement.  Mr. Wilson noted in his rebuttal that the Commission has previously addressed the SERP expense in its Order in Docket 99-035-10 which stated that SERP is an “essential part of executive compensation in recruiting qualified executives”.  Tr. 51.  He noted that the SERP expenses are related to the Company’s commitment to provide retirement benefits to those who have participated in this plan.  Wilson stated that the SERP expenses in this case are not new except for a small portion of the SERP expense associated with the one active participant in the plan, Mr. Walje.  Tr. 51.

OCS and DPU argue that because these expenses are associated almost exclusively with former employees, there are no benefits to Utah rate payers.  This is a hollow argument.  The SERP expenses are reasonable and the Company’s continued resource and power supply advantages reflect contributions made by former employees under these plans.  The arguments advanced in this docket against cost recovery are no different than those raised in Docket 99-035-10 and should again be rejected.  
F.
MEHC Management Fees Are Reasonable And Benefit Customers.  OCS has proposed an additional adjustment that addresses SERP and other compensation that are a part of the MEHC Management Fees in the revenue requirement.  The suggested adjustment would eliminate approximately $1 million in charges from MEHC related to bonuses and SERP.  Mr. McDougal testified that these costs are reasonable, above-the-line costs and should be allowed as part of the revenue requirement established in this case.  Tr. 79.


Mr. McDougal addressed direct benefits that RMP has received as a result of having MEHC as its holding company.  He noted that significant cost cutting strategies have been implemented since the MEHC acquisition, and improved safety awareness has reduced injuries to employees.  He stated that it is no coincidence that labor costs have either come in lower or almost level with every rate case filed, even during these periods of significant increases in medical costs.  McDougal Rebuttal/40.



Mr. McDougal also noted that prior to the acquisition, total Company administrative and general expenses exceeded $240 million.  However, as part of a commitment made by MEHC at the acquisition, the Company agreed to “a stretch goal of $222.8 million adjusted for inflation for administrative and general expenses”.  In this case, however, the Company’s A&G expenses is less than $180 million, more than $40 million below the target set at the time of the acquisition.  Mr. McDougal attributed these savings directly to MEHC management.  Tr. 79-80.


Substantial evidence was presented that the cost of the Company’s SERP and related bonus programs paid to MEHC are a reasonable and essential part of compensation that has brought quantifiable benefits below the actual costs of management incurred by MEHC.  
G.  Uncollectible Account Expense Of 0.27% Is Reasonable And Should be Allowed.  The Company has requested an uncollectible account expense using a 0.27% uncollectible rate.  McDougal Rebuttal/14.  The uncollectible account rate reflected in the revenue requirement is lower than the actual uncollectible rate for calendar year 2008 which is 0.312%.  It is also lower than the year-to-date figures collected by Mr. McDougal in his rebuttal testimony for 2009.  For the period January through December of 2009, the uncollectible rate is 0.346%.  McDougal Rebuttal/Id.  Therefore, the position of the Company to establish an uncollectible rate at 0.27% is reasonable and justified.  

Ms. Ramas has conceded this point in her surrebuttal testimony at page 7.  DPU does not seriously dispute the reasonableness of the 0.27% uncollectible rate but rather calculates a rate of 0.24% based upon three year historical average.  The Company has relied upon the base period uncollectible expense to compute the rate used for the test period in prior rate cases.  If the Commission prefers to adopt a method for computing test year uncollectible expenses such as an average of actual as proposed by DPU, this should be done as a matter of policy applicable to future cases.  It should not be the basis for a one-off adjustment lowering recovery only when the Company’s request is above historical levels, as is true in this case.  McDougal Rebuttal/14-15.  The uncollectible rate of 0.27% is reasonable and should be allowed. 
H.  Pension Administration Expenses Are Reasonable And Should Be Allowed.  Pension administration costs were proposed to be adjusted by DPU, using 2008 costs to set the ongoing level for pension administration costs.  McGarry Rebuttal/5; DPU Exhibit 3.5.1.  Mr. McDougal, however, proposed to annualize the 2009 actual expenses which results in a more reasonable projection of ongoing pension administration costs.  As demonstrated in Mr. McDougal’s Rebuttal, pension administration costs for the three years prior to 2008 were significantly greater than the abnormally low pension administration costs in 2008 of $338,567.  Tr. 82.  In fact, pension administration expenses for the immediate preceding calendar year of 2007 were $926,312.  McDougal Rebuttal/12.  The annualized 2009 expenses result in pension administration costs of $685,230. This amount is reasonable and the DPU’s proposed adjustment should be rejected on this basis.
I.  Settlement Fees And Chehalis Due Diligence Bonuses Are Reasonable And Should Be Allowed.  The revenue requirement in this case includes approximately $300,000 in settlement fees and Chehalis due diligence bonuses.  Mr. McDougal testified that no party argues against the prudency of either the settlement fees or the Chehalis due diligence bonuses.  Rather OCS opposes the inclusion of revenue in these two categories on the basis that these costs are “out of period”.  Ramas Rebuttal/8, 20-27; Tr. 80.  

These prudently incurred costs are an ongoing part of the business and similar costs will be incurred in the future.  The Chehalis due diligence bonuses reflect the type of bonuses intended to reward and motivate employees to perform at a high level.  While it is true that these bonuses as they specifically relate to the Chehalis acquisition will not be incurred for that specific purpose again, the Company avoids use of acquisition consultants and in lieu thereof regularly incents its employees on a project specific basis.  The Commission should reject OCS’s adjustment to reduce the revenue requirement by the amount of these bonuses of $82,760 because bonuses will continue on other projects at amounts equal to or greater than the bonuses awarded employees involved in performing due diligence during the Chehalis acquisition.

The Company’s settlement of the Colstrip litigation represented a prudent decision from which customers will benefit because it substantially reduced the Company’s potential exposure for both compensatory and alleged punitive damages.  McDougal Rebuttal/42.  Additionally, Colstrip is a low cost resource.  Therefore, the amortized cost of this settlement should be a part of the rates established in this case.  

Because the inclusion of all of the Colstrip settlement increases the settlement recovery beyond historical averages, the Company proposed a three year amortization in Mr. McDougal’s surrebuttal. McDougal Surrebuttal/6 and Exhibit SRM-3SR attached to Mr. McDougal’s Surrebuttal testimony. 

J.  Rent Expense And Airplane Expense Are Reasonable And Should Be Allowed.  DPU has requested that the Commission adjust rent expense in this case by imputing the value of two leases and removing the imputed expense on the basis that these leases should be treated as an “in kind” charitable donation.  Thomson Surrebuttal/9-10.  Mr. McDougal testified that the challenged lease space is provided to the Economic Development Corporation of Utah (“EDCU”) and the Utah Sports Authority.  The Company believes that these leases benefit Utah customers and the state as a whole.  
In addition public testimony in support of these leases was offered by Jeff Edwards the CEO of EDCU, and Jeff Robbins of the Utah Sports Authority, who both expressed appreciation for RMP’s help to promote growth in both business and sporting endeavors throughout the State of Utah.  Tr. 250-264.  Mr. Edwards further testified that EDCU received similar contributions from other electricity suppliers in Utah. Accordingly, the Commission should reject the rent expense adjustment proposed.  
DPU Witness Thomson also suggested an adjustment of $29,431 to remove expenses related to the Company’s twin propeller King Air airplane. Mr. Thomson acknowledged however that the six state service territory in which the Company operates is better served by private air service because of remote areas throughout the territory.  He also admitted that the allocation of expense to the Rocky Mountain Power division by PacifiCorp for use of this plane is generally a reasonable expense.  Tr. 170.  The specific flights that Mr. Thompson has chosen to challenge simply do not support his premise that these flights were unrelated to the operation of RMP’s business that affects Utah.  Therefore, this adjustment should be disallowed.  McDougal Rebuttal/16-20.

K.  Injuries And Damages Expenses Are Reasonable And Should Be Allowed.  The Company supported expenses attributed to injuries and damages.  In establishing the appropriate expense in this area, the Company used a three-year average as an appropriate time frame to smooth out the expense level that varies from year to year.  The three-year average proposed by the Company meets the objective of smoothing this expense.  Therefore, the Company has rejected the position of DPU proposing a five-year average using data from August 2004 to July 2009.  McGarry Surrebuttal/8.  Because the five-year average proposed by Mr. McGarry has not been justified, the three-year smoothing of this expense proposed by the Company should be approved.
  If a five-year average is used, it should be the five years ending during the historic period used in the rate case, consistent with other averages.  If the injuries and damages adjustment is updated using the five years ending December 31, 2008, this adjustment would increase Utah’s allocation of expenses by $208,767. McDougal Rebuttal/39, l. 855.
L.  Hydro Facilities Expenses Are Reasonable And Should Be Allowed.  DPU witness Matt Croft challenged expenses for both the St. Anthony and Cline Falls Hydro facilities arguing that Utah customers receive no benefit from these facilities because they are not currently operating.  Mr. Croft conceded, however, that the Cline Falls and St. Anthony Hydro facilities, as nonfunctioning hydro facilities, are no different than the Powerdale facility which is an expense the Company recovers.  Tr. 209.  The expense attributed to these two facilities should remain a part of the revenue requirement as is true of the additional nonfunctioning Powerdale plant.  These plants have provided power in the past, and customers have benefited from the plants.  Any remaining costs associated with the plants should be borne by the customers, since they were the recipient of the benefits.  If this adjustment is accepted, the remaining book value should be written off and included in this case.  
M.  Construction Work In Progress (“CWIP”) Write-offs Are Reasonable And Should Be Allowed.  DPU witness McGarry challenged the write-off of construction work in progress.  This proposed adjustment was based upon his misperceptions that these costs were within the Company’s control.  Upon further review of the issue following rebuttal testimony filed by Company witness McDougal DPU Exhibit 3.8, Mr. McGarry reduced the amount of CWIP write-offs to $174,389 on a Company basis or $71,727 on a Utah allocated basis.  This reduced amount, reflected in DPU Exhibit 3.8.1SR is still in error.  McGarry Surrebuttal/4.  Mr. McGarry has speculated that the remaining adjustments that he proposes to the Company’s CWIP expense reflect projects within the Company’s control.  The remaining cancelled projects include those which the Company initiated and determined could not be completed for various reasons including economic downturn, technical or process risks that are considered significant in completion of projects.  Therefore, the Company requests that the Commission reject this additional adjustment proposed by DPU.
V.
COST OF SERVICE AND RATE SPREAD
A.
The Load Sample Data is Reliable.
  The Company’s load sample energy data are reliable because they provide load estimates that are consistent with the Company’s billed energy data.  In 2007, the difference between sample estimated energy and billed energy was 0.090102%.  In 2008, the base year for this rate case, the difference was 0.088425%.  Thornton Rebuttal/3, ll. 54-58.  Further, the Company uses stratified sample designs to develop its load studies.  They are designed to provide estimates of load that will fall within plus or minus 10 % of the actual load, nine out of ten times. Thornton Rebuttal/11, ll. 228-230.  This standard is widely used in the industry. The Company exceeds this standard for the latest residential load study.  Tr. 800, ll.6-9. The argument that the load sample data are unreliable because the differences between the sampled data with the billed data on a month-to-month basis are too great is unpersuasive. Because load research data is collected based on strict calendar months, and billing data is collected in billing cycles and then allocated into calendar months using a formula, there will inevitably be differences.  The process used to adjust the billing data to calendar month may not necessarily give a true calendar-month picture for the billing data.  Tr. 772, ll. 2-9. Therefore, to gauge the effectiveness of sampled data as compared to billing data, the data should be compared on an annual basis because the effects of the monthly calendar adjustment to billing data will have largely evened out. Thornton Rebuttal/14, ll. 292-295.
B.
Calibration of Class Load Research with System Peak Data Is Not Necessary.  The Company does not support calibrating the class loads with the jurisdictional loads as suggested by some parties. At least three reasons, unrelated to the sample data, explain the non-calibration of the data: (1) the Company’s methodology to calculate forecast class load data; (2) line losses; and (3) the exclusion of certain customers from the class load data.

Because the Company cannot isolate the source of the differences between class load and jurisdictional load data, class load data and jurisdictional data cannot and need not be reconciled.  Tr. 942, ll. 17-22.
C.
The Company’s Revised Methodology Used to Calculate Forecast Loads is More Accurate.  The Company improved its methodology to calculate forecast loads for the test period in response to discovery requests from parties raising questions about the disparity between class loads and jurisdictional loads. Actual historical class load peak dates were initially adjusted to reflect the same weekday usage for the forecasted test period. Consequently, the monthly peak day in the forecast test period may not have directly lined up with the same day of the month as the historical period. Because of the mismatch, the impact of each class’s contribution to the monthly peak was lost.  Based on the change in methodology the Company used in its rebuttal case, the variance between class loads and jurisdictional loads was reduced from 9% in its direct case to an average of less than 1% difference for the test year. Thornton Rebuttal/8, ll. 153-155. The data more accurately represents the relative class contributions to the 12 monthly peaks in the test period. Tr. 810, ll. 3-5.  The Company made no changes to the underlying load research data and the development of the class load measurements during the base period. The change was only made to the way the peak load data was extrapolated into the forecast test period. Thus, under either estimation methodology, neither the base year load data nor the forecast energy values changed.  Tr.768, ll. 2-7.

The Commission should also reject parties’ requests, including those in OCS’s Motion, to exclude the Cost of Service Study because the reasons used to support their requests are unfounded. The methodology on which the class loads in the Cost of Service Study are based is not overly complicated and is the same methodology the Company used in prior rate cases with historical test periods. Tr.767 , ll.15-16.

D.
Classification of Generation and Transmission Plant Should Remain at 75/25 Demand/Energy.  The Commission should continue to use the current 75/25 demand/energy classification of generation and transmission plant for three reasons.  This classification recognizes the design capability of meeting both peak demand and to generate lower cost energy all hours of the day and during all seasons of the year Paice Rebuttal/8, ll. 160-162.  Second, the Commission has previously decided that this classification is reasonable. Paice Rebuttal/11, ll. 240-252; Tr. 888, ll. 11-17.  Third, no other thorough analysis has been submitted that supports a change from the current classification split. Tr. 886, l. 18.

The Commission should reject UIEC’s recommendation to classify all generation costs as 100% demand-related  While it may be reasonable to classify the fixed costs of simple cycle combustion turbines and other peaking resources 100% demand-related, such a classification would not be appropriate for the majority of the Company’s diverse portfolio.  The Company’s resource fleet is heavily skewed toward base load plants that were constructed not only to meet peak load, but also to produce low cost kilowatt-hours 24 hours per day, 7 days per week as needed to provide the energy requirements of all customers Paice Rebuttal/15, ll. 338-345. The Commission should also reject DPU’s recommendation to significantly increase the classification of generation costs toward energy-related costs for the same reasons cited above.
E.
Allocation of Generation and Transmission Plant Using 12 Coincident Peaks is Appropriate.  The Company agrees with UIEC that summer peaks are growing. Recognizing this, the Company introduced, in Docket 06-035-21, modifications to the allocation of generation fixed costs and net power costs to reflect the impact of seasonal costs and load differences. This approach was a way to recognize the impact of seasonal. Paice Rebuttal/16, ll. 361-366. The Company rejects UIEC’s contention that the 12 CP cost allocation methodology is out-dated. The 12 CP recognizes that each of the monthly peaks is important. Costs are allocated throughout the year based on the entire integrated system because this is how the system is planned and dispatched.  In addition, it is appropriate for allocation methods to be consistent between inter-jurisdictional and class cost of service allocations. Paice Rebuttal/16, ll. 367-370.

The Commission should reject UIEC’s alternative allocation methodologies of using either a 3 CP or Average and Excess Demand (“AED”) methodologies. Mr. Brubaker is recommending methodologies that favor the Schedule 9 customers.  However, Mr. Brubaker fails to mention how his recommendations impact other customer classes. A review of page 2 of both exhibits, UIEC MEB-8 and MEB-9, illustrates how dramatically costs shift among other rate schedules at the target rate of return. Paice Rebuttal/17, ll. 385-393.  The 3 CP method shows the residential class needing approximately a $36 million revenue requirement increase, yet the AED method show residential customers needing a revenue requirement increase of $52 million. (Cite MEB’s exhibits). In conclusion, UIEC’s recommendation to adopt the 3 CP or the AED methodologies should be rejected because neither method is appropriate. Paice Rebuttal/17 ll.395-398; /18, ll. 399-400.
F.
The Allocation of Shared Services Should Not Be Changed.  The Company allocates service drops using a single service per customer because Company records do not contain data regarding the number of customers per service drop and there has been no business reason to maintain such data.  The Commission should reject the OCS’s proposed methodology of allocating service drop costs because it includes flawed assumptions which are inconsistent with distribution design practices, uses non-specific RMP data and makes no attempt to reflect shared services for non-residential customers.  Paice Rebuttal/7, ll. 150-153.  However, if the Commission determines this information is needed, the Company requests that a public process be undertaken to complete a shared services study and that the cost of such a study receive prior approval from the Commission.  The Company estimates that a study could be expensive and time consuming since it would entail a thorough physical survey of Utah Residential and general service customers in order to determine and classify the types of shared services that are in place.  Paice Rebuttal/4, ll. 85-90; 6, ll. 124-132.
G.
Allocation of Firm Non-Seasonal Purchases Is Appropriate.  The purchased power expense allocation presented in the cost-of-service study is consistent with allocations presented in the Jurisdictional Allocation Model.  The Commission should reject OCS’s recommendation to increase the energy-related portion of firm non-seasonal purchases because it would cause sales for resale revenue and purchased power expenses to be allocated differently due to the fact that sales for resale revenue would be allocated inconsistent with the cost of the resources supporting those revenues.  Paice Rebuttal/12, ll. 277-281. Mr. Chernick’s discussion regarding the use of a peaker method to allocate generation costs, is not a definitive analysis, is highly subjective and has the potential to shift costs among customer classes. Paice Rebuttal/13, ll. 293-296; 14, ll. 307-309.
H.
Parties Present No Evidence Supporting A Change to Distribution Classification and Allocation Factors.   The Company recommends that the Commission continue to endorse its use of the current classification and allocation factors for distribution costs.  Substation equipment and primary lines should be classified as demand-related and allocated with factors based on the 12 monthly distribution coincident peaks weighted by the number of distribution substations peaking in each month.  Line transformers and secondary lines should be classified as demand-related and allocated with a factor based on annual non-coincident peak times the design coincidence factor.  Service drops and meters should be classified as customer-related and allocated using average service drop costs. Alt Rebuttal/5, ll. 108-118. The current classification and allocation used for distribution costs have been used for the past 19 years, and are supported by the Distribution Cost Allocation Study; a comprehensive study that was vetted for many years and reviewed in multiple cases.  Alt Rebuttal/8, ll. 170-174.  Mr. Alt testified that the projected peak load, including growth, is the key cost driver of substation equipment and primary lines, and that as such, substation equipment and primary lines should continue to be classified as 100 % demand-related. Tr. 835, ll. 14-18. Mr. Alt further testified that he reviewed the Company’s current distribution construction standards and found them to be consistent with the current allocation methodology. Id. In contrast, OCS presented no comprehensive study, relied on twenty- to thirty-year outdated design guidelines, and, in some cases, presented incomplete and therefore unreliable evidence as support for a change to the classification of substation equipment and primary lines. Tr. 1000, ll. 13-18.
I.
Treatment of MSP Rate Mitigation Cap. The Commission should continue to support the Company’s treatment of the MSP Rate Mitigation Cap in the class cost of service. The Company’s cost of service treatment of the Rate Mitigation Cap is consistent with the Company’s representations before the Commission in the hearing to approve the MSP Stipulation held July 19, 2004.  Paice Rebuttal/20, ll. 465-467. UAE’s position that the Rate Mitigation Cap reduces the allocation of generation costs to the state of Utah instead of reducing the Company’s return on rate base is incorrect. The MSP Protocol which was stipulated to by the parties and approved by the Commission, is the methodology used to allocate costs to Utah.  The Company’s cost of service study reflects the impact of the Rate Mitigation Cap by incorporating the lower effective return on rate base it produces. Paice Rebuttal/21, ll. 496 – 498.
J.
Allocation of Income Tax Expense. The Company continues to support its approach of allocating income tax expenses based on relative rate base, which has been approved by the Commission in other cases, including Dockets 79-035-12 and 97-035-01. Paice Rebuttal/23, ll. 541-544. UAE’s proposal to calculate income tax expense based upon the class’s forecast present revenues would, depending on the particular class, allocates taxes below or above the costs to serve such class. For example, a class whose earnings exceeded an allowed rate of return would be allocated more taxes than its fair share and allocated less than its fair share if earnings fell short of an allowed rate of return. Paice Rebuttal/22, ll. 513-515.
K.
Overall Reasonableness of Cost of Service Methodology.  While there is no single correct cost of service methodology, the cost of service methodology used and supported by the Company in this case results represents a middle-of-the-road approach when compared to the significantly divergent recommendations presented by other parties.  The methodology has been reviewed by the Commission over a period approximately twenty years and found to be reasonable.  No party in the case has provided adequate evidence to justify a change in methodology at this time.
L.
The Rate Spread Proposed in the Company’s Rebuttal Testimony is Reasonable and Should be Adopted. The rate spread proposed by Mr. Griffith in his rebuttal testimony is designed to reflect cost of service while balancing the impact of the rate change across customer classes and, therefore, is reasonable.  Griffith Rebuttal/2, ll. 43-45. While several alternatives were proposed, the Company’s proposal is a balanced approach that takes everyone’s interests into consideration. The Company proposes a range of increases from 2.9 % to 4.8 %.

VI.  CONCLUSION

RMP respectfully requests that the Commission approve its needed additional revenue of $53.2 million which results in an overall rate increase of 4%, effective February 18, 2010, together with its proposed rate spread.  
DATED:
January 11, 2010.
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� See e.g. Stewart v. Utah Pub. Serv. Comm’n, 885 P.2d 759, 767 (Utah 1994) (“[J]ust and reasonable rates … produce enough revenue to pay a utility’s operating expenses plus a reasonable return on capital invested.”); Utah Dept. of Bus. Reg. v. Pub. Serv. Comm’n, 614 P.2d 1242, 1248 (Utah 1980) (“In determining a just and reasonable rate, the gross revenues should be of a sum to cover two distinct components, the operating expense and the return on invested capital….”).





� Re Questar Gas Co., Docket 02-057-02 at 20 (Dec. 30, 2002); Re Rocky Mountain Power, Docket 07-035-93, Report and Order at 16 (Aug. 21, 2008) (“Report and Order”); Lawton Direct/11, ll. 253-254.  


� Bluefield Water Works and Improvement Co. v. Public Serv. of W. Va., 262 US 679, 692-693, 43 SCt 675, 679, 67 LEd 1176 (1923).


� See Re Questar Gas Co., Docket  99-057-20 at 15 (Aug. 11, 2000).


� Re Questar Gas Co., Docket  02-057-02 at 35 (Dec. 30, 2002);


� See also Id. at 29.





� Id. at 34-35.


� Id. at 31.


� See PacifiCorp, Docket  99-035-10 at 36, 201 P.U.R.4th 467 (May 24, 2000).


� OCS has since withdrawn its proposed update to the BPA wind integration charge, but UAE continues to support it.


� The cost of service modifications will be discussed in Section V of the brief.


� Utah Dept. of Business Regulation v. Public Service Comm’n of Utah, 614 P.2d 1242, 1248 (Utah 1980).  


� Notably, while OCS objects to these contract corrections as not adhering to the known and measurable standard, it proposes to include in NPC the Biomass Project non-generation agreement that the Company has not and may not execute.  Duvall Rebuttal/19, ll. 409-10.  


� Report and Order at 51.  


� At hearing, OCS questioned the Company about a pending objection to one of the Idaho Power wheeling contracts at FERC (to which $3.7 million of the NPC increase is related).  While the Company filed the objection as a part of its prudent management of NPC, that objection has not changed the known and measurable aspect of this contract.  If FERC ultimately changes the terms of this contract, the Company expects that rates would then reflect the revised contract terms and any refund associated with the Company’s successful objection. 


� Docket 03-035-14, Order (Oct. 31, 2005).  


� Id.  


� Mr. Falkenberg also objects to using a 48-month average of coal generation to evaluate whether market caps are necessary because market caps are calculated using a 12-month average.  Falkenberg Surrebuttal/8, ll. 179-81.  This issue is a red herring.  Coal generation is largely correlated with plant availability, which is modeled on a 48-month basis.  Therefore, the 48-month average of actual coal generation is the most relevant comparator.  In any event, calculating market caps using a 48-month period gives almost the same result as using a 12-month average, so this provides no justification for exclusive use of a 12-month average of actual generation.  Tr. 678, ll. 6-11.  





� It is also notable that the most recent 12-month rolling average of actual coal generation (44.4 million MWh) is actually lower than the 12-month rolling average generation level in October 2005 (44.8 million MWh), when the Commission approved the use of market caps, and in February 2004 (44.5 million MWh), when Mr. Falkenberg testified that the Company’s analysis of the Currant Creek plant was faulty because it did not use market caps.  See Chart, Duvall Rebuttal/12; Tr. 672, l.8-675, l.11.  


� See NorthWestern Corp., Docket ER09-1314-000, 129 FERC ¶ 61,116 (Nov. 10, 2009).


� Report and Order at 38.  


� The Company contests all remaining NPC adjustments and proposals as set forth in Mr. Duvall’s testimony, including the Cholla Capacity (Duvall Rebuttal/26, ll. 557-65); Bridger Ramping (Duvall Rebuttal/28, ll. 607-613); Chehalis Start-up Costs (Duvall Rebuttal/22, ll. 474-79); SMUD Shaping (Docket 08-03-038, Duvall Rebuttal/18, l. 413-19, 427; Docket 08-03-038 Duvall Second Supplemental/ 10, l. 203-11, l. 231; Docket 08-03-038 Duvall Supplemental/5, l. 99-6, l. 121);  Transmission Imbalance (Duvall Rebuttal/25, ll. 532-37); and Hedging Policy (Duvall Rebuttal/44, l. 985-/46, l.1028). 


�   On an unrelated point, DPU industry offered testimony suggesting that contingency costs should not be allowed in certain capital projects.  Zenger Direct/4, l. 73.  Because no adjustment was proposed for contingency costs, RMP has not fully briefed this point.  RMP notes, however, that Mr. Lasich strongly opposed this unsupportable suggestion.  Lasich Rebuttal/13, ll. 269-290; Tr. 281, ll.2-9.


� The five year cash average of injury and damage expense proposed by Mr. McGarry is $4,107,586.  The Company’s three year cash average is $4,320,393.  Thus the difference, on a Company-wide basis is $212,807 and on a Utah allocated basis is $87,921.00.  McGarry Surrebuttal/8, ll. 156 – 158.


� Specifically, the proposed rate increases are approximately as follows: Residential – 3.9%; Schedule 23 – 3.9% ; Schedule 6 – 3.9%; Schedule 8 – 3.9%; Schedule 9 – 4.8%; Irrigation – 4.8%; Lighting – 2.9%.  
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