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Reasonableness of Rates and Chargeg)of
PacifiCorp, dba Utah Power & Light ||)
Company

DOCKET NO. 9903510

REPORT AND ORDER

SHORT TITLE

PacifiCorp 1999 General Rate Case

SYNOPSIS

The Commission changes Pacificorp's annual reveequérement by $17.04 million, based on an
adjusted 1998 test year and an allowed rate ofrrem equity of 11 percent. The Commission also
adopts a Lifeline rate for customers who qualifg @stablishes a new line extension policy. The
percent revenue increase to residential, irrigasomall commercial, and lighting customers is 4.24
percent. The percent revenue increase to large evomthand industrial customers is less than 1
percent.
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|. PROCEDURAL HISTORY

On September 20, 1999, PacifiCorp, d.b.a. Utah Pawe Light (Utah Power, PacifiCorp, or
Company) filed an application to increase reveriye$67 million or 9.9 percent. PacifiCorp has
recently completed a merger with ScottishPower,thisdname may appear in the text of this Re
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and Orde

Interveners were: Salt Lake Community Action ProgdCAP") and Crossroads Urban Center
("Crossroads"), Nucor Steel, a Division of Nucor@wation ("Nucor"), Magnesium Corporation
America ("Magcorp"), Utah Farm Bureau Federatidfa(in Bureau"), the Utah Industrial Energy
Consumers (Abbott Critical Care, Fairchild Semiaaetdr Corporation, Holnam, Inc., Kennecott
Utah Copper Corporation, Kimberly-Clark Corporatidficron Technology, Inc., Praxair, Inc., and
Westinghouse/Western Zirconium Division, "UIEChHetLarge Customer Group (Alliant Aerosp
Company, Chevron Company, Cordant TechnologiesokbhPropulsions, E. A. Miller, Inc.,
Geneva Steel, Hexcel Corporation, IntermountainltHeézare, Thatcher Chemical Company, and
Western Electrochemical Company, "LCG"), the Land ®Water Fund of the Rockies ("LAW
Fund"), and the Office of Energy and Resource Rian(fOERP").

On December 16, 1999, a technical conference wdsonethe Company's proposed changes to its
Line Extension Regulation and General Line Extemstolicy.

On January 10, 2000, the Company filed a motioh thie Commission seeking an extension of the
schedule in this docket. The Company agreed that,@ndition of the Commission approving the
proposed schedule extension, the deadline forilaédrder in this docket be extended to May 24,
2000, and the Commission issued an Amended ScimngdDlider to this effect.

On February 1, 2000, the Large Customer Group &ledbtion with the Commission to extend by
one week, through February 11, 2000, the filinghef prefiled direct testimony of its witness. On
February 3, 2000, a hearing was held on the mditexh by the LCG. On February 15, 2000, the
Commission issued an order extending the LCG fitlagdline for prefiled direct testimony,
exhibits, and workpapers from February 4 to Felyrddr, 2000, with the LCG to respond to data
requests from the Company relating to its prefdedct testimony within one week of service of a
data request.

The Company, the Division, the Committee, the LaEgstomer Group, the Utah Industrial Energy
Consumers, the Land and Water Fund, Utah Offidénafrgy and Resource Planning, and the Salt
Lake Community Action Program/Crossroads Urban @sliied testimony in this proceeding. The
Commission held hearings March 27-31, and April 2000. Public witnesses were heard March
29, 2000. On April 28, 2000, Utah Power, the Dmisithe Committee, the Large Customer Group,
the Utah Industrial Energy Consumers of the Largst@mer Group, and the Salt Lake Community
Action Program/Crossroads Urban Center filed pestrimg briefs.

Il. ADJUSTED 1998 TEST YEAR REVENUE REQUIREMENT
A. COST OF CAPITAL

Using a hypothetical capital structure, with comgainweights for long-term debt, preferred equity
and common equity of 47.4 percent, 3.8 percent &8 percent, respectively, and undisputed
of long-term debt and preferred equity of 7.231cpat and 6.017 percent, respectively, and an
allowed rate of return on common equity of 11 petcee conclude that a rate of return on
investment of 9.0241 percent is fair and reasonable

1. Capital Structure
The Company recommends a hypothetical capitaltstreconsisting of 47.4 percent long-term
debt, 3.85 percent preferred stock, and 48.8 peomnmon equity. This was derived from the

average capitalization of comparable electrictiggiused to develop the Company's return on €
recommendation. The Division agrees with this rec@mdation because the c-to-equity ratio
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falls within the range recommended by StandardRowts for utilities with similar risk. Th
Committee recommends a capital structure of 47r&gme long-term debt, 5.95 percent preferred
stock, and 46.3 percent common equity, derived fileeraverage capital structure of the firms used
in its sample. Under cross examination, the Coneittitness acknowledges that some of the firms
in this sample received less than 75 percent af teeenues from electric operations, and of these,
some are highly leveraged.

We find that the Company's sample of comparabhedfiis a reasonable basis upon which to
determine a hypothetical capital structure. It prés a consistency between recommended return on
equity and capital structure. We therefore acdeptapital structure recommended by the Com

and supported by the Division.

2. Cost of Common Equity

The authorized rate of return on common equity Gbepany's profit rate, is determined by the
return necessary to attract investment in the Coryip&gommon stock. This determination is as
much an art as it is a science. The authorizedofateturn set in this case will help determine the
level of just and reasonable prices charged fatmteservices and will provide the Company with
the opportunity to earn a fair and reasonable meburits investment. There is no guarantee that the
Company will earn that return. Rather the intertbigive the Company a legitimate opportunity to
earn this return, assuming competent managememanthal market conditions. The authorized
rate of return is not designed to insulate the Camgdrom business and financial risks, but isget i
recognition of the financial and business riskades.

a. Positions of Parties

Three parties present testimony and recommendatiosfair and reasonable rate of return for the
Company. Each applies a variety of financial motielhe data of the Company and a group of
comparable companies, and obtains a range of rebksoestimates from which a recommendatit
drawn. Each uses judgment to select inputs andrgggns for the models, and to reach
conclusions. Each acknowledges that the Commissigst use judgment and discretion to
determine a fair and reasonable rate of returthiiCompany.

PacifiCorp. PacifiCorp recommends an allowed rate of returequity of 11.25 percent, and a
range of reasonable returns it places at 10.2 @ @& cent. The Company uses a variety of
Discounted Cash Flow (DCF) models as well as rigknium analyses to present a range of
reasonable estimates for its of return on commaitydts recommendation depends upon capital
market conditions as well as factors affecting lbthelectric utility industry and the Company.

The Company applies DCF analyses to a group of ecalyte companies that have attributes sin

to PacifiCorp. Although it discounts the resultsled constant growth DCF model because of recent
volatility in dividend policy, the Company nonetas$ uses the model to produce an average and
median estimate of 10.2 percent and 10.3 percepeotively. The more cumbersome but
theoretically sophisticated non-constant growtlsier of the DCF produces a higher and broader
range of 11.0 percent to 11.6 percent. A variarthisfmethod uses a ten-year transition period
between growth periods and produces a range ofgetc&nt to 11.3 percent.

To buttress DCF results, Utah Power performs aprsknium analysis which compares the
authorized returns on equity for electric utilitdisring the period 1980-1998 with contemporaneous
long-term utility debt rates. The difference betwéee two is said to be the risk premium. An
empirical analysis of this history, states the Camp reveals an inverse relationship between the
level of interest rates and the size of the rigpum; i.e., as interest rates rise, the risk puemi

gets smaller. Regression analysis is used to dudhé relationship such that a one percent ineeas
in the interest rate leads to a .55 percent inereagate of return on common equity. Applying 1

mhtml:file://C:\Documents and Settings\mbacongudldgettings\Temp\Temporary ... 10/7/200!



Docket No. 9-035-10-- Press Release & Report and Order (Issued: 5/24/B@&)L ... Page9 of 57

to interest rates the Company uses in direct tesiynyields estimates of 12.92 percent to 1:
percent.

The Company points out changes in economic comditgince the filing of direct testimony, most
importantly an increase in utility bond rates obab35 basis points (one hundred basis points equal
one percentage point). Since Docket No. 97-035Hiérest rates have climbed from 7 percent to 8
percent. The Company believes short-term intesgsswill continue to climb, due to actions some
expect of the Federal Reserve Board (Fed). Whderttpact of Fed policy on long-term rates is
uncertain, interest rates generally move togeffieus, the Company stresses that the cost of capital
has increased since the last rate case. In sher€ampany points to the recent rise in utility dhon
rates, the added uncertainty associated with #mesition of the industry to a more competitive
structure, and Company-specific factors such am@gyer with Scottish Power, as key
considerations supporting its 11.25 percent ratestofrn recommendation.

The Division. The Division advocates a range of reasonablengtof 10.8 to 11.2 percent, from
which a midpoint estimate of 11 percent is reconuheerfor the allowed return on equity. This
Division recommendation relies primarily on estiraatresults from its DCF modeling, using
Capital Asset Pricing Model (CAPM) analysis pluar&tard and Poor's single-A utility bond rating
criteria to establish the reasonableness of the 28Hts. Since the Division's recommended return
on equity of 10 percent in Docket No. 97-035-0kugjgests that changes in both interest rates and
stock prices indicate a higher return recommendatday. In its direct testimony, the Division
recommends an allowed return of 10.5 percent,dused this during hearings for an updated
analysis which corrects a data timing mismatchandmputational error. The Division concludes
that the criteria used by the Company to seleanapée of comparable companies is correct if the
sample is revised to exclude outliers having anoosy low or high growth rates. The Company
removed only those companies having negative groatds from its sample.

With these factors in mind, the Division rerunsatgstant-growth DCF model with an 11 percent
return result. The Division employs both constamivwgh and non-constant-growth forms of this
model and averages the results. In response to &ongrguments about the merit of these forms,
the Division testifies that the non-constant gromihdel is more elegant but the assumptions either
requires are equally uncertain or arbitrary. lticdes the range of inputs the Company employs in
its non-constant DCF model to produce a higherohteturn as too restricted. The Division
supports a broad range for the DCF analysis angearthat averaging the results of model runs
mitigates the impact of assumptions and analygmehts. This analysis indicates a return of
approximately 11 percent.

The Division performs a CAPM analysis to checkvhgdity of its DCF results. This model adds a
risk premium, determined to be the risk of a conyfsstock relative to the risk of the stock market
as a whole, to the risk-free interest rate. Thadibw uses the midpoint of a 13-week average of 30-
year treasury bonds for its measure of the ris&-finéerest rate. The betas, a measure of correlatio
between the stock's risk and the market's rislgedrom a low of .45 to a high of .65 . The risk
premium can be estimated in a variety of ways uiticlg reliance on published sources. The
Division uses a long-run average and end-pointsidadard confidence interval of U.S. stock
returns to estimate rate of return. With an 8 parpeemium, the appropriate ROE for the sample is
10.4 percent, states the Division.

A further check on the reasonableness of DCF iesgkd by the Division is Standard and Poor's
bond-rating criteria. One important criterion ig times-interest-earned ratio, which is the ratia o
utility's profit before taxes, plus interest chazgeivided by interest charges. This is accepteal as
measure of a company's ability to meet fixed déhigations. With its recommended rate of return
and capital structure, the ratio is 3.63, withia thnge required to maintain a single-A bond rating
Higher rates of return have little impact on thigoraesults and are not, in the Division's opinion,
justified. In its opinion, an authorized rate ofur®@ of 11 percent is fair and reasonable to irs:
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and ratepayet

The Committee The range of reasonable returns found by the Gaseris 10 to 11 percent, and

its recommended return on equity is the midpoirthaf range, 10.5 percent. The Committee
reviews three financial models and the comparadneiegs approach, but prefers the constant-
growth DCF model for its simplicity and becauses ithe version most used by investors. The m

is applied to a group of companies the Committdiees are reasonably comparable to PacifiCorp.
This sample group differs from the Company's irt theontains only companies having a single-A
bond rating but includes firms that derive lesstli& percent of their revenues from electric
operations. Otherwise, states the Committee, tmpksawould contain fewer firms than is
appropriate for the analysis. So while the Compaxpands its sample by including firms with bond
ratings of single A or better, the Committee in@sidirms with more diversified operations.

Selection of DCF inputs, such as stock prices amdiegs growth rates, greatly influence the res
emphasizes the Committee. It therefore employgiatyaof estimates of growth rates and average
prices of stocks to obtain a rate of return es@mAtthree-month average of the stock price is
recommended to smooth daily price fluctuations, ameéar-term growth rate, based on Value Line's
forecasted dividend growth rate, and a long-terowtjn rate, based on a retention growth rate, are
used. This approach to non-constant dividend groadbording to the Committee, avoids both
economic forecasts and an unsupported relatiomstigeen utility dividend growth and economic
growth. The Committee argues estimating averagea®d return on equity using near- and long-
term growth rates and average prices is reason#bkmalysis supports a range of reasonable
returns between 10 percent and 11 percent.

A risk-premium, or bond yield plus risk premium, timed is used by the Committee to check the
reasonableness of its DCF results. This methodssdbon the theory that the required rate of return
on equity will be higher than the return on bondsduse equities are inherently more risky. The
equity investor stands last in line as a claimanth@ earnings of the firm. The Committee notes,
however, that bonds do carry an interest rate mglependent of a firm's financial or business,risk
that arises because interest rates may change avfided-yield bond is held. Interest rates are
inversely related to the market price of a bonterigst rate risk, the Committee asserts, upsets the
assumption that a risk premium is constant ovee tamd means that the risk premium method is not
reliable as a primary return estimation method. éftheless, the Committee calculates a 1978 to
1999 risk premium for PacifiCorp as an average.01 ercent over utility bond rates and 4.45
percent over Treasury bond rates. When appliedrt@iot bond yields, this produces a rataaifirn
range of 10.95 percent to 11.41 percent.

The CAPM model is, in the Committee's opinion, bsat of the risk premium approach. Applying
it, the Committee derives a rate-of-return rangé.80 percent to 10.10 percent for PacifiCorp and
8.10 percent to 10.74 percent for the Company'pkaai comparable firms. More weight is given
in the Committee's analysis to the results of tid-Dnodel, however, to support its return
recommendation of 10.5 percent.

b. Discussion, Findings and Conclusions

The range of point rate-oéturn estimates found in testimony is 10.5 pertedtl.25 percent. In tl
March 4, 1999 Report and Order in Docket No. 97-085the Commission found a return of 10.5
percent fair and reasonable. Since that time, hew@&@conomic conditions have changed as shown
by increasing interest rates and single-A-ratelityubond rates. In the present proceeding, utility
bonds yield an average of 8.22 percent, approxigna@d basis points higher than during the
preceding Docket. There is, however, conflictinglence on the present record about interest rates,
since 30-year Treasury bonds have a lower yield thay did a year ago. Short- and long-term
interest rates apparently are not moving in conceritrary to normal expectations. The recent
decline in the 3-year bond yield may be an anomaly. Unusual recelatility in the NASDAQ anc
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the New York Stock Exchange may be leading invesimiess risky investments in Ic-term
government bonds. An increase in demand could theserice of these bonds, decreasing their
yields.

Under normal circumstances, the costs of debt gndyemove together. Regression analyses
performed by the Company attempt to quantify thatienship between interest rates and return on
equity. This analysis indicates that rate of reinoreases about 55 basis points per 100 basisspoin
increase in utility bond yield. If this relationghis valid, PacifiCorp's return would increase 100b
percent, given recent interest rate changes. Thisibmn casts doubt on this analysis, however,
repeating points it made in the previous Docket, \6035-01, particularly its opinion that no
theoretical basis exists to support it. Withouteadretical basis, the Division recommends against
reliance on the purported relationship.

Nevertheless, the evidence on the cost of debtifeaniinding that utility bond rates have incredh
since the previous Docket. In the Company's opirtiois supports a return of at least 11 percent.
Financial model results indicate that the reasanedotge for rate of return varies with the particul
model employed and the input assumptions each stnalgkes. As in the past, we continue to rely
on DCF analyses, but, as the witnesses suggedheisisk-premium and CAPM analyses as
reasonableness checks. We believe the constantilgnoadel of the DCF is adequate for estimating
return, but look to the non-constant growth modelsiupport.

A representative sample of comparable companiesgsertant. The Committee's use of firms that
derive a relatively small proportion of their reuess from electric operations causes us to discount
its analysis somewhat, because the record probelbsr support for the sample firms selected by
the Company and the Division. We are aware, howekiat the elimination from the Company's
sample of only those firms having low or negativevgh rates, while retaining those having
abnormally high ones may lead to biased resultsa¢ept as more reasonable the sample
recommended by the Division, in which both high &l growth rate outliers have been removed.

The Company's non-constant growth DCF gives skdhtiher return estimates than those derived
from the constant growth form. On this record, \®arwt adequately explain or accept the
difference, and continue to interpret results basekinowledge that each analyst subjectively
chooses model assumptions and inputs. These catlygrdluence modeling outcomes. At times in
the past, this has led us, when the record is maate to do otherwise, to seek an allowed return by
averaging model results. In this Docket, the rasfgeturn recommendations is narrow. Only 75
basis points separates them. This makes a decigich more apparent. Financial modeling results
support an allowed return of 11 percent, and th@eeseonclusion may be drawn when these results
are averaged and the sample of comparable firnssmeended by the Division is employed. This
result is further supported by the increase in obsapital that the record shows has occurredesinc
our last rate order in Docket No. 97-035-01. Weohatte an allowed rate of return on equity of 11
percent is fair and reasonable for both stockhslded ratepayers.

B. INTERJURISDICTIONAL ALLOCATION ISSUES
1. Normalization of Firm Retail Peak Loads

One of the primary influences in the allocatiorco$ts among jurisdictions is the System Gener
(SG) factor. The SG factor is a weighted averagb®fSystem Capacity (SC) factor, a measure of
peak load responsibility, and the System Energy {&&or, a measure of annual use. The weights
are 75 percent for the SC factor and 25 percernthioSE factor. The SG factor is used to allocate,
among other costs, the investment and non-fuelresggeassociated with the Company's production
and transmission functions. To construct the S@fathe hour when the combined firm retail loads
of all jurisdictions attain a maximum is identifiéat every month of the test year. Each jurisdics
load is measured in megawatts at the identified pear of the month. The monthly peak loads
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each jurisdiction are then added together to ol@aiannual jurisdictional figure. The SC facto
the ratio of a jurisdiction's annual figure to téal for all jurisdictions. This is known as thga-1
coincident peak method.

In the Division's judgment, the growth in Utah's faCtor was abnormal and should be normalized,
due in part to the shift in the system winter pkeds from the morning to the evening. The SC
factor is relatively sensitive to changes in timeetiof day used to identify the monthly peak. In&,¢

all four monthly system winter peaks occurred dytime evening. In contrast, there were no system
winter evening peaks in 1990, 1991 1993, or 1984,in0 1992, 1995 and 1996, and two in 1997
1999. In the Division's judgment, 1998 peak loadsadbnormal, resulting in higher than normal SC
and SG factors for Utah. To compensate for the atmums four peaks, the Division recommends
increasing the 1997 SC factor by its 1992 to 1988age annual growth rate of four percent to
obtain a normalized 1998 SC factor. This growtl ratsupported by statistical analysis. Relative to
the Company, the Division's adjustment reduce$Sthdactor from 34.9593 percent to 34 percent
and reduces the SG factor from 34.8781 perceM ttb87 percent. Using Utah's unadjusted results
of operations and the Commission's 11 percent altorate of return on equity, determined
previously, these changes in allocation factom@hwith related changes in deferred income tax

factors, reduce revenue requirement by $3,698 diative to the Compan(%.) Neither the
Committee nor the Large Customer Group (LCG) toplsition on this issue.

The Company opposes the Division's normalizing stdjent because it believes the1998 SC and SG $aater
consistent with general load growth trends duri8§2:1998. It explains the shift to system winteem@ng peaks as a
result of load growth in Utah relative to othertsta Prior to the 1989 merger, Utah Power peakédeirevening during
three and sometimes all four of the winter monthg&ddition, the use of electricity for space hegiis declining in the
Pacific northwest. The Utah jurisdiction's, asidigtfrom the system's, winter peaks during 19929 have all occurre
during the evening.

The Division demonstrates to our satisfaction thatoccurrence in 1998 of four winter peaks isonaaly. If our own
observation of the pattern of system winter evempieaks were not enough, the Division's statistaallysis is
persuasive. We conclude from the record that thputé over the number of winter evening peaks doealone explai
the deviation of the SC factor from the 1993 thitod§97 trend line. In the absence of an appropegpéanation, we
find it reasonable to apply to the 1997 SC fadterdrowth rate derived by the Division from histatidata.

2. Time Of Peak For The Measurement Of Firm RetaiLoads

The assumption underlying the Company's methodtefjurisdictional cost allocations is that wholesaansactions
provide an overall benefit to retail customersthis approach, the costs of wholesale service amaeehby firm retail
customers and the revenues from wholesale trangadctire allocated to firm retail customers as ditte offset these
costs. This is the revenue credit treatment of edalke activity. Due to recent moves toward coripatiind the growth
in the Company's wholesale activity, the Commitsegoncerned that retail customers may be subsgliwholesale
transactions. In 1998, retail and wholesale eaale @pproximately 50 percent of total Company sales.

In the Committee's view, because the Company Hias abligation to meet both retail and wholesalads (both are
included in the Company's RAMPP integrated resoplaes), and wholesale sales are of a relativglyiitant size, th
time of the system peak should be defined by the lowhich the combination of firm retail and fiwholesale loads
peak, not when firm retail loads alone peak. Then®ittee recommends basing the SC allocation famiagrach
jurisdiction's peak demand at the time when thelgoation of retail and wholesale loads peak eachtmadrhis
adjustment reduces revenue requirement by abot§lion. In addition, the Committee recommendiablshing a
forum to address the treatment of jurisdictionakraie responsibility, both retail and wholesalehigmwake of recent
changes in Company direction and wholesale markatspossible future changes in the electric wtifitlustry.

The Division opposes the Committee's adjustmendilmseit may produce volatile results and is iniast with the
revenue credit approach to retail ratemaking, witiehDivision supports in this Docket. The Divisidtrowever, does
support the Committee's recommendation to establfsium to investigate the jurisdictional revemegquirement
responsibility between wholesale and retail custsniEhey suggest the issue of loads to be usedtermining the tim
of system peak could be studied in such a forum.

The Company opposes the Committee's recommendafiarteange in the measurement of peak load redpititysi
affects all states and should first be discusséldealPacificorp Interjurisdictional Task Force olo&ations (PITA), the
Company argues. It also points to treatment of edalk loads at the Federal Energy Regulatory CosionigFERC)
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where they are excluded from the reporting requinenused to determine the hour of system peakChmepany
further argues that the long-term obligation toseerholesale contracts differs from the obligatiorserve retail and
FERC requirement service loads, and wholesale actstare included in the RAMPP planning processhfeir contract
period only and not beyond. Volatility of wholesakdes can distort the hour of system peak, suattotitside
influences produce changes in retail cost allocatio

We will not accept the Committee's recommendatiobase the time of peak on both retail and whaoteleads. The
reasons to reject it given by the Company and tiwesion are convincing on this record. We will, hever, order the
establishment of a forum, as recommended by then@itiee and the Division, for the purposes they hdeetified.

3. Treatment Of 1997 And 1998 Retail Special Contrids

The loads and revenues from firm retail speciatieamts signed before 1997 are assigned to thaljatien in which the
customer is located and where the contract is applroAn agreement was reached among the staffsemaives of th
states participating in PITA to use the revenuditipproach to allocate, rather than assign,&lkerrues from firm
special retail contracts signed beginning in 199 load from these recent contracts is removed fle calculation c
a jurisdiction's load-based allocation factorstheocost of serving these contract customers igsebby remaining firm
retail customers, and the revenues are allocatell jurisdictions as a credit to offset the alltezhcosts.

This treatment disadvantages Utah since Utah tativedy few of these special contracts relativetoer states. The
Committee recommends assignment of the loads arethues from firm retail special contracts signed987 and 1998
to the jurisdiction in which the contract was apg. The effect of this adjustment is to reducenexe requirement by
slightly less than $4.7 million.

The Committee's adjustments for the time of sygteak and the treatment of firm retail special caxts affect deferre
income taxes, and the allocation factors basecdeferiebd taxes. The Committee did not address ghigeiwhen it made
its adjustment, and agrees that the deferred tegadion factors should be adjusted, but does gaeawith the
Company's correction of the tax factors necessanyplement the Committee's adjustment. The efiétte
Committee's two adjustments, discussed here angeatsonot independent. Relative to the Comparg/ctimbined
effect of both of the Committee's adjustments redube SC factor from 34.9593 percent to 33.485&epé, reduces
the SE factor from 34.6347 percent to 33.5118 peyead reduces the SG factor from 34.8781 pertcedi3.4921
percent. Using Utah's unadjusted results of opmratand the Commission's allowed rate of returratebase,
determined previously, these changes in allocdtiotors reduce revenue requirement by $8,778,2awe to the

Company's allocation factof®.The effect of the time of peak adjustment is gligihtly less than the effect of the
special contract adjustment.

Initially the Division supported a similar adjustmebut withdrew its proposal and recommends tha@tGommission
defer this issue for discussion at PITA beforenigkndependent action.

The Company argues that assigning firm retail gd@cintracts to the jurisdiction in which the ceawtris approved, the
"host" jurisdiction, raises the host's revenue i@guoent and delivers more of the contribution teé costs to non-host
jurisdictions. This provides an incentive for theshjurisdiction to reject special contracts thatyrbenefit the entir
system. The Company states it is indifferent ashether these contracts are assigned to the réspéast jurisdiction:
or allocated to all jurisdictions. Its interesthst all states adopt the same treatment. Otheriwiseexposed to the risk
of being unable to recover all of its costs, anlliva forced to discontinue special contracts a&y #xpire. The
Company maintains that the Utah Commission shoctdéat the commitment the Division made at PITAltocate
these contracts. If the Commission wishes to revark to assigning special contracts, this shoalddne for new
contracts rather than those the states have atredidcate.

For the purposes of this case, we do not accefdinemittee's adjustment. The future treatment e€b contracts is
not resolved by this Order. For the present, weamakchange in treatment of special contracts. Wead accept the
Division's recommendation to have PITA examineisisee before we take independent action. Only thféssof
commissions are members of that group; other caedgparties are not represented there. Nor argettisions reached
at PITA in any way binding on this Commission, btg simply a potential basis for Division recommegiahs here.

4. Account 903 Allocation Factors

Prior to 1996, the Company used local offices,tecadl throughout its service territory, to interaith customers either
face-to-face or by telephone for a full varietysefvice and billing purposes. Since then, two negional business
centers have replaced the local offices, which Heeen closed. The Division has been seeking aropppte way to
allocate the customer service costs, booked to FRE®©unt 903, associated with these new businedeis It has
disagreed with the allocation treatment recommeryettie Company. The Division recommends usingres g
allocation factor called System Overheads (SO)romgerim basis until further analysis establishiemdeed it can,
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better cost-causal relationship for choice of thecation factor. The Company recommends a custewlated factor
reflecting the number or count of customers (CN).dther party expresses a recommendation.

Before the local offices were closed some 74 peroBAccount 903 expense was directly assignedrigdictions.
Together with the remaining 26 percent that wascalied to states, the result was 33 to 35 perdeftapunt 903
expenses apportioned to Utah. In this Docket, thim@any proposes to directly assign only 20 peroeéAccount 903
expenses and to allocate 80 percent, using a cast@iated allocation factor, thus apportionindgai§icantly larger
share of the expenses to Utah than before. Alégetis increase in share, the Division searchea foost-causal
relationship which might explain it. Using the te@ues of statistical analysis, it both testedgtmposal to use a
customer-related factor and tried to identify otb@ndidate allocation factors which track cost-ehvslationships. No
correlation between the incurrence of customerisemosts and the number of customers exists ssttageDivision,
leading it to recommend against use of customeitedlallocation factors like CN. In the absenca siiitable cost-
causal relationship, the Division recommends theega allocator, SO, to preserve a share of custsam@ice expenses
for Utah roughly equivalent to that experiencedvfmesly. The Company disagrees and faults thisyaisafor its
dependence on information from the local officdaeatthan the business center period of time, and failure to
recognize the depth of change represented by thehsikom local offices to regional business office

In any cost-of-service analysis, the most diffialibice is the adoption of appropriate allocatiactdrs. This choice
turns on informed judgment, and draws deeply oarinfition about the engineering economics of serdéwery
systems or processes. ldentification of cost-caetationships is the key concern. In this regérd,Division is quite
correct to seek an explanation for a sudden inergasosts apportioned to Utah for the customerceifunction. That
the move from local offices to regional centerstended to increase the efficiency of servicevael; is all the more
reason to explain why Utah's share of these cbsigld increase. We might better expect the oppoElts is the
context within which we examine the arguments ef[ffivision and the Company.

Evidence suggests Utah is a growing share of Fzwifi's electric operations because its populationdreasing more
rapidly than is that of the other states in the @any's service territory. The larger number of eonrs, in turn, creates
a larger "potential” to place service calls to ampdcenter, the Company asserts, and relies ototkigplain why the
costs of customer service apportioned by its metbddtah show a large increase. The Company wootcupport an
allocation factor based on the relative numberadischowever, because just 60 percent of busiceser work involve
answering calls. These Company arguments are aedwgrthe Division's statistical analysis whicHsa reveal a
cost-causal relationship between number of custeued the incurrence of customer service expensendber of
possible explanations are offered, including thpantance of the random impact of weather evenslectric service
and a relationship between customer contacts WitCompany and the relative size of bills (thedatfe bill, the mor
the expense for serving the customer). Utah custrttee Division shows, have significantly smabéls than do
customers in the other states.

Choice of an appropriate allocation factor turndemhnical disputes which the record is insuffitienresolve. We find
that the Company and the Division each make impbgaints, but neither offers a complete analyBi®e use by the
Division of information from the local office peddo seek a cost-causal relationship for allocatibexpenses may pay
insufficient attention to the changes in methodervice delivery implied by the new regional phaeater operations,
as the Company alleges. But the Division's inst®ahat this period provides the only informatieasonably of use is
telling. Moreover, its analysis is deeper and fertfeaching than is the Company's, and not ahefints raised by t
Division have evoked an informed response fromG@bmpany. Thus on this record a basis for allocatitwer than
number of customers is realistic. It follows that Division's recommendation to use the generatation factor, SO,
pending further study is acceptable to us. Thisexitend the historical pattern of Account 903 aggportionment
through the present Docket, a reasonable resutirithdse circumstances. We will expect the Divisowork closely
with the Company and other interested partiesgolve the technical points raised here so thapanopriate allocation
factor may be adopted in the next general rate @dse decision reduces revenue requirement by022618.

5. Special Contract Revenue Allocation Change

By staff agreement through PITA, special retailtcatts signed beginning in 1997 are allocated system basis. In its
unadjusted results of operation, the Company segmravenues booked from both firm and non-firmitepecial
contracts into components related to demand andygnié then allocates the demand-related revensig a System
Generation (SG) allocation factor and allocatesetergy-related revenues with a System Energy #8@dation factor.
The Division recommends using the SG factor fohlmmponents of retail firm contracts and the Sfofiafor both
components of non-firm contracts. This is consistath the treatment applied to wholesale contrastsere firm sales
and purchases are allocated on the SG factor amdimo sales and purchases are allocated on thia&&r. The
Division applies this allocation treatment to thadjusted contract revenues, as well as to the @oygnormalizing
and annualizing adjustments made to these contraehues. This treatment, the Division argues, lvdtter match
revenue with cost allocation.

The general approach we employ to determine-of-service involves classifying revenues and costsdnmponent
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related to demand and energy. However, the tredtgieen to wholesale transactions, the Compangstat due to
their complexity, as well as to the difficulty afantifying demand-related and energy-related coraptsnof such
contracts. If the cost of serving these retail @d@ontracts were solely from wholesale purchaseswould accept the
Division's recommendation. Lacking such evidenoe decline at this time to accept the Division'soramendation.

C. UNDISPUTED ADJUSTMENTS

A number of proposed adjustments to revenue remp@ng¢ are undisputed. It is our practice to accdjptsdaments,
whether proposed by the Applicant or the partidgcivall agree should be adopted. The active poesehthe Division
as a party assures us the public interest aspkeeth has been considered. Collectively, thesesadpnts increase
revenue requirement by $34,554,674. We describle adjastment in Appendix 1.

D. REGULATORY POLICY ADJUSTMENTS

Regulatory policy adjustments are adjustments éaisions made by the Commission in prior proceeslimigich remail
effective.

1. Long-Term Incentive Compensation
The Company claims that incentive compensatiorait @if a "total compensation

package" and is therefore reasonable and necessdahe Company to attract and retain qualified Eypes. Incentive
compensation programs at issue place a part dfrestauneration at risk. If employee performanckess than desired,
remuneration should be less than market averageCbmpany testifies that total cash compensatiparfiployees in
1998 was about 96 percent of the competitive aeetaigl cash compensation. In addition, it statas all of the
incentive awards paid in 1998 were based on linsiglit goals designed to benefit ratepayers rattzar bn measures
financial performance.

An adjustment made by the Company removes theofdlse long-term executive

incentive compensation plan in accordance with Casion Order in Docket No. 97-035-01. Both the Biwn and
Committee agree to this adjustment. However, tha@ittee testifies that the Company fails to shoat fherformance
targets were met in the key areas of customerceand operational efficiency. It adds that ratepsighould not be
saddled with the full amount of incentive compeitsaexpense because management was not focusesiamme utility
business during 1998. The Committee recommend#adisag 62.5 percent of the incentive compensatgpense.

On the basis of the record, we conclude that ineemian expenses were only associated with firamcial goals whic
benefit ratepayers. Consequently, we do not adbepdjustment

proposed by the Committee. This decision decreasesiue requirement by $501,913.

2. Stock-Based Incentive Compensation

The Committee proposes an adjustment to disalloevery of costs which it

characterizes as "stock-based incentive compemnsafibis proposal is based on its view that

the stock compensation is incentive compensatie@ngior the Company's financial performance, cogtta
Commission policy on rate recovery for incentivar.

We find that the costs the Committee refers ta@sksbased incentive compensation actually retatpecialized
retention agreements the Company has with cerkaoutives and

key employees. These employees were eligible faaaly retirement program, but the Board of Direstietermined
that it would be detrimental to lose some of thBmstricted stock therefore was issued to 10 indafglin a successful
bid to retain them. They have remained with the Gany during the test year. Therefore, inasmucloas of this stoc
was a performance-based incentive payment, anctteetion of key employees was beneficial to rateps we do not
accept the proposed Committee adjustment.
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3. Customer Service System Software Maintenance

During 1995 and 1996, the Company closed its maoal Iservice offices and in their place openeditegional service
centers. Some $75 million of new computer softwarnenplement this consolidation was purchased diditéon to
regulated utility purposes, the software is capableinctions corresponding to the global aspirsiand assumptions
about competitive positioning, including pursuitwfregulated business activity, held by PacifiCatrghat time. In
Docket No. 97-03®1, the Division presented a study questioningptiuelence of the software investment. A stipula
entered in that Docket removed one-third of theegtnent and associated test-year maintenance experike present
Docket, the Company removes one-third of the imaest but argues for full recovery of tegar maintenance expen
The Division and the Committee propose adjustmintemove one-third of maintenance expense. Thgd @ustomer
Group supports the Division and Committee adjustmen

Since the decision to purchase the software, claingde Company's objectives and direction yieldcais on the core
electric business in the western U. S. This formesktasis of its argument to fully recover tgsar maintenance expen
Over 95 percent of the function served during #s year is regulated utility business, it ass@&ts.the Division claim:
the regulatory and non-regulatory functions thévgaife can perform are so interlaced that maintemapon the one
serves the other. For the Company to assert thiat@nance results almost wholly from regulatorywge requirements
is, according to the Division, "self-serving." TBe@mMmittee agrees, adding that the system failgetiorm adequately
during the test year, producing inaccurate billsuspension of normal collections procedures, aaetased
maintenance costs. Under cross-examination by énged Customer Group, the Company's witness indidata to his
knowledge the Company had undertaken no studyaw $hat the customer service system software isdgiesn the
new focus on domestic electric operations and knething about the maintenance costs that mighhteried for a
system having this more narrowly defined purpose.

Our responsibility is to permit recovery in rategyoof expenditures that are both legitimate arasomable. We know
the customer service system did not operate prpplering the test year. The Committee assertsttac€ompany did
not show otherwise, that additional costs wererirgzlito fix problems. The record leaves no douét the software we
intended for purposes much beyond the requirentdrasegulated public utility, and supports a cosin that
maintenance expenses cannot easily be segregatedudsted versus non-regulated function. We apéssed as well
that the Company can offer us no assurance thataistenance costs are those that would be expeddny a system
focused on the requirements of a public utilityyoi®n this record, the recommendation to removethird of test-year
maintenance expense is reasonable. We adopt ismh# difference in the magnitude of the Divisermd the
Committee proposals appears to result from theditinis emphasis on test-year expenses associated terminated
maintenance contract, which it reasons producexeeptable proxy for both contract-related andirgeemployee
expenses, and the Committee's adjustment to reorm«hird of all maintenance expense, whetheradl&d the
contract or incurred in-house. For this reasonaeeept the Committee's adjustment. It reduces tevegguirement by
$532,765.

4. Merger Cost Sharing

Organization costs for the 1989 merger between Btaker and Light and Pacific Power and Light Conigamere by
Commission order split equally between ratepayedsshareholders. That portion to be recovered fiatepayers was
amortized over 15 years, and the unamortized ameastexcluded from ratebase (costs are recoveteabneturn is
earned). The Company now proposes to recover #mept value of remaining expense amortization three years, in
its view thus corresponding to the Commission'eme©rder in Docket No. 97-035-04 requiring movetaser a
specified phase-in period to an interjurisdictioalébcation of total system revenue requiremenetam a fully rolled-
in method. The Company believes the Commission\geno fully rolled-in allocations "has acceleratbd recognition
of merger benefits," and with this as rationalepmses to shorten the organization cost amortizatésiod. The
Division and the Committee oppose the adjustmecabge the allocation decision eliminates a me@jandss
adjustment but does not address the recovery pfaderger organization costs.

In the Order in Docket No. 87-035-27 approving lthiah Power - Pacific Power merger, the Commissiamed
against using hypothetical merger benefits to faslin allocation method. A benefit-sharing test s@ecifically
rejected in Docket No. 90-035-06, a general rage cAs the Report and Order in Docket No. 97-035a0épting the
fully rolled-in allocation method following a phageperiod, makes clear, merger benefits play rei-ofservice role i
this jurisdiction. The Company's view that the Grilemove to a fully rolled-in allocation method sviatended "[to
accelerate] . . . the recognition of merger begéf# mistaken.

With respect to merger organization costs, the C@sion concluded in Docket No. 87-035-27 that tyfifty sharing
between ratepayers and shareholders was appropeiedeise the merger would equally benefit botht treamerger
would be beneficial supported the approval decisidmad nothing whatever to do with a consideratid merger
benefits in a cost-of-service allocation contextafment of merger organization costs was andgéparate issue. The
Order in that Docket required the Division to subanproposal for ratemaking treatment of the orgation costs withit
30 days of its date of issuance. In the followiegeral rate case, Docket No0.-035-06, a stipulation was submitti
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which covered, without comment, the ratemakingtinesmt of organization costs. Because the Compangfsosed
adjustment is based on a misunderstanding of Cosimni®rders, and has no other rationale, it isctege The Division
adjustment is accepted, reducing revenue requirehye$186,846.

5. Solar Two Amortization

Prior to the test year, PacifiCorp participatea isolar thermal research project, known as Salao fain experience in
alternative generation technologies, consistentsiview, with the requirements of its approvettgrated resource
planning process. Recovery of the expense is nopgsed. The Committee, whose position is suppdayettie
Division, recommends removal of Solar Il expensemfthe test year.

The record shows that project expenses were imtietveen 1992 and 1995, and that the Companyeneittught nor
received approval from the Commission to defer vecp of them. Moreover, the Company removed an &ipation of
project expense from Docket No. 97-085- stating that Solar 1l "is an experimental R&idjpct, the deferred costs ¢
amortization expense should not have been inclidetctric utility operations.” In a change of mjithe Company
now claims consistency with the purposes of integtaesource planning as grounds for recovery @jept costs. We
believe the Company must do more than merely goinbnsistency if recovery is to be allowed. Butrento the point,
the time for recovery appears to have passed andoigts have been fully amortized. We concludepense is not
properly part of 1998 test-year revenue requireraedtwill not accept the Company's proposed adjgistnWe accept
the Committee's adjustment, decreasing revenuéresgent by $150,922.

6. Outside Services: Price Waterhouse Study

During the test year, PacifiCorp incurred a $500,88pense for the consulting services of Price Yiatese to assist tl
Company in resolving revenue collection problemscd¥ery of this amount is now sought by the Compangrounds
of benefits realized in the form of increased adlts in the test year and that acquiring outsixigertise from time to
time is normal. The Division takes no position, the Committee opposes recovery because the coshisecurring
and the collections problem is of the Company's avaking, it having arisen as a difficulty of implenting customer
service software associated with closing localisereffices and replacing them with two regionasiness centers.

While it is true on this record that the Compang baperienced collections difficulties during testtyear, it is not
beyond expectation that a comprehensive reorgémivat customer service functions made possibladwy technology
might cause difficulties or that outside expertisight prove useful in resolving them. We determaneormal level of
uncollectible expense in Section G. We agree wighGompany that provision for acquisition of ougsgrvices is
normal. For these reasons, we reject the propatjedtenent.

7. Miscellaneous General Expenses, Dues

On grounds that the adjustment is consistent wighipus Commission decisions, the Division askgéonoval of an
expense for dues paid to two organizations, thé Uexpayers Association and the Utah Manufactukesociation.
PacifiCorp considers the dues a legitimate test-ggpense because membership in these Associgtionisles it with
tax and other information permitting it to keepesafor service low, thereby benefitting ratepay&he Committee take
no position.

We excluded the dues for these organizations feranue requirement in PacifiCorp's last general cate and do so
again in the present Docket. Both organizationsagagdn political lobbying. The ratepayer benefgeation is neither
supported nor new. It has been considered andeéjbdefore. We accept the Division's adjustmeniiicang revenue
requirement $5,339.

8. WAPA Wheeling Imputation

In 1962, Utah Power and Light Company entered énfieed-rate contract of 80 years duration with théted States
Bureau of Reclamation (later the Western Area Pdvdeninistration, WAPA), to wheel Colorado River &tge Projec
(CRSP) power over the Company's transmission sykigrablic power "preference"” customers. Some ykedes, Utah
Power purchased CP National Corporation's Utatesysand thereby acquired a wheeling contract betv@#® Natione
and the Bureau of Reclamation, having the sameggerpnd wheeling rate as the Utah Power contraetwheeling
rate in these contracts is $4.20 per kiloWatt-yaaither permits escalation.

In Docket No. 82-035-13, Report and Order issueg BB 1983, this Commission recognized that thdrects were
not compensatory and ordered an imputation of neegnbased on the then-current Federal Energy &egyl
Commission (FERC) wheeling rate of $24.12, to pnéviee subsidy that otherwise would flow from Utdwer's retail
customers to CRSP preference customers. Revenugatigm for these WAPA contracts has been the Casiori's
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policy since then.

At some point in the mid-1990s, the Company ovts volition stopped recording a revenue imputatioits semi-
annual reports on operations. Though this chan@»impany behavior was not reported to the Commissite
Division testifies that it routinely restored theputation during its audits of annual operationdDbcket No. 97-035-
01, the last general rate case for this Comparst) Bower did not impute revenues for the contréctsthe Committee
proposed it as an adjustment. The adjustment wggpdd in negotiations among the Company, the Qikishnd the
Committee leading to a stipulation. This preventetdissue from coming to the Commission's attentiatil now. In the
present Docket, the Division, supported by the Ciattean but opposed by the Company, seeks to reterienputation.

The basis for the Company's opposition to the pgegdmputation is its assertion that the WAPA cacts enable a
flow of transmissiorrelated benefits to retail customers. In 1962aites, the federal government stood ready to laun
all-federal transmission system to deliver eletrito preference customers from federal hydroelegtrojects. This,
however, would interfere with Utah Power and Ligltmpany's strategy to build a transmission systermitting it to
conduct wholesale transactions between PacifichMas$t generators of inexpensive hydro-power anchtive power
markets in the Southwest. Controlling the transimispathway would allow the Company to purchasegrastheap and
sell it dear, and to serve its retail load withaten thermal baseload generation system whilenglgin the transmission
system to meet peaking requirements on favorabiesteA federal system was perceived as a threhigstrategy.
Thus Utah Power negotiated an 80-year, fixed ratdgract which the Company believes prevented coastm of the
federal transmission system, much, in its vievth®benefit of its retail customers. Peaking poreguirements were
effectively satisfied and margins on wholesale geantions were passed directly to customers by tiperaf the then-
existing energy balancing account. Such benefiss@ompany argues, make a revenue imputation sgcassary
correction for the noncompensatory contracts.

In addition, the Company argues that the Commissamaltered the imputation requirement. Follovihney 1989
merger of Pacific Power and Light and Utah Powaer laight Companies, a "transmission endowment" maant
preserve for customers of the former Utah Powerlagiat Company the benefits of the "strategic" saussion system
was built into a proposed post-merger interjurigdial allocation procedure. Benefits of the traission system that
the Company now argues offset the need for imprtatiere thus, it contends, recognized by the Cosionisat that
time. By incorporating transmission system bendifits jurisdictional revenue requirement, Utah Poesgues the
Commission has altered the imputation policy.

We reject the argument that a Commission regulgiolicy can be changed in this indirect way. Fitlse Company is
obligated, if it seeks to change existing regulafmolicy, to bring to our attention any new consa®ns it believes m
warrant the change. This is to be done in an opaljc proceeding, where the sworn, cross-examiestiimony and
evidence, not just of the Company but of all partferms an evidentiary record. See, Salt Lakez&iis Congress v.
Mountain States Telephone and Telegraph, et.alP82é 1245 (Utah 1992). Second, the cited allongtimcedure was
not accepted in this jurisdiction. A reading of Report and Order in Docket No. 90-035-06, whetleprocedure was
proposed and rejected, will reveal that the Comiarisshose to use a revenue requirement number @texddoy it
because it was a product of a multi-state stakf tace's open deliberation and the best that appean the record. The
Commission did not countenance, and indeed digmoiv of, the many judgments and assumptions thas wart of th
rejected method. The claim that the Commissionréesgnized the value of the "strategic" transmissigstem as a
ratepayer benefit because it was factored intorttethod, thus indirectly changing the imputatioguieement, is
rejected. The revenue imputation policy standsaswee decide otherwise.

In the present Docket, the Company's oppositiamfmutation rests on its assertion that the WAPAticmts played a
role in the development of a transmission systeah s benefitted retail customers. But Utah Paveer imprudent,
testifies the Division, because it did not buildaation factors into contracts of 80 years duratithe Division's
witness, who in 1962 was a Utah Power and Light gamy employee, testifies that he was tasked talzia
wheeling rate that would cover marginal costs keutdw enough to prevent construction of a fedeealgmission
system. He further testifies that the contract iihgeate achieved these objectives, that to h@Wadge no analyses
were conducted to show that the rate would be cosgiery in later years, and that Utah Power coalchbuilt its
transmission system and realized benefits evédreifaéderal system had been constructed. After tmerission ordere
the imputation in Docket No. 82-035-13, the Divisgupported the Company's 1984 appeal to FERCitboralter the
noncompensatory WAPA contracts. FERC refused teod@nd opined that in any event the State hasldiation to
ameliorate the subsidy effect on its own. This fetime basis for the Division's revenue imputatimppsal. In support,
the Committee argues that imputation remains Cosionigoolicy because the Stipulation which removed Docket
No. 97-035-01 establishes no precedent.

We assess a request to reconsider a standing tegub@licy on the basis of testimony and evidenaepreviously
considered in reaching the policy or which allegew or changed circumstances. The Company argaethtbenefits
of the strategic transmission system more than emsgtte ratepayers for the burden imposed by betstMyAPA
contracts. This is not new. In Docket No. 82-0351h& Commission rejected a similar Utah Power isugnt. There,
Utah Power asserted that the Commission oughimattie revenues to the bel-cost WAPA contract acquired with 1
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CP National transaction because the "transactikemntas a whole is advantageous to the Companytsaind i
customers." (Report and Order, page 7.) Inste@dCtimmission concluded that failure to impute rexsn based on tl
difference between the contract wheeling rate c2®4nd the then-current FERC wheeling rate of 824wvould
constitute subsidization of non-jurisdictional efnce customers by retail customers. The Commisdieerved that
prevention of such a subsidy was consistent withiritent of its allocation of CP National's transsin investment ar
expenses between retail and preference custonssesléan previous CP National general rate cases.

The Company's argument lacks quantitative suppothis key respect it is similar to the Divisiotestimony that the
Company could have achieved its objectives wittlb@tWAPA contracts by building its own system ie face of a
newly constructed federal one. Both are interestimgl both might bear analysis. But the analysisrtod been
performed. We are unable to agree that the beradiiigedly enabled by these contracts outweighsaasépayers, in tt
absence of an imputation of revenues, would beezaise of them. Without explicitly ruling on the Biwn's testimony
that the Company behaved imprudently by entering4@rm contracts having no escalation provisiaresconclude
that the record contains no basis upon which tpaithe Company's rationale for abandoning the import policy, and
we will not do so. The imputation policy is reafffied, and the Division - Committee adjustment isspted. This
decision reduces revenue requirement by $1,257,655.

E. AFFILIATE RELATIONS AND INVESTMENTS IN OTHER PRO PERTIES
1. Business Postage

PacifiCorp often includes messages about its utaégpiactivities and advertisements promoting ealenregulated
goods and services along with the bills it mailswhty to electric service customers. The messagdsadvertisements
are either separate sheets (called "bill stuffessfart of the regulated Company's newsletterj¢®a" Though
included in the same envelope as the monthly étesgrvice bill, required postage is not increagdwk Division
proposes to share postage cost between the Corepagylated and unregulated activities. The Compamppses the
adjustment.

In support of its adjustment, the Division religs"@Guidelines for Cost Allocations and Affiliate dnsactions”
advocated by the National Association of Regulatdtility Commissioners (NARUC Guidelines) for autftative
suggestions on how to correct a subsidy flowingifregulated to unregulated Company activities. Adjor service
provided by the regulated utility to an unregulaaéfiliate should be priced at the higher of fulligtributed, embedded
cost or an appropriate price prevailing in the regplace, states the Division, following the Guide8. A fifty-fifty
sharing of postage costs is the Division's propdxeded on its review of bill stuffer and "Voicesihtent during the test
year. In response, the Company asserts that inatemeaot fully distributed, cost is the relevaenishmark; that it i

not the Commission's role to protect competitiohiolr might be the practical effect of the Divis®proposal; and that
the Division is mistaken both on the shares of laggd and unregulated messages mailed during $hgdar and the
relevant price of postage.

We begin by observing that the NARUC Guidelinesehaat been adopted in this jurisdiction. Certafiliafe relations
issues which arose in Docket No. 97-035-01 coutcbeaesolved on the basis of the record therewaard assigned for
analysis to a task force after the rate case cdrdluThe task force considered the Guidelinesdathed no consensus
about them, with the result that affiliate relasaor transactions issues in the present Docketotdnenconsidered in the
context of a task force recommendation. Be this sy, this Commission has employed "asymmetricipg" in
previous cases. This is the Guidelines' preferegdlatory approach to affiliate transactions. Tighér-of-cost-or-
market guideline proposed by the Division is annepke of asymmetric pricing. We are prepared toofelthis pricing
prescription again here, if the facts call for it.

In opposing the adjustment, the Company quotegpalppsaying from another arena: "no harm, no fdg¢cause
postage costs are not increased by the inclusiomatdrials about unregulated matters ("the increéat@ost is zero"),
the Company argues, first, there is no subsidyigealby the utility or its ratepayers to unregulbéetivities, and
second, if the Commission makes the recommendertatgnt, it does so to protect competition, a maigond its
jurisdiction. The Division generally responds tesk points with the assertion that if the mailiagzEe provided t
unregulated activities were properly priced, rdteslectric service would be reduced by that antowmrshort, there is
subsidy and it is a proper matter of Commissiorceom. We believe the Division's view is correct.

The NARUC Guidelines posit a sensible definitiorsabsidization, to wit: "the recovery of costs frome class of
customers or business unit that are attributabsntgher.” No party, including the Company, dispute fact that
unregulated activities receive value, for whichytpay nothing, from the mailing of messages andcenes along with
the customer's hill. Absent a close relationshifhhe regulated utility, this mailing would not free. We find there is
a subsidy and therefore the higher-of-cost-or-magkéleline applies.

We first examine cost, and find on this record thatay be of two forms: fully distributed embeddsakt, or
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incremental cost. The Division advocates use ofdhmer, and the Company, should the Commissioidéquostage
costs must be shared, the latter. Since in its W@nincremental cost is zero, one leg of the eitinguideline is
eliminated, the Company argues. This is relevantgver, only if we permit substitution of incremaintost for fully
distributed cost. In our view, the substitution nieypermissible, but only when a transaction whichild benefit both
the Company or affiliateand ratepayers would not occur if a fully-distributedest test were employed. Since ratepa
receive no benefit, and none is claimed, whenra#ing is provided unregulated activities, thegeptest remains
fully distributed cost. We return below to the Canp's assertion that the Division improperly cedtes the fully
distributed cost burden.

The guideline is the higher of cost or market.his tase, cost is market (the price of postagdhédrDivision's view.
But the market price is really only about a tett tof first-class postage, asserts the Compatigga bulk mailing
rate to which it claims access. The bulk mailinig ria not disputed. We find, nevertheless, thatéhevant measure,
both under the guideline and as we have addresatatransactions pricing in previous dockassthe higher, not th
lower, of cost or market. The relevant cost isghstage on the billing envelope.

Equal sharing of postage costs is the Division psafy but the Company testifies that the Divisigrrestimates, and
therefore gives too great a weight to, messagestalmwegulated matters. In response, the Divigstiftes that this
dispute boils down to a difference of opinion abebtether a message conveys regulated or unregufdtethation. Wi
agree, and find that the Division's documentatibthe results of its review not only of the "Voiewwsletter but the
bill stuffers as well is convincing.

We therefore conclude a subsidy is occurring wiitbuld be corrected by application of the highecat-or-market
guideline. The relevant cost is the billing envelgaostage. We adopt the Division's recommendatianunregulated
activities bear fifty percent of test-year postagsts. This decision reduces revenue requiremefi80g,035.

2. Bridger Coal Company Accounts Receivable

All parties agree to an adjustment to include tbenfany's investment in the Bridger Coal Compamngiabase. (See
Appendix 1, Section C, number 8.) Included in thierage ratebase, however, is Bridger's accountivadule balance
relating to the early retirement program and calds The Company, supported by the Division, psepdo remove tF
accounts receivable balance of $3,165,280 thatsisciated with the early retirement program. Initiaid the
Committee proposes to remove the amounts relatdebtooal sales of $7,640,258.

In the Committee's view, the Company should natlmved ratebase treatment of amounts it owes sifNgither in
testimony nor in hearing did the Company challethgeCommittee's recommendation. Following closkegfrings, a
joint narrative exhibit was filed by the parties.this exhibit, the Company claims that the acceyatyable balance fi
Bridger Coal Company was included in the lead dfagly used to calculate cash working capital. Bhidger Coall
receivable balance, in the Company's view, mustdleded in ratebase to offset the lower cash waykiapital that
results from including Bridger's payable balandee Division disagrees with the Committee adjustmstating that if
the accounts receivable is removed from ratebad®iild be removed from the lead - lag study.

The Company had ample opportunity to challengeCtvamittee's proposal and to provide evidence prptlie
Committee wrong. It did not do so. Furthermore,dhsh working capital study is based on a lead stady that dates
from December 1991. The record does not show hewvetinrent $7 million balance associated with Bridgsal sales is
treated in the 1991 study being used in this Dodkethort, we have no basis upon which to rejeetGommittee's
recommendation. This decision reduces revenuenamgent by $546,517.

F. NET POWER COST ADJUSTMENTS
1. Net Power Cost Studies

Net power costs are defined to be the costs ofdfu€ompany generating plants, plus the costs olegale powe
purchases and wheeling, less sales for resale éadie)) revenues. The Company calculates net pass asing its
Production Dispatch for the MacIntosh (PD/Mac) niodiais model simulates the operation of the posigyply portior
of the Company on a monthly average basis. Onleeoffrtost significant features of the model is its offifty years of
data covering monthly hydroelectric generationGompany-owned hydro plants in the Northwest and-®lidumbia
purchased resources. The model is run for eadhedifty different water years (August 1928 throuljity 1979), the
results are averaged, cost data is applied, anecéegbnet power costs are obtained reflecting nlocoraditions. Amon
the important inputs are weather normalized rétaitls, the prices and volumes specified in whoéeBah sale and
purchase contracts, firm wheeling contracts, whadéeson-firm sale and purchase prices, and theptaat data
including coal prices. In addition, prices of resms, and prices and volumes of wholesale firm aatepurchase
contracts are annualized. The model also usegelatang to the Pacific Northwest regional non-filmad and resource
balance, as well as four r-firm wholesale sales markets: the Pacific Northw€slifornia, the Desert Southwest, ¢
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Nevada. The model determines, among other outfh@snonthly quantity of coal to be used at the Canyfs therma
generating plants, and the monthly quantity of webkale non-firm sales and purchases for the 1998aas under
conditions reflecting normal water and weather dmus. The Wyodak, Naughton, and Bridger planthave contract
which provide a reduction in cost per ton whenaiartonnage levels are attained. These discouetsarquantified in
PD/Mac studies, so the cost of fuel is adjustetiect discounts on the normalized tons of coal.

Following the net power cost study adjustmentsudised below, the adjustments with respect to tisegppof specific
wholesale sales contracts proposed by the DivammhCommittee, and the adjustment concerning toekgiles
proposed by the Division, are addressed.

The Company initially filed adjustments to normeland annualize net power costs, and to quangfydal tonnage
discount. The Committee identified various adjusttagesome of which were subsequently adopted bZtdmpany an
the Division, and some of which were withdrawn bg Committee. The Large Customer Group also fiktdoower

cost studies using PD/Mac. The positions of théigmare summarized in the tables bef@w.

These tables, for comparison purposes, includeabht897 net power costs and the stipulated 199pameer costs
accepted in Docket No. 97-035-01. The first talkspnts the positions of the parties with respesystem net power
costs. The second table presents net power céstat@d to Utah. The allocation factors used fbpaities are those
previously accepted by the Commission in this Qr8éso included in the second table is the deteatiom of Utah's
average net power cost.

Table 1: System Net Power Cost Sudy Results ($Mibiin)

1997 1997 1998 1998 1998 1998 1998

Actual Stip'd Actual co. DPU ces LCG
[Fuel Expense || 4819 || 4773 || 5218 || 4901 || 4919 || 4807 || 4692 |
[Purchased Power Expense || 12394 || 9384 | 11000 |[ 87600 | 10085 |[ 10048 | 10335 |
[wheeling Expense | 705 || 724 || 742 || 735 || 748 || 748 || 735 ]
[Power Cost || 17919 || 14881 || 16961 |[ 14396 || 15752 |[ 15693 || 15761 |
[less sales for Resale Revenue || @a4219) || @1138) || @2513) |[ (1.003.4) || (1475 || (1.148.9) || (1,248.8) |
[Net Power Cost || $369.9 || 3743 || $4448 || 4361 || s$427.7 || 4204 || $327.3 |

In 1997, actual system net power costs totaled $3®@lion. In 1998, actual system net power ¢
totaled $444.8 million, an increase of nearly $Bion, or approximately 20 percent, relative to
1997. While power costs, i.e., the costs of fuelygr purchases, and wheeling, decreased by almost
$96 million in 1998 relative to 1997, sales foralesrevenue fell by almost $171 million. It is this
relatively large decrease in sales for resale na¥é¢hat accounts for the increase in actual neepow
costs in 1998 relative to 1997.

Three adjustments proposed by the Committee haxe decepted by the Company and Division.
First, the dispatch of the Hermiston plant reflé@B/Mac model logic instead of being forced to
operate according to environmental constraintsofegca 30 megawatt derate on the Cholla #4 unit
is used for spinning reserve purposes. Third, uegaf turbine capacity at Company thermal
generating units that occurred during 1998 arerpm@ted. These adjustments are consistent with
the Stipulation of Net Power Cost Issues in Dodket 97-03501. These three adjustments, toge
with its initial adjustments, result in the Compangroposal to decrease system net power costs
from the 1998 actual amount of $444.8 million t@64 million, a decrease of $8.7 million.

Two further adjustments proposed by the Committeestbeen accepted by the Division. Actual
market prices for non-firm (secondary) and shamatérm sales and purchases are used rather than
those the Company terms as normalized prices.rAsudt, the Division proposes to decrease sy

net power costs to $427.7 million, a decrease fitoe1998 actual amount of $17.1 milli

mhtml:file://C:\Documents and Settings\mbacongudldgettings\Temp\Temporary ... 10/7/200!



Docket No. 9-035-10-- Press Release & Report and Order (Issued: 5/24/B&... Page22 of 57

The Committee also proposes an adjustment to thed@kyfuel contract price to bring it in line w
market levels. As a result, the Committee proptseecrease system net power costs to $420.4
million, a decrease from the actual 1998 amoui$24f.4 million. Neither the Company nor the
Division accepts this adjustment.

The Large Customer Group proposes three adjustrteeatdual system net power costs. First, the
LCG uses actual prices and volumes for short-témmdales rather than the Company's normalized
prices and the model's determination of normaliz@dmes of short-term firm sales. In effect, short-
term firm sales revenues are maintained at ac@&8 levels. Second, the LCG allows spot prices to
vary with each of the fifty water years used t@bbsh normal hydro conditions whereas the
Company uses the same spot prices for every wager Yhird, the LCG removes the value by
which short-term firm purchase costs exceeded ghort firm sales revenues during the months of
July, August and September in 1998, ensuring piaifity of short-term firm transactions

throughout the year. As a result of these adjustspéime LCG proposes to decrease system net
power costs to $327.3 million, a decrease fromatttaal 1998 amount of $117.5 million.

Using the System Generation (SG) allocation fadesermined previously in this order, which for
Utah is 34.1587 percent, and the System Energy #&ation factor, which for Utah is 34.6347
percent, the positions of the parties with respethe share of net power costs allocated to Utah a
presented in the table below.

Table 2: Utah-Allocated Share of System Net Powerdsts ($Million)

1997 1997 1998 1998 1998 1998 1998

Actual Stip'd Actual Co. DPU CCs LCG
[Fuel Expense || 1609 || 159.4 || 1807 || 1697 ][ 1704 ][ 1696 || 1625 |
[Purchased Power Expense || 4088 || 309.1 || 3767 || 2999 || 3451 || 3438 || 3544 |
[wheeling Expense | 232 || 238 || 254 || 251 || 256 |[ 256 || 251 |
[Power Cost || s93.0 || 4923 || s82.8 || 4947 || 5411 ][ 5391 || 5420 |
less sales for Resale Revenue || @4e68.3) || (366.3) || 427.8) || (342.8) || (392.1) || (392.6) || (426.6) |
[Net Power Cost || s124.7 || s$126.1 || s$155.0 |[ $151.9 ][ 1490 ][ s1465 || 1154 |
[Adjustment to '98 Actual | [ #3059 |[ #5.972) || ($8.503) || ($39.534) |
[Megawatt Hours (million) | [ 14235 |[ 14235 |[ 14235 |[ 14235 |
[Average Cost (NPC/Mwh) | [ s10.6711 |[ s$10.4665 || $10.2886 |[ $8.1088 |
[Percent Change, '98 vs '97 | [ 168% || 146% || 126% || -112% |

In 1997, actual net power costs allocated to Utalev124.7 million. In 1998, actual net power
costs allocated to Utah were $155 million, an iaseeof nearly $30 million, or approximately 24
percent. Again, this increase is due principallyhi® decrease in sales for resale (wholesale) v&
Relative to the 1998 actual net power costs inaudehe results of operations for the 1998 test
period, and subsequently allocated to Utah, theedses proposed by the parties are: Company,
$3.059 million; the Division, $5.972 million; theo@mittee, $8.503 million; and the LCG, $39.534
million.

Since the number of megawatt hours generally ise@éy slightly more than 3 percent from 1997
to 1998, a useful comparison of the parties' pmsstis the change in average cost. Relative to the
average net power costs included in current Utlsras a consequence of Docket No. 97-035-01,
the percent increases proposed by the partiesh@€ompany, 16.8 percent; the Division, 14.6
percent; the Committee, 12.6 percent; with the £&posing a decrease of 11.2 percent.

This is the first case since the merger of Pa&iiever & Light and Utah Power & Light that net
power costs issues have been contested. In Dockeé(-03£-06, revenue requirement issu
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including net power costs, were stipulated. In Bxidko. 9-035-10, the Commission accepted
Stipulation on Net Power Costs Issues.

a. Prices for Non-Firm Sales and Purchases

In the past, non-firm sale and purchase prices Wased on actual data, then adjusted by the
Company's power marketing group. In this caseCinapany for the first time uses a Market
Clearing Price (MCP) model which develops an anpuak based on an economic dispatch of
Western System Coordinating Council (WSCC) resautcwler normal conditions, i.e, excluding
excesses and deficiencies that take place in thketnas a result of, among others, unplanned
outages, water conditions, temperature extremektransmission outages. Next, the Company uses
its forward price curve to shape the price ovemtioaths of the test period. The forward price curve
is a forecast of future monthly prices createdhi®y@ompany's marketing department based on a
series of quotes of electric energy prices the Gompbtains from a group of independent brokers.
Finally, the Company assumes a half mill margisalé over purchase prices, for both non-firm and
shortterm firm transactions. The margin was derived famversations with the Company's trau

in the wholesale marketing department. These mppifites, for both non-firm and short-term firm
wholesale sales and purchases, are then inpuPtilac, which then determines, among other
outputs, the volumes of non-firm sales and purchaBee MCP model was developed by the
Monitor Group exclusively for PacifiCorp so the Gaamy would have the capability of forecasting
or evaluating market prices. It was also used t@ldp stranded cost evaluations that were pres

to a Utah legislative task force. This model hasshe®n scrutinized by any regulatory body.

The Committee, supported by the Division, recommnsarging actual prices for non-firm sales and
purchases. The Committee objects to the MCP madehé following reasons: the model is
unproven, un-audited, and potentially unreliablarket prices are quite volatile and difficult to
model, involving subjective and disputable assuamsj the logic of the MCP model, which
generates prices based on average hydro conditsingonsistent with the logic of PD/Mac, in
which 50 different years of hydro conditions amaiated, with the result that market prices in the
PD/Mac runs are not influenced by changes in hgdralitions; the Company did not show that
1998 was an abnormal year for market prices, thileparture from the use of actual prices is not
justified; the Company offered no compelling evidemlemonstrating that the prices generate
the MCP model were reasonable for ratemaking pegactual information is readily available,
thus reliance upon information developed by a madehnecessary; and, consistent with
Commission preference for historical test yeargjaaénformation is known and measurable
whereas modeling results are speculative and wmoefthe Committee proposal reduces systen
Power Costs by approximately $1.79 million relativehe Company's proposal.

The Company opposes the Committee's proposal becaidséng actual prices and normalized
volumes reflects neither the actual supply and aelnalationships that existed during the test
period nor those reflected in the normalization eliod); all net power cost items are interrelated
and have a corresponding impact on other inputs use of actual non-firm prices, based on only a
single observation, and normalized informationdtirer components of net power costs such as
thermal and hydro generation and normal temperaneates an inappropriate mismatch because
other inputs are based on normal information artchotmal information; and, it is only appropriate
to use actual information when a net power cosrimahg account is used to set customer prices.

The purpose of normalization in the context of estdnical test year is to adjust actual information
for known and measurable events occurring duriegelt year, establishing a normal and recurring
level of costs and revenues. Determining regioreket prices is complex, risky, inherently
subjective, and prone to error. The WSCC "normédliz®ice, as is the case in any model, is the
product of assumptions. It is in large part subyectThe assumptions underlying the MCP model
have not been examined on this record. Market tiomdiin the western region are highly fluid.
With deregulation and electric industry restructgriand the entry of new entities, competitio
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increasing. The whole process of using a complgional dispatch model to obtain an annual pi
shaping that annual price into monthly values, iesg a margin to differentiate sales from
purchase prices, requires a large number of suiNggicidgments. In such circumstances we have
little confidence in what constitutes known and swable changes. This is precisely why we he
preference for the use of historical test yearstedweer, in terms of hydro conditions, 1998 was 98
percent of normal. In our judgment, there is n@o@anot to use actual information.

Further, we agree with the Committee's criticisat the use of market prices obtained from the
MCP model is at odds with the hydro normalizingitogf PD/Mac. While it may be true that mar
prices are less sensitive to changes in hydro tondj it does not justify ignoring the influence o
hydro conditions. Changes in hydro conditions heehteart of the PD/Mac modeling process.

We also reject the Company claims that if acturmation is used, then an energy balancing
account (EBA) is necessary. An EBA is an inappaerimeans of sharing risk when half of all the
Company's sales are in the wholesale market. An EBwWly puts all risk of the Company's
performance in the wholesale market on firm retgpayers. Some form of establishing the
appropriate degree of risk to be borne by firmiregdepayers remains. We therefore conclude the
use of actual prices for nditm sales and purchases, rather than the Compaaoxisalized prices,
appropriate.

The Company assumes that variations in the quasititydro power on the Columbia River have
impact on market prices. The Company implemenssabsumption in the PD/Mac model by using
one set of monthly normalized prices for all 50rgeaf hydro conditions. The LCG proposes to let
non-firm prices vary with each of the 50 years. TK& accomplishes this by turning on the
PD/Mac code designed to permit power prices to vatly hydro conditions, which the Company
has turned off in its running of PD/Mac. The Compalaims the LCG's revision to the subroutine
that causes prices to vary with hydro conditionstha effect of forcing market prices to their |ot
level during period of poor water conditions, atrtadictory result. When corrected, the Company
states net power costs show a slight increasegrrtithn the large decrease quantified by the LCG.
The Company also objects to the LCG's approachlmer grounds. The Company claims that when
the LCG adjusts the MCP model to include 50 yeé&ts/dro information, only the changes in the
energy component of the hydro system are refleetél,the effects on hydro capacity omitted. The
LCG also assumes prices in all regions of the Wa@&Ccorrelated with hydro conditions in the
Northwest. Finally, as stated previously, the Conypeontends market prices are not as correl

with water levels as in the past due to environaesdnstraints on the use of the hydro system.

Since we have accepted the Committee proposaktactsial prices for non-firm sales and
purchases, the proposal of the LCG is unnecessary.

b. Prices and Volumes of Short-Term Firm Sales anBurchases

Both the monthly prices and volumes of short-terangactions are treated as inputs in the PD/Mac
model. The Company uses the same prices for shontfirm wholesale sales and purchases that it
uses for non-firm wholesale transactions, descrdi®Ve. Again, a half mill margin is assumed on
all short-term firm transactions, ensuring them raw losses associated with these transactions. The
Company uses, as it has for several years, a tapvyeighted average of volumes in order to
smooth out or normalize the volatile levels of $herm firm transactions.

First, the Committee recommends using actual pfaeshort-term firm sales and purchases. The
same logic expressed with respect to prices offmonsales and purchases, discussed previously,
pertains to short-term firm prices. In additiorg thiompany uses the prices developed by the MCP
model for both non-firm and short-term firm salesl purchases, yet these are different products,
and since firm service has more value than non-$envice, short-term firm prices should be higher
than noi-firm prices
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Second, the Committee also recommends using aatiahes of sho-term firm sales an

purchases. The Committee again asserts the Comspadjy'stments are speculative, claiming the
Company's development of normalized 1998 transastitumes based on an arbitrary weighting of
the 1997 and 1998 actual sales volumes cannotrizdssed known and measurable.

Finally, the Committee recommends removing losea® shortterm firm transactions that occuri

in the Utah division during 1998, stating that gftenlders rather than ratepayers should bear tkhe ris
of the Company's trading losses in the wholesalkebaln those months for which purchase prices
exceeded sales prices in the Utah division fortsteom firm service, the Committee reduces
purchase prices to sale prices. This they claicomsistent with the assumptions of a half mill
margin of sale over purchase prices made by thep@agnto prevent any losses. The Committee's
proposal for the treatment of short-term firm ti@et®ns reduces system net power costs by
approximately $6.7 million relative to the Compangtoposal.

The Division supports the Committee proposal. Usactual prices for short-term firm sales and
purchases follows the same logic expressed withexdgo prices of non-firm sales and purchases,
discussed previously. In addition, the Division goiis the Committee proposal to use actual 1998
volumes of short-term firm transactions. The Diorsstates that in this case, the Company reduces
1997 volumes by two-thirds before the two-year agervolumes are computed. This adjustment is
undertaken in order to remove an estimated amdumtak-outs, or purely financial transactions,
that may have occurred in 1997. The Division claihesCompany didn't keep records and has no
evidence regarding the actual level of book-ouke Division terms the Company's reduction
unsupported and unacceptable, and points to tlaerdsponse the Division received indicating that
no evidence supports this reduction. The Divisiehdves actual 1998 volumes are reasonable
that 1998 was a normal hydro year, concluding dcaial data represent a normalized volume better
than the two-year average as computed by PacifiGaonally, the Division points out that the
Company incurred a $39 million third quarter lossits wholesale transactions.

The Company's argument for the use of normalizexgifor short-term firm sales and purchases is
the same as that expressed with respect to pricemefirm sales and purchases, discussed
previously. In addition, the Company claims remgJiosses is inappropriate because a substantial
portion of the purchases were made to serve ttetadl and not to cover short-term firm wholesale
sales, looking at monthly results fails to recogrtizat a one-year sale may appear to be losing
money in any given month yet is profitable on anual basis. In addition, the Company buys
energy on the eastside that serves westside salesae versa. Finally, the Company states that
since they operate an integrated system, the pwo@gto determine the profitability of short-term
firm transactions would be to remove them entifedyn the study and rerun the model, which
would increase net power costs.

As we have previously discussed, we find it apgedprto use actual monthly prices. Furthermore,
we agree with the Committee that firm service hgseater value than does non-firm service, a
distinction not recognized in the Company's develept of normalized prices. The Company did
not respond to the Division's criticism of the Camp's construction of normalized test period
volumes. There is no evidentiary basis for acceptie Company's test-period volume adjustments
as known and measurable. We conclude that it isbgpiate to use actual monthly volumes.

While we agree that it is not wholly appropriateview wholesale transactions in isolation,

identifying the benefits of wholesale transactimsore complex than simply eliminating them

from net power cost studies. The Company testifiedl about 5 to 10 percent of the supply for
wholesale sales comes from the Company's therrsalirees and 5 to 10 percent from non-firm
purchases. This leaves 80 to 90 percent of thel\wémpwholesale sales to be provided from firm
wholesale purchases. Therefore, a comparison ofesale sales and purchases does provide useful,
though incomplete, information. It is clear thag thompany's performance in the wholesale market
declined from 1997 to 1998, particularly during thed quarter of 1998 when the average purcl
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price, $33.99 per megawatt hour, exceeded the geesales price, $33.71 per megawatt hour.
Division testifies that 1998 was the worst yeartfer net revenue credit since 1990. We agree with
the Committee that ensuring monthly purchase pdeesot exceed sale prices is consistent with a
similar assumption made by the Company with resjueits use of normalized prices, where a half
mill margin is assumed. We conclude the Committeedposal to remove losses is appropriate.

The LCG proposes that actual short-term firm saleep and volumes be used in the PD/Mac model
rather than the Company's normalized sales prisgvalumes. This adjustment accounts for
roughly 70 percent of the difference in the posiof the LCG and the Company. The Company
claims this creates an extreme mismatch betweamnus and expenses associated with wholesale
transactions. The effect of the LCG proposal ismtich actual 1998 revenues from short-term firm
sales, which are much higher than the Companymaamed amounts, with the Company's
normalized costs of short-term firm purchases)dtter having been greatly reduced from actual
levels. The Company makes additional criticism#&ak. Consistency would dictate that sales and
purchases be treated on the similar basis. Thiseleve we have done in accepting the Commi
proposal.

The LCG states that regional power markets havengathe a single significant change due to the
introduction of the California Independent Systepettor and Power Exchange. This has prod

a major shift in prices in the summer months, ooteamticipated by the Company, and appears to
explain the Company's losses in the summer of 1BAfAng the nine non-summer months of 1998,
the margin between the average prices for shar-tem sales and purchases was .76 mills. During
the summer months of July, August, and Septemb29@8, the margin fell to a negative 1.26 m
The LCG recommends eliminating the Company's lodeesag the summer months.

Since we have accepted the Committee's proposaktghort-term firm sale prices where they
exceed short-term firm purchase prices, this praljpssunnecessary.

The effect of accepting the Committee's proposéls respect to non-firm and short-term firm sales
and purchases reduces Utah-allocated net powes aondtthe necessary change in revenue
requirement by $5,972,013.

c. Wyodak Coal Contract Prices

The Committee's final net power cost study propstd bring the Wyodak fuel contract price in

line with market levels. The Committee offers thpestifications for its recommendation. First, the
1991 Coal Audit Report by Energy Venture Analysis, recommended that the Company pursue a
buyout of the Wyodak coal supply contract to rediue prices. Second, the Company's own fuel
supply analysis confirms that the Wyodak fuel d@s been substantially above market levels since
1987 on a mine price basis, and has exceeded maviett since 1992 if transportation and hanc
costs are included in total fuel costs. Third, \tfigodak fuel price continues to exceed market levels
in 1998.

With the commercial operation of the Wyodak plani978, a long-term contract was entered into
for the supply of coal. The Company states thigre@ihis similar to other contracts signed during
this time in the Powder River Basin. In additionakis delivered by conveyor thereby avoiding
transportation and stockpiling costs. If the Conmypaere to receive coal from other Powder River
Basin mines by either rail or truck, then an unlogdacility would be required at the plant. From
the inception of the contract in 1978 through 1994l costs have been below-market. The
Company testifies that the plant ranks as the kifttest cost thermal power plant in the WSCC.
Finally, the Company states it is engaged in omgdiscussions with Black Hills, the entity holding
the contract. The Division does not support thisistchent.

There has been no showing that this contract wiasezhinto imprudently. Both the Company ¢
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Committee agree that the current contract pricesek market levels. Yet the Company clain

has tried to buy out this contract, but to datefterts have proved unsuccessful. We will continue
to review Company efforts in this regard. Givent tha total costs of currently operating the
Wyodak plant, including coal costs, are reasonatdefind no adjustment is necessary at this time.

d. Confidentiality of Net Power Cost Studies

LCG recommends that the Commission eliminate centiidlity protection from all documents not
specifically shown to have commercial value andaustently in the public record. When
information is treated as confidential without gabsial reason to do so existing, the regulatory
process becomes needlessly difficult and time-amirsyl for all parties. We therefore concur with
this recommendation, and will require that Pacifitmake as much of its information open,
available, and non-proprietary.

e. Format of the Production Dispatch Model

LCG recommends recasting the PD/Mac model usingddaft Excel to make the methods and
performance of the model easier to understandisnDocket, LCG provides an Excel version of
PD/Mac. This record not only shows that the charagebe accomplished, but the report of the
Committee's consultant, who participated in thérate case and provided a report to the Division
and the Committee, recommends the same. MoredveGlear to us that the tool can be transpc
from a MaclIntosh format to an IBM-compatible fornsath as Excel. The Committee and other
intervenors do not have ready access to Macintqsipment, and this reduces their ability to
continually evaluate the logic of the model andagsumptions. The issue of net power costs we
of the least understood in this Docket. This chamijenelp to address that problem. Therefore, we
order that a Microsoft Excel version of PD/Mac bada available to the Division, the Committee,
and any intervenor who requests it. This must lsemaplished well before the next general rate
occurs.

In summary, our experience with PD/Mac in this Detdkas been unsatisfactory and convinces us
that the regulatory treatment of net power coststrha re-evaluated before the next general rate
case for this Company. The record shows that tinegpy source of the increase in revenue
requirement in this Docket is the result of the@ase in net power costs. Although the Company
listed certain causes from the witness stand ®irtbrease, no party evaluated them in written
testimony. It also shows that parties, with theegition of hired consultants, lack the expertise to
fully evaluate net power cost issues. The modelfits a major contributing factor to such
difficulties. This complex subject warrants furtligscussion outside the time-limited confines of a
general rate proceeding, including this one. Werédise Division and interested parties to
undertake an evaluation of alternative approaahéset normalization of net power costs.

2. SMUD Revenue Imputation

In 1987, the Company entered into a long-term (thho2014) contract with the Sacramento
Municipal Utility District (SMUD) under the termd avhich SMUD acquires electricity from the
Company at a rate of $16.85 per MWH. This rate bedew-market in 1987, but the contract,
according to the Company, results from a compléxsgansactions which, among other things,
yielded for the Company an up-front payment froml#Mof $94 million. That amount, however,
was retained by the Company rather than benefitatgpayers through reduced rates. Imputing
revenues to compensate for the below-market cdritraefore has been common in several states
since 1987. A partial history permitted by the mecehows imputations in Oregon, ldaho, and Utah.
The Division now proposes a revenue imputationgtdjent which is adopted by the Company but
opposed as inadequate by the Committee.

For its imputation proposal, the Division diverdesn the basis it has employed in previous y:
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and accepts a $19 per MWH basis recently adoptedebidaho Public Utilities Commission. T
Division reasons that the basis adopted in a st is appropriate here as well because, unlike
recent imputations in Oregon, it is not the prodafc stipulation. Stipulations, all agree, estbli
no precedent. Here in Utah, a revenue imputatiohpraposed by the Division for the general rate
case postponed by the Utah Legislature in 1997wben that case proceeded as Docket No. 97-
03501, the proposal was not included. The basis fauiistions in Oregon and previously in Uta

a contemporaneous contract, said to indicate aehaake, the Company has with Southern
California Edison Company (SCE). That contract tatl a recent renegotiation has been abou
per MWH. Renegotiation resulted in a lower rat@ul$37 per MWH. It no longer provides, in the
Division's opinion, a relevant contemporaneous canspn.

The Committee disagrees. Noting that no reasoivendy the Division to explain why the mere
fact of renegotiation should render the SCE contiates useless as a basis for imputation, the
Committee nevertheless develops a different basigriputation. It suggests use of the price use
this Commission to determine whether the termsrof §pecial retail contracts are compensatory.
This price is about $30 per MWH, and the Committdeocates it both because it has been app
by the Commission and is properly based on the @oiylp incremental costs.

As noted, the Company accepts the revenue impuataticount proposed by the Division. It does so
without significant comment.

A price contemporaneous with the date of the SM@Bt@act is proposed by the Division as the
basis for revenue imputation. As the contract pnes belowmarket when the contract was ente

a contemporaneous basis for regulatory correc@ppropriate since the imputation amounts to a
judgment about the Company's decision to entecdhéract. As we have said elsewhere, su
judgment should be made in light of circumstancestieg at the time. This view continues to
appropriate and we will apply it in this Docketn& the contract was below-market when signed,
the task before us is to find a rate, contempornasi@oth the contract date, to use as the basis for
revenue imputation.

On this record, rates which fit this descriptior associated with the SCE contract and the Idaho
amount recommended by the Division. That propogeithd Committee is not acceptable because it
is an amount calculated at a later date. As notedDivision has used the SCE contract in previous
years for the imputation, but abandons it now bsedhe contract has been renegotiated. Instee
Division offers a rate accepted by a sister sfEés rate is inappropriate because it is a non-firm
rate. The SMUD contract is a firm contract. Thiedence caused the Division witness to express
no objection to use of an appropriate firm ratégad, agreeing on cross-examination that a
suggested $23 per MWH was reasonable. Though vievbehe proper basis for the imputation is a
firm rate, we reject the suggested $23 becausenivti contemporaneous. The record shows that it is
a 1998 average firm sales price from COB and Pala@¥ Electricity Price Indexes.

What remains on the record are the prices fronotiggnal and the renegotiated SCE contracts. No
reason appears on this record to reject thesespaeéhe basis for imputation other than the mere
fact of contract renegotiation, which the Divisioelieves removes it from consideration. This is not
reasonable. The original contract rate of $42 p@&/H/remains a contemporaneous one whether or
not the contract is later altered. The fact of gertiation is an entirely unrelated, later event. We
could easily choose this amount as the basis fp@rissible revenue imputation, just as it has been
in the past. This record, however, makes clear that to changes in the wholesale market, pric
wholesale sales have been declining. We surmise¢htdaieduction of the price in the SCE contract
reflects these changes, which result, we belieoemerely from temporary realignment of the
forces of supply and demand but from instituticedédrations in part due to government
requirements. The latter fact inclines us to actieprenegotiated SCE contract rate of about $8
MWH as the basis for a proper imputation of revarfioe the under-market SMUD contract, and we
so order. This decision reduces revenue requirelne$if,876,21¢
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3. Sales for Resale / Firm Wholesale Contracts Rewee Imputation

The Division and the Committee recommend a revemipetation for longterm wholesale contrac
(2-5 years) as an appropriate regulatory meaneetept harm to firm retail ratepayers. Revenue
imputation is required because the Company entatedontracts that sell power for less than the
cost to serve them. The Division concentrates onifttermediate-term contracts (2-4 years) and
two long-term contracts (5 years), while the Coneeis standard for judgment requires revenue
imputation for a greater number of contracts. Tifflereence between the Division's and Committ
adjustments centers on the appropriate price haowhich to base the revenue imputation. The
Committee provides two options for establishingiagfloor, both of which are derived from retail
contracts which the Committee maintains are appatgomeasures of the opportunity costs of the
wholesale sales. The first option is determinedhigyprices associated with four interruptible
contracts which average $24.19 per MWh. The seflondis derived by averaging the rates
approved for the economic incentive 'special’ @mts for four firm retail customers. These price
floor recommendations result in revenue requireradiustments of approximately $8 million and
$20 million, respectively.

The Division uses avoided costs which were appleabUtah at the time the contracts were signed
as the basis for calculating the revenue imputafiovo different avoided costs are used by the
Division to recognize that during the time peritdte Company filed a new avoided cost application
in this jurisdiction. The Division refers to this the "Filed in Utah standard.” To these avoided
costs, the Division adds transmission losses asaldes for resale credit when such information is
available.

The contracts in question have normalized pricasrdnge from approximately $15 per MWh to
$17.5 per MWh and were signed between June 199®aoember 1997. The Division maintains
that its proposed "filed in Utah standard" is tamd appropriate because the Company has complete
control over when it files its avoided costs injitasdictions, but has less control over Commissio
approval of these rates. The first avoided cogpg@sed by the Division as a measure for revenue
imputation is that filed in Docket No. 95-2083-and approved on March 4, 1997. The price fls
$19.64 and includes an adder for transmission $0$sis based on a RAMPP-3 Integrated Resource
Plan that is updated to include known and measeireidnges to loads and resources, and price
assumptions that would affect avoided costs. Thersemeasure of a price floor is $16.70, and
includes an adder for both transmission lossesaasales for resale credit. This figure is based on
information filed in Docket No. 97-2035-02 and &ed to evaluate the appropriateness of contracts
filed in 1997. The request for approval of thesB7L8voided costs was ultimately rejected by the
Commission in an order issued in October 20,198@. Division's adjustment would reduce Utah
revenue requirement by $1,516,107.

The Company argues that it is inappropriate tolsingt a few contracts for special treatment and
that the overall performance, with respect to imjecretail customers, of the entire wholesale
portfolio instead should be evaluated. The Compaaintains that revenue credit ratemaking
treatment for wholesale sales has been benefaiatépayers over the years. If, however, the
Commission deems that revenue imputation is reduibeen an appropriate price floor, not those
recommended by the Division or the Committee, sthbel used for imputing revenues.

The Company claims the Committee's use of retaitract rates, whether for economic incentive or
interruptible contracts, is inappropriate. The vesale market is more competitive than the retail
market. This results in lower prices and marginsabee wholesale customers have more options
than do retail customers. The provision of powetetail customers connotes a longer-term
commitment to provide power than a wholesale cahtend thus requires higher margins.

The Company stresses that the Division's filed-taHtandard for imputation could produce
conflicting prudence tests between jurisdictionsclvhmight result in fewer wholesale contracts
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the detriment of firm retail customers. It arguestta price floor based on avoided costs apprav
Docket No. 95-2035-03 would use information fron®3@&nd 1994, too old for contracts signed in
mid-1996. In its view, a proper comparison wouitklcontract prices to the best information
available to the Company at the time contracts wigneed. This, the Company avers, would be its
1996 avoided costs submitted for approval to thegGn Commission and approved there in July
1996. Market prices prevalent at the time might &ls used. This would produce price floors of
$14.44 and $13.74, respectively, and, the Compeguyesa, would show that all contracts cover
costs.

The Company also criticizes the Division's usehefdales for resales credit in its calculation,clvhi
the Company contends is a measure to assess tleofahe energy if it were not sold on the open
market. The Company asserts that the actual sasqn a wholesale contract is the opportunity
cost, and it represents the best deal that watablaat the time the deal was struck.

We recognize the difficulty of assessing the prugeof the wholesale contracts, and are aware that
wholesale sales can benefit retail customers. Tindlug Company is not required to seek
Commission approval of such sales, we must, ast@nwd statutory responsibility, make sure that
retail customers are not harmed by them. We répec€Company's argument that we should not
judge specific contracts but only look at the oltenapact of wholesale sales on retail custom

This is too lenient a criteria for standard and thva would send the wrong message to the
Company. We do not judge, for example, the prudeficeneration plant in that way.

Thus, the issue before us is the determinationmétinod to evaluate these contracts. We agree with
the Company that the Committee's suggestion ofjustail contracts as a measure of the wholesale
price floor is inappropriate. Wholesale sales shmdt be judged solely on prices secured in the
retail market. We also reject the Company's proposase prices for firm sales found in the spot
market at the time these long-term contracts wigreesl. It is inappropriate to judge long-term
contracts by short-term prices. What remains anrécord for determining the basis for revenue
imputation is the most appropriate avoided cosinede.

In spite of the Company's argument that the maseantiinformation available when the contracts
were signed is the avoided cost filed and appraveshother jurisdiction, which has some appeal,
we will not substitute another body's determinati@r our own. The record shows that
contemporaneous avoided cost actually was significhigher than that approved in another
jurisdiction, though we do not use it here, butessour contention that we cannot rely on anc
Commission's avoided cost decisions for the prgsenose. We rely on the Division's expertise in
the field of avoided cost determination, and onldasis of its testimony reject the Company's
contention that the avoided costs the Division pegs are outdated.

We find that the Division's proposal to use theided cost rate that has been filed in Utah is
reasonable for the purposes of revenue imputatidinis Docket. We further find that its proposed
adjustment for transmission losses is appropribie not opposed by any party. With regard to the
sales for resale adjustment, we find the Compargsment against it unpersuasive. We understand
the sales for resale credit as an adjustment twuatdor a problem in modeling avoided costs. To
calculate avoided costs, two model runs are condparee with known loads and available resot
and another which includes an addition to the resomix of 10 average megawatts of zero-cost
resources. The difference in total energy costwofruns, divided by the 10 average megawatts,
yields the avoided energy costs on a dollars perhMbasis. The sales for resale credit is an attempt
to calculate the opportunity cost of the 10 averaggawatts of the zero-cost resource based on the
margin the Company could earn on power it genewmatdssells in the open market. The Company
maintains that it could only get the price thdtat just negotiated and thus the credit would be. ze
The Division argues that this credit is requiredatculate the avoided costs for Qualifying Faei$
and is required here as well. The avoided cogt is@dependently determined measure of the
opportunity cost of the wholesale sale. We acdapt &ind therefore adopt the Divisio
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recommended wholesale revenue imputation. Thissadgnt reduces revenue requiremen
$1,516,107.

4. Excess Coal Inventory

Coal inventories exceeded maximum target levelseaHayden, Hunter, Huntington, and Dave
Johnston plants during the test year. Inventorieewased on recorded book values rather than
normalized to coincide with reports and PD/Mac regjuents. The Division proposes an adjustn

to reduce the excess inventory and to normalizeaosts. The adjustment would give PacifiCorp
two years to meet the targets in order not to distioe relationship between mine production levels
and coal costs (coal costs can rise when produlgiais fall). Corrections to Division calculations
were offered by PacifiCorp and accepted by thediowi. Nevertheless, the Company contends no
adjustment should be made. The Committee doesketa position.

If coal production at PacifiCorp mines were reduasgroposed, the Company asserts that coal
costs borne by ratepayers would rise by about $fbmias recovery of fixed costs over a smaller
volume raises the cost per ton. This is a potemakase the Division's proposed adjustment does
not reflect. In recommending the inventory reductithe Division relies on a recommendation of a
1991 study of Company coal operations performethbyconsulting firm Energy Ventures Analy
Inc., the coal stockpile targets of which, the Campwitness agrees, had been adopted by the
Company. Though the record shows the Company haseem in compliance with the targets for
years, it intends to reach target levels at anfiniie point in the future when doing so does raose
the cost of coal.

This record suggests that a coal stockpile is agdmot simply to meet fuel requirements at a
generation station but to do so in a manner panygitffective operation of the supplying coal m
thus minimizing production costs. This rational@issented by the Company and not disputed by
the Division. The rationale appears to be a goa] as does the accompanying Company intention
to move toward the targets when doing so minimikescosts of generating electricity. On this
basis, we reject the proposed Division adjustment.

G. NORMALIZING ADJUSTMENTS

Normalizing adjustments are those which removeeffexts of abnormal or nonrecurring conditic
such as weather.

1. Uncollectible Expense

The Company proposes two adjustments to uncolleatikpense. The first, which is uncontested,
corrects an improper allocation of bad debt expémgearisdictions by directly assigning each
jurisdiction’s bad debt expense. The second adgrgtrwhich is contested, reverses the provi

for bad debt expense and calculates a three-y886(1997 and 1998) average of bad debt vafte-
as a percent of average receivables. The Divigiortlee Committee recommend similar
adjustments, the Division employing a four-year38&ough 1996 average, and the Committee a
three-year 1994 through 1996 average. The Largeo@as Group supports the Division's
adjustment.

In Docket No. 97-035-01, the Commission decided igsue using the three-year average 1994
through 1996, rejecting the Company's proposaictude test-year 1997, which was found to be
anomalous. The Company now proposes a three-ydadg®eginning with 1996 and including the
formerly rejected 1997. Results for 1998, asseggdompany, make what formerly seemed an
anomaly look like a trend. Evidence for an upwaead in uncollectible expense is found,
PacifiCorp testifies, in a growing number of bankay filings in Utah in recent yea
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We reject the Company position and adopt that ®Gbmmittee. The evidence on the record le
little doubt that the rise in uncollectible expemsédue to internal Company problems. Confidential
internal reports reviewed by the Committee andnégrmal audit report reviewed by the Division
point to problems associated with the implementatiba new customer service system in two
regional centers and the closure of numerous keraice offices (". . . management is working v

a cross organizational task force to address the/rmastomer collection process issues that have
contributed to the significant increase in custoamrount write off.") Failure to produce correct
bills led the Company to suspend collection effortiate 1997 through early 1998. According to
these reports, and to Division and Committee wiassthis led to increases in uncollectible
expense. Write-offs as a percent of receivableg welr percent for 1994 through 1996, rose to 8.5
percent in 1997, and to 10.2 percent in 1998. Aesalt of its on-going efforts, PacifiCorp expects
uncollectibles to decline. Because 1997 and 198%&blematic and do not represent a normal, on-
going ratio of write-offs to receivables, we adtp three-year period proposed by the Committee.
It is the same period used in the previous DocKet. Division would add 1993, but does not exf
why a four-year period might be superior.

After close of hearings, the Company discoveredraor which overstates the revenue requirement
decrease of this adjustment by $2.4 million. Theppsals of the Division and the Committee begin
with the Company's adjustment and are thereforestated by the same amount. PacifiCorp files
exhibit on April 24, 2000, presenting a correctwith which the parties agree. We adopt the
correction. These decisions reduce revenue reqairehy $4,797,671.

2. 1998 Early Retirement and Associated Pension E&pse

During 1998, the Company offered an early retireihpeogram to its employees. The Company
proposed an adjustment to annualize the effedteo&arly retirement program for the selected test
year and to amortize the cost of the program averyfears. The Division accepted the Company's
proposed adjustment. The Committee did not coridug. Committee asserted that the Company's
calculations for the adjustment were in error ainldnt correctly account for the impact of the
retirement program. During discovery, the exchaofgaformation between the parties did cause
Company to revise its calculations and to proposaddlitional adjustment, in addition to the
originally proposed adjustment. The Division aceéeghe Company's second, additional adjustment
as well. The Committee continued in its objectioatt even with the revisions, the Company's
calculations still incorrectly adjust the test y&arthe 1998 retirement program's impact and
improperly reflect the program's impact on pengrpenses for the test year. In this latter aspect,
the Committee objected to the Company's treatmigoemmsion expenses on an accrual basis instead
of a pay-as-you-go basis.

Previously, the Company had been on a pay-as-yaeqmting basis for both financial and
regulatory reporting purposes. In 1997, the Compdmanged its financial reporting to an accrual
basis for pension expenses. The Company's resufgeoations, which form the basis for the test
year, reflect pension expenses on an accrual kathisr then a pay-as-you-go-basis. The Company
requests regulatory treatment of pension expensas @ccrual basis. The Company maintains that
accrual treatment results in a reduction in thelle¥ these expenses to be included in this andéd
ratemaking proceedings.

Pension expenses under pay-as-you-go are recondiie devel of pension costs calculated to be
necessary during the reporting period, comparegénsion expenses accrued by employees under
an accrual reporting basis, in order to have sefficfunds available to make present and future
pension payments. Pension expenses recorded updgras-you-go basis may have greater inter-
period volatility than those recorded under an @aicbasis. This occurs because the investment
performance (both actual and projected) of theiparfsind, which is used to provide funds for
payment of pension expenses, varies as financildeheonditions change and as actuarial
calculations for pension expenses change. Diff@gbetween the level of pension expenses
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would be recorded on a f-as-you-go basis and that under an accrual basis are tedi¢icrough
deferred pension asset.

The Committee critiques the Company's filing asiffisiently supporting the adoption of accrual
accounting for pension expenses, as opposed tanmmgavith the pay-as-you-go basis. The
Committee maintains that the Commission must begwately informed with a sufficiently detailed
analysis to make reasoned conclusions that woyddastia decision to make this regulatory
accounting change. The Committee argues that tlieehus upon the Company to show that the
accounting change would result in some benefiatepayers (a lower level of costs in determining
the Company's revenue requirement) and that thep@oynhas not met its burden. The Committee
presented its analysis under which the retentich@pay-as-you-go basis could result in lower
pension expenses. The Company responds to the Gmmaimanalysis by noting alleged errors in
Committee calculations and the Committee's reliaqpmn information outside the test year. The
Committee's objection to the 1998 early retirenpartsion adjustment is based on its view that the
Company has erred in attributing far too littletloé test year's pension costs to the early retineme
program and attributed far too much to the penkadnility incurred from the service of retained
employees during the test year. The Company resptonithe Committee's position with the
expected complement; the Committee errs by attrigdar too much to the early retirement
program and far too little to the retained emplayespense.

The choice between pay-as-you-go or accrual acocwutreatment of pension costs for regulatory
purposes and concomitant treatment of pension bastbeen a vexing matter. Our ability to
consider the matter in other dockets has been hahby the lack of a well developed record upon
which we could make an informed decision. It haasrbeeated by parties based on the expedier
the limited term impact a particular choice maydan the determination of a utility's revenue
requirement and, seemingly, without much thoughdeweloping a record by which an objective
third party could examine the regulatory decismmadopt one method or another and insure proper
application of the decision. We recognize thatdamining the matter, the analysis is sensitivéné
underlying assumptions or projections given forpgkeeormance of the pension fund and in
determining the life expectancy of covered emplgy&¥e also note that the manner in which the
proposed change in regulatory treatment of pensists was raised and treated by the parties h
impact upon the quality and quantity of the evidesabmitted to us.

We conclude that the record provides sufficientemnce to determine that adoption of accrual
treatment of pension expenses for regulatory p@gpsreasonable. We will adopt the accrual
treatment, not so much upon a determination ofgkienue effect portrayed by the Company as
definitively more probable and reasonable thandh#ite Committee, but also upon our general
approval of accrual accounting principles and thpplication to pension expenses. We also
conclude that there is no need for further adjustrheyond the Company's proposed two
adjustments. The Company's adjustments properlyusatdor the application of an accrual basis for
pension expenses in conjunction with the 1998 eatlyement program. This decision reduces
revenue requirement by $49,601,814.

H. ACCOUNTING ADJUSTMENTS

This section considers adjustments to true-up ateecounts for actual test-year experience and to
reflect changes in accounting procedures.

1. Property Insurance
The Company allowed its property insurance restre depleted because of claims during

recent years. This stinsurance reserve is used to cover the deductibfgaperty damag
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losses. PacificCorp made an adjustment to incribéseeserve from $157,000 to $8,000,

in 1998. The Committee is proposing to builduprémerve to a cap of $6 million over 5 years,
stating that the over accrual in 1998 is due tcematcruing to this reserve for more than 5 years.
The Division agrees that the accruals in 1998 wereased too rapidly, and spreads the increase
over two years, instead of one. We find that theédion correctly interprets our annualization
policy. This adjustment reduces revenue requirerngi$349,159.

2. Worker's Compensation

The Company made an adjustment during 1998 toaseréhe worker's compensation expense
accrual by $1 million to compensate for under aalsrduring previous years. It states that the
process of determining the appropriate annual attsuby necessity, a process of estimation and
these estimates are trued up as actual experiecoees available. The Committee disagrees with
this adjustment and proposes that it be removéd emtirety because it was caused by under ac

in prior years. The Division reduces the Comparjysithent by half to recover the costs over two
years, which we accept. This adjustment reducesntex requirement by $150,552.

3. Pension Cost Write Off

When the Company changed its financial accountrigdorporate accrual treatment of pension
expenses in 1997, the Company wrote off the defgremsion asset associated with the pay-as-you-
go treatment of these expenses. In its 1997 Rap&tockholders, the Company represented that
with the changes occurring in electric utility réagion, the Company believed that regulatory
recovery of the deferred pension asset was nogptebFor regulatory purposes, however, the
Company (and Utah regulators) continued to us@#yeas-you-go method and continued to
recognize the deferred pension asset. We did g@®i@ompany's last general rate case proceeding,
Docket No. 97-035-01. With the proposed changetoual treatment of pension expenses in this
proceeding, the Company requests recovery of therrée pension asset as part of the change in
regulatory treatment of pension expenses. The Coyp@poses an adjustment to amortize the
recovery of the deferred pension asset over fieesyd.ike its position on other pension expense
issues, the Division accepts the Company's propadgstment.

The Committee objects to the Company's proposedtemation adjustment for the deferred pension
asset. The Committee argues that the Company ligsowded an acceptable explanation for its
regulatory recovery, given that the Company's st@der report noted that it would not seek
recovery and wrote off the deferred pension ass&997 for financial purposes. The Committee
noted that the Company failed to identify that neag of the asset would include a deferred
compensation plan from the 1980s and early retirtqplans of 1987 and 1990. The Committee
continues its argument that the manner by whictObipany's presentation has co-mingled the
pension costs without sufficient explanation oradeif the component parts and the attendant
confounding procedural process the parties havadaadlow warrant rejection of the Company's
adjustment. The Large Customer Group opposes thg@&uay's position and supports the position
and arguments of the Committee. The Large Cust@naup's position is not supported by record
evidence introduced by the Large Customer Grouprddies upon that of the Committee. The Le
Customer Group argues that the Company's posgian effort to "claw back" savings from
Scottish Power's acquisition/merger of Pacificaqproved in Docket No 99-2035-04.

In making a transition from pay-as-ygw-to accrual treatment of pension costs, one woalchally
expect some treatment of the deferred pension tsbetexpressed. Its general treatment would be
to allow recovery, since it represents the defefahe actual payment of liabilities which arose i
prior periods, but which would not have to be pantil some future period. We do not believe that
the Company's write off of the pension asset foaricial purposes is sufficient to preclude recovery
when regulatory accounting treatment of pensiosghs as well. The distinction maintair
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between regulatory accounting treatment and firdm@gicounting treatment incorporates
understanding that what occurs in one does notssadéy control what occurs in the other. In past
dockets, when the Commission approved pay-as-yduegtment of pension costs, our orders
specifically identified that the regulatory treammhef the deferred aspect of that treatment wdeto

resolved in a future rate caéWe conclude that the record in this rate proceednovides no
reasonable basis to prevent recovery of the defgreasion asset as part of the change to accrual
accounting. The amortization period proposed byQbmpany is not accepted. When dealing with
other expenses associated with post-employment eosagpion and amortization of deferred
amounts due to accounting changes, we have usedyarlamortization period than the five years
proposed here; e.g. post-retirement benefits dkizar pensions expenses. We have done so, in part,
in consideration of the period over which ex-emples will receive the compensation in relation to
the amortization period. We conclude that an appaitgamortization period for the deferred
pension asset involved here is ten years. The peasiset itself arose over a period longer than fiv
years. We conclude that a ten-year amortizationltees an appropriate result to be reflected in
determining a reasonable revenue requirement &mldaint rate impact.

We are concerned with the aspect of the Commitéaédence which raises some question on the conmpqaets that
make up the pension asset, in light of our priolecs. We direct the Division and invite the Comagtto conduct an
audit of the deferred pension asset to determirgtiveln the level represented by the Company propefiigcts the
accounting and deferral treatment intended in oiar prders. If the audit identifies that adjustrmnthe deferred
pension asset itself is warranted, as well as adpr#t to the amortization, modification may be madsubsequent
regulatory reports and the rate effect in the matd proceeding.

The conclusion we make on this issue requires enease in revenue requirement of $3,258,432.
4. SERP Reserve

The Company accrues Supplemental Executive RetiteRlan (SERP) expense each year in accordanceheith
actuarial report. The excess of this accrual oash@ayouts under the plan is recorded as a tiabilne SERP reserve
liability account was not identified as a ratebdeduction in the Company's unadjusted resulthe@bmpany has
accordingly adjusted rate base by $562,946. Thesibivand Committee both agree to this adjustment.

In addition, the Committee has proposed an adjustufisallowing all SERP expense for the test ykargues that this
plan is a non-qualified plan available to a setgoup of executives, is excessive, and the costsldmot be passed on
to ratepayers. The Company presented evidencSHRP is a part of the total remuneration packageiged in order
to attract and retain qualified executives. Moshpanies offer similar programs in order to makehepdifference in
the retirement gap for executives.

Although it has been argued that the SERP plartia eompensation to executives who did not perfaeti during the
test year, it is our opinion that a SERP plan iessential part of executive compensation in réaguand retaining
qualified executives, and we therefore reject tbe@ittee's adjustment and accept the Company's.adjustment
reduces revenue requirement by $548,338.

5. Executive Severance

The Division reverses the executive severance offviederick Buckman, CEO and President, who termatha
employment with PacificCorp on September 25, 19%& general

perception is that Mr. Buckman terminated his emplent at the behest of the Company

Board of Directors as a direct result of sizeabiaricial losses in recent years to the non-regiilsitée of the business
and a focus on global pursuits. The Division bedgethat shareholders should bear the responsitdilitylr. Buckman's
severance package, and reduces expenses by $188)038ar, which is Utah's allocated share amattmesr five
years. The Committee takes no position on thissadjent. We conclude that the Division's adjustni®appropriate
This adjustment reduces revenue requirement by,$914

6. Relocation Expense

The Company made an adjustment for the accoungpgrtiment relocation expense during the test wear amortize:
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the associated cost over a five-year period. Brgsshat this move was the only unusual emplog&eation project in
1998. The Committee, however, states that even thiteadjustment, the amount left in relocatiopense is high and
not reflective of normal cost levels. It proposasadjustment that sets the relocation expense atebthe 1993-97
average, plus one-fifth of the difference betwdenfive-year average and the 1998 balance afteCtimepany's
adjustment.

We conclude that the relocation costs remainingy dfte Company adjustment are at a level expeotbd bngoing, and
therefore reject the additional adjustment propdsethe Committee.

7. Rent Expense

The Committee requests disallowance of certain 1888l expenses and the imputation of subleasmevthat will b
earned in 2000 in order to promote a better magrchfrthe costs and benefits of the Company's engglogduction
program known as BSIP. Specifically, the Commitiad the Division recommend annualizing $204,65ntal
expense associated with the Public Service Buildirigortland because the lease expired in Decef88. Employee
were moved to the Lloyd Center Tower where, theess alleges, the Company had excess space whicothpany
had the opportunity to sublease. The Committee taiais that the Company provided conflicting infotioa in data
responses, raising doubts about possible rentafiedrom the Lloyd Center property.

The Committee's second recommendation concerngimgpsublease income from renting the eighth floothe One
Utah Center (the lease begins early in 2000) whialleges was vacated as a result of BSIP emplogeections.
According to the Committee, a test-year imputatighhpromote a better matching of benefits of flg@mployee
reductions with the opportunity costs of the vagame rebuttal, the Company states that Pacifi(§P employees
occupied the eighth floor for the entire 1998 te=dr, even though the eighth-floor accounting dipant was relocated
to Portland. There is no evidence to the contrarthe record.

We find that the rental expense associated wittPtitdic Service Building in Portland meets theesi# for
annualization of test-year data stated in R746-3.0Vhe rental reduction occurred during the teat yis expected to be
on-going, and is a volume change in the level ah@any operations which has minimal interdependent
investment/revenue/cost relationships. We theredooept the Division's proposed adjustment to direuthe rent
reduction for the Public Service Building. The Coitteg's proposal to impute revenue for the subleasiee eighth
floor space in One Utah Center mismatches expenrsksevenues. PacifiCorp employees occupied theegpaoughot
the test year. Revenue from a post-test-year isaset admissible and the rationale on the receiddufficient for a
departure from the Commission's test-year rulesdd/eot accept the Committee's proposed adjustriiarse
decisions reduce revenue requirement by $71,022.

8. Noell Kempf Climate Action Project

Noell Kempf is an environmental risk mitigation jact aimed at gaining experience in and the esiimatf the cost o
securing offsets to potential carbon dioxide taxesmissions restrictions. It is a partnership leemvutilities and the
Bolivian government to create a forest preserve fitoject will prevent the logging and clearingapproximately 3.6
million acres of forest. The Company has commig&d’5 million dollars to this project and has babk@proximately
44 percent or $763,500 ( company-wide) as a tesmt-gepense. The objective is to offset carbon deximissions from
PacifiCorp thermal generation plants. The Commitietes that the Company's newsletter, "Networkricedes the
emission credits are uncertain at this time. Then@dtee argues that collecting 44 percent of thetxof a project
whose uncertain benefits stretch over thirty yé&aesmismatch of benefits and costs. The Commiteemmends that
no cost recovery be allowed in this rate case.

The Company testifies that the Noell Kempf Projeitt sequester CO2 and is being explored as a meaofiset CO2
emissions from burning fossil fuels. The cost oeN&empf is expected to be $0.30 to $0.60 per Tdris compares to
$10 to $40 per ton assumed as a tax on CO2 indhg@ny's integrated resource plan. The Compangueslithat this
expense is prudent. It points to the CommissiorjsdR and Order on Standards and Guidelines fegtated Resource
Planning which found that changing environmentgltations can increase the internal costs of thigyufThis may
occur through changes in plant operation, the amfddf control technology, or purchase of emisggenmits. These
costs will ultimately be borne by either ratepayarstockholders. The Commission also found thatlent business
planning must evaluate the consequences of riskinodrtainty for business strategy since a requérgrio “internalize
external environmental costs poses risk. Shoul€Cramission disallow the Project expense, the Campa
recommends that it treat any future gains fromtthéing of CO2 credits symmetrically, so the vadli¢he credits flow:
solely to the shareholders who funded the origies¢arch project.

We find that participation in the Noell Kempf cliteaAction Project is reasonable. Environmental nskgation is
important. We will allow recovery of Utah's shafetee $1.75 million total project expenditure, bitl spread it over
five years in order to better match benefits arstcAny further investment in CO2 credits mustlieify be evaluatec
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in the integrated resource planning process, akidoadedged by us, before future rate recovery béllallowed. The
revenue requirement effect is a decrease of $89,333

I. INFORMATION TECHNOLOGY ISSUES
1. Y2K Expenses

In order to prevent interruptions in electric uyilservice in the changeover from the year 1992000, PacifiCorp spe!
approximately $10.3 million, company-wide, in th#98 test year. The Company proposes to allow thieeesum in the
revenue requirement in this case to ensure quakvery. The Division and the Committee both recomdninat we
amortize Utah's portion of the $10.3 million ovimefyears to mitigate the effects of that one-tempense on customer
rates. The Company argues that amortization "edllt in tremendous under-recovery of those cogte 'tisagree.
Amortization ensures recovery of prudently incurcedts at a sustainable pace without causing grélgolts in
customers' rates. Those amounts not immediatelgresqal are left in rate base on which PacifiCorpsarfair return
until the entire sum is amortized. The Companyrdfwee, is assured of both a return and full cesbvery.

Although Y2K costs are one-time expenses and doalexcluded from the test year, the Company inifectrred them
in each of four successive years beginning in 189@ddition, given the importance of the efforatmid short- and
long-term power outages and the pressure imposé&hoifiCorp from the Commission and others to stieY2K
problem, it would be unreasonable to exclude tHagluding Utah's allocated share of the entire $10illion in this

test year as the Company proposes, however, wauigkeca spike in customer rates that amortizatiordavWe accept
amortization as a fair way for the Company to reedhese costs, but believe five years is too bpgriod under the
circumstances presented in this case. Insteaddet a three-year amortization to reflect the uaigature and
importance of these particular expenses to theipgbherally. We have never before and will nexgaia face this
problem. This adjustment will be calculated onlthasis of an average annual rate base. This dealsiceases revenue
requirement by $1,947,885.

2. Re-Engineering

In 1996, PacifiCorp implemented the Business Systaegration Project (BSIP) to review the Compailsiness
processes and to implement more efficient meagsmducting its business. This led to a new intégmadf software
systems, and to reductions in inventories and.sAafpart of this project, the Company acquired mkewprehensive
business software called Systems Applications anduets (SAP) and incurred expenses in 1997, 1868L899 for re-
engineering business processes and employee gairtie Company proposes to amortize the re-engigand
training costs over five years, beginning in the y@ar. The Division supports the Company's prapds the
Committee's view, re-engineering costs are thosgriad to analyze the current flow of financial anber internal
Company information used to manage the Companyerig@eering is therefore an initial step in det@ing how SAP
is to be used. These costs, asserts the Comnutterot be beneficial to ratepayers until SAP il/fuhplemented. As
this happened only in one generation station, thegkton plant, during the test year, the Commitfgeoses the
Company's adjustment as out-of-period. The Largg@@uer Group also opposes the adjustment as aof-patriod
SAP-related one, and argues that these costs maldcated between regulated and non-regulatédtacis the
Committee does, LCG proposes to begin the amadizaf re-engineering costs only when SAP is fithplemented.

Typically, when the Commission analyzes a requeantortize an expenditure a showing of roughly prtopnal
benefits and costs over time and beginning inekeytear is necessary for approval. Expenditureggsed for
amortization by the Company total about $16 milli@wmpany-wide, for the test year. This amountlaims, is offset
by test-year benefits of $30.6 million, Company-gjidssociated with re-engineering, as part of B8ildPthe
implementation of SAP. These benefits, it assartsse both from use of SAP at the Naughton plathtfiaam a new
understanding of business processes leading togain employee levels and elimination of certaitioas that would
have been required had the older processes beentego continue.

Though the Committee does not dispute implememtaifSAP at the Naughton Plant, it argues thaptitential
benefits of re-engineering cannot be realized @aAP is fully implemented throughout the Compangl$o asserts that
no party has shown that SAP produced any benetfitariorm of improvements in productivity duringettest year. This
Committee statement is correct insofar as the litsr@fimed by the Company depend on assertionstambions not
taken. We are more interested in measurable andisalsle gains in productivity. No evidence of thst exists on the
record.

This leads to the position advocated by LCG, wilaisberts that the evidence of benefits in the tesst ig shaky enough
to warrant complete audit of all SAP-related expemes before any are declared prudent and recasgrgrmitted.
Moreover, given the time in which the entire projese, the Company's then global objectives amghasis on
development of non-regulated business opporturnigigsires an allocation of these expenditures betwegulated and
nor-regulated activity. LCG proposes an allocationrof 8AF-related costs allowed recovery in this case orb##s o
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relative regulated and non-regulated revenues.

It appears on this record that re-engineering eaidibhg expenditures precede and are necessargharaye in internal
business operations that are intended to reséutume productivity gains. They are only part diaigroject
expenditures. Other expenditures include thosédodware and software, which we take up below. \igh o
encourage the Company in these efforts and exptecitian to operational efficiency as part of effee management.
successful, expenditures for@agineering and training will produce future, remg productivity gains. For this reast
amortization may be an appropriate method of caxstvery.

Though the Committee disputes the assertion thagflis occur in the test year, its testimony dosdauscore the
relationship between up-front expenditure and ar&uflow of project benefits. As a concept, thigtienship is
recognized by all parties. We adopt the recomméoniaf LCG, which is independently recommendedhsy t
Committee, to require a performance audit of th@eproject. One aspect of this audit should infars how an
allocation of these expenditures should be perfdriiée await receipt of the imminent seamnual report on operatio
for 1999 and the ScottishPower merger transitiam jplefore stating more clearly the audit requirameduffice it to
say here, we expect such an audit to be limitezysed, and directly on the points raised hereiitshgroponents. We
believe the record in this Docket is sufficienbigin an amortization in this test year because ®a®installed in one
generation station and we give some weight to tag@any's claim that benefits were realized. Shthedaudit indicat
otherwise, appropriate adjustments can be madeh#@/efore accept the proposal of the Company am@®thision to
amortize re-engineering and training expenditures @ive years. This adjustment reduces revenugirement by
$464,539.

3. Computer Mainframe Write-Down

The Company replaced its mainframe computer dutingest year. The old mainframe, it testifies, ted®n out of
service in January 1998 because of insufficienacip. The Company proposes a three-year amouizati the write
off, beginning in 1998. Since the old mainframe wasoved from service in the test year, the Divigiooposes to
amortize the write off over five years, beginningl®98. No such write off should be allowed in thst year,
recommends the Committee, because it is relatdtetonplementation of SAP which provided but insiigant benefits
in the test year. LCG recommends that any SAPeaélabsts allowed in this Docket should be allocitetsveen
regulated and non-regulated activities based o8 1®@nues, but all such expenditures should biestal to thorough
audit.

In 1997, the depreciable life of the old mainfrawees shortened from 10 to five years, and the reimginet book value
was written off. The Company sought recovery ofuhge off in Docket No. 97-035-01, but the Comnissdid not
allow it on grounds that the old mainframe remaimeservice throughout the 1997 test year.

The record permits us to conclude that the mairdraras replaced during the test year because dfitient capacity
to perform necessary Company functions. Theredispute, however, over what exactly led to the riee@place it, ar
how we resolve this bears directly on whether aizatibn of the write off should begin in the testy.

The Company argues the replacement was due oplgrirto acquisition of SAP, had other causes, hackfore
amortization of the write off should begin in thestyear. The Committee argues replacement wastlgiirelated to
SAP and since but insignificant SAP-related besefjipear in the test year, amortization shouldegin yet. The
record shows that SAP runs on a client/serverthotainframe, and that additional capacity wasleéeo run other
vital software, including new customer service syssoftware (CSS). Therefore, we conclude thatytest
amortization of the write off need not proceed loa basis of a match with the presumed benefitcaged with the
implementation of SAP. Because replacement iséatly due to SAP, however, and the primary benefithat will
occur beyond the test year, we conclude that ant@ation period of five years, proposed by theiBian, is more
appropriate than the three-year period proposdtidfompany, and it is therefore adopted. Thissidjant increases
revenue requirement by $1,607,717.

4. Computer Software Write-Down

In 1997, the Company wrote down its "legacy” sofevsystems in anticipation of replacement by SARDdcket No.
97-035-01, the Company's proposal to amortize ttite \down over a three-year period was denied scthe old
systems were in service throughout the 1997 temt yidne Company renews this proposal in the prd3eaket. The
Division also proposes amortization beginning ia st year but recommends a five-year amortizat#siod. The
Committee opposes recognition of the write offhia test year, as does LCG.

All parties agree, and we therefore conclude, tiasoftware was in use throughout the test ydas.Qompany
acknowledges that, though for only certain purpogedll continue in use well beyond the test yd#s rationale for
proposing recognition of the write off in the tgsfar rests on the assertion that because the alegisis made t
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implement SAP, certain maintenance and Y2K exparnsitwere avoided. In the Company's view, thesefliermake
recovery of the write off appropriate now.

We do not agree. The old software was in use througthe test year. As the Committee states, SAPnoafully
implemented during the test year so expected ptadiyoenhancements have not yet occurred. As dtim¢he March £
1999 Report and Order in Docket No. 97-035-01,Ilision of the write down, a non-cash expenditurehe test year
would saddle ratepayers with additional costs sotdscence even though the benefits new prograrks pussible
would not yet be present. This would mismatch castsbenefits, and inappropriately inflate testryamsts."
Circumstances have not changed, and these conudusiitl apply. We therefore accept the Committee's
recommendation to reverse the Company's propogasdtagtnt. This increases revenue requirement by, $933.

5. Systems Applications and Products Software (SAP)

In December 1998 the Company recorded its investme®AP software on the books of Electric Operragiorhis
investment totaled $80,198,104. Since an averageafrate base is used for ratemaking purposeshaif or
$40,099,052 of the SAP software investment is thetlin the Company's unadjusted results of operafior the 1998
test year. The Company's investment in legacy syst#f $1,242,528 and an equal expense amount,dmilyrtizing the
legacy systems, is also included in the 1998 teat.y

The Company proposes an acceleration of the reg@féts SAP software investment by assuming, &emaking
purposes, that the SAP software replaced the legygtgms at the beginning of the test year. Theg2oyis adjustmel
includes adding the remaining half of the SAP safminvestment to the test year and removing timairéing
investment in the legacy systems from the test.yiesaadjustment also includes adding the expessecéated with
amortizing the SAP software investment over itseeted useful life and removing the amortizationemge associated
with the legacy systems. The Division supports phgaposal.

The Committee proposes to remove all costs asgalcvaith the SAP software investment from the testryln its view,
amortization of costs should not begin until betseffow to ratepayers that are at least equaléatists the Company
has incurred to implement the programs. In additibe Committee recommends undertaking an auditeoSAP
programs, including a determination of the usedwws&fulness of the programs and the proper allotati costs
between regulated and non-regulated operations.

The LCG supports the Committee's proposal. Additiignthe LCG proposes that any SAP-related cd&isved in this
case should be allocated between regulated andeagutated activities on the basis of 1998 revernwbg;h they claim
results in a 59 percent allocation to regulateslises. Like the Committee, the LCG recommends satinjg all SAP-
related expenditures to an audit. Finally, prudeimiturred costs properly allocable to regulatadises should be
amortized over a period of at least five yearsjrr@gg in a test period no earlier than 1999 when3$AP system and
related assets are shown to have become used il fos regulated services.

The Company argues that SAP was fully implementédeaNaughton generation plant, allowing SAP-edabtenefits
to be realized there. In total, it claims total Shgfated benefits of $30.6 million were achievedha test year as
opposed to costs of $25.5 million. It further argtieat the BSIP project began to provide beneéfesie the roll-out of
SAP to all Company locations was complete, anddbst reductions were realized in preparation #P Svhich would
not have been sustainable without SAP. The Divisigrees that SAP-related benefits began in the/éast but the
Committee does not. The Committee argues that Saénwt fully implemented until late in 1999, soyomisignificant
benefits might arise in the 1998 test year, and\igghton plant pilot program, initiated in Septemb998, cannot be
the justification for including an $80 million ingament in test-year ratebase.

We will allow neither the accelerated recoveryhi$ investment proposed by the Company and suppbytéhe
Division, nor a deferral until a later test yeampasposed by the Committee and LCG. Acceleratedvery is based on
Company argument that benefits in the test yeahdrform of employee reductions and avoided casteciated with
the legacy software systems, exceed the costs Bf 8Aengineering and the software write off, féotal, company-
wide, net benefit of approximately $5 million. We dot rely on this argument. The claimed benefiésestimates of
what the Company might have experienced absemtdbtision to implement SAP. What is important, hogreis
sustainable improvement in efficiency, measured tiwee as productivity gains, resulting in lowerstoper customer
and increases in the quality of service. These aiynfollow from the implementation of the new syst, not its
anticipated deployment. An example of a useful megpresented both in the current Docket andusiegompleted
ScottishPower merger approval Docket, No. 98-2085<non-production operation and maintenance res@eer
customer. The evidence about this on the recad@ruted. It is not strong enough to warrant acaédel recovery. We
look forward to presentation of measures suchiasrththe imminent ScottishPower Transition Plan.

On the other hand, the evidence shows that the @oynis transforming its internal processes throihgh
implementation of SAP, and that some beneficiaafhas been achieved during the test year. Tledashows tha
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half the Company's SAP investment is already ielrase; next year, the total amount will be there.d& not believe a
reasonable basis exists to accept the recommendatfdhe Committee and the LCG to remove the itmvest from the
test year. We rely, as well, on the decision stateal/e to accept the Committee and LCG recommendtiiperform a
comprehensive audit.

Because the proposals of the parties to eithelexrate or defer cost recovery are rejected, thesisidns require no
adjustment to revenue requirement. Test-year revesguirement properly includes half the SAP invesit.

J. POST-TEST-YEAR ADJUSTMENTS
1. Glenrock Mine Closure

During 1997, a decision was made to close the Dali@ston coal mine, operated by the Glenrock Coatgany, and
the Company wrote off the mine in its entirety kxpense. To reduce the risk of under recovery, eetlyear
amortization of mine closure costs (for unrecoveskeaht, reclamation, and severance), beginnin@®8lis proposed
by the Company. Final reclamation work, the Compstayes, began at the mine during the test yea Cdmpany
claims its proposal will match a savings in fuestsowith the additional costs caused by early ¢stihe Division
accepts a Company statement that the change mitteeoperation plan resulted in some savings aaicfittal
reclamation work began during the test year. Ippees a five-year, rather than three-year, amdidizaf mine closure
costs because the longer period is the same aapghadved by the Commission for other amortizatidnmitigates the
effect on rates; and it better matches cost regowéh fuel cost reductions that closing the minakes possible. Thus,
the Division believes amortization should begii@98. The Committee opposes any amortization oéroiasure costs
in this test year because the closure of the mish@at occur until October 1999, which is beyond test year; argues
that any coal cost savings in the test year wdaga to the early retirement program and not theerolosure; and
considers the proposed write-off of reclamationtsts be retroactive ratemaking. The Large Custdareup agrees
that the costs should be amortized over five ydarsshould begin with a test year no earlier th@®9, which in its
view will more properly match costs and benefitsrofie closure.

The record shows that the mine was fully operatidnang the test year. Since a rail contract watssigned during the
test year and rail facilities to permit the suliiin of an alternative source of coal did not ettien, the mine did not
close until October 1999. For these reasons, wea&gtore the mine to ratebase, as used and uhafag the test
period, and will not permit its amortization as ecwvered plant. By restoring the mine to ratebaseare deferring the
write off and allowing a return to be earned onrgrmaining mine investment. We intend no disallosearBecause the
mine was not closed during the test year, we witlaconsider employee severance costs in this Docket

The Company points to a decline in coal price f@8m4 per ton to $8.02 during the test year aseene of fuel cost
savings resulting from a changed mining plan ovtothe decision to close the mine. These savithgsCompany
argues, justify recovery of mine closure costs,itr@gg in 1998. In response, the Committee assleatsany savings
come from the change in mine operations and nat fieplacing its coal production with a more ecorzahalternative
source of fuel. The Committee believes the claisedngs are primarily due to the Company's eatiyerment
program, and when removed from mine savings a {utdgdictional savings of but $100,000 remainsthe
Committee's view, this tiny amount cannot be jigsiion for including the full amortization of thverite off in the test
year

To permit the full amortization of the unrecoverathe investment in the test year without the presehere of a
significant amount of savings is to create a paéfdr over earnings. For this reason, in paskétewe have looked to
a rough equivalence of costs and related savintiitest year to warrant cost recovery. Cleahlg,dgrimary savings
permitted by mine closure, estimated by the Comgare $15 million annually, do not arise until tzaobtained fron
a Powder River Basin alternative source. This dm¢®ccur in the test year. Absent the primaryrags; a write-off of
the mine investment in this test year is inappedpri

Reclamation is a different matter. The Committesegs that the proposed write-off of reclamatiosteds retroactive
ratemaking because these costs were known and kauédbeen accrued by the Company as early as 168the
Company did not raise accrual rates. The Companigdéehat reclamation costs were under accrudtkipast. The
reclamation write-off results from a change in agtng estimate and is not, as the Committee claamsbandonment
loss. In a further response to the Committee, thimany states that final reclamation work begahemine during th
test year.

We find the reclamation cost to be legitimate fzavery in rates. It began during the test yeat,iavolved actual
Company expenditures. We will therefore permit vexy, but rather than the three-year amortizatiampgpsed by the
Company, will permit a five-year period beginnimdsttest year. Our conclusions result in an in@éasevenue
requirement of $4,090,01
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2. Condit Dam Remova

Condit is a dam on the White Salmon River in Wagtun State used for many years by the Companyrtergée hydro-
electric power. Recently, in response to newly iegzbfederal licensing requirements, the Companylbgsmined
continued operations there are uneconomic. It thexdas entered an agreement, signed in Septer@b8r and now
awaiting approval by the Federal Energy Regula@mynmission, to begin removing the dam in Octob&620 he
Company proposes to accrue dam removal costs bagimmthe test year. This is opposed by the Divisthe
Committee, and the Large Customer Group.

The accrual should commence in this Docket in ofldar customers who benefit from the electricitgdarced at the
dam contribute to its removal costs, accordindiéo@ompany. The Company asserts that failure tiatiaithe accrual i
this Docket will produce an increase in depreciatates in the future. Moreover, the Company bekets proposal is
consistent with established depreciation polidied provide for recovery of plant-removal costs.

In the Committee's view, this is an event occurongside the test year, and the final agreemergnvepproved, may
result in other parties bearing a portion of remh@ests. The Committee also relies on a Decemb@9 $8ttlement in
PacifiCorp's Utah depreciation case, Docket No2985-04, which provides for recovery of increasamioval costs as
part of stipulated depreciation expense, with nepréciation rates taking effect in April 2000. Basssociated with tt
removal agreement and the depreciation settlenmeriiegyond the test year.

The Division relies on the depreciation settlemehich calls for increased depreciation expensenvagg in April
2000, and terms the Company's proposal a posyestadjustment, as well as a "a violation of commsense.” The
Large Customer Group also opposes the Company sabfir reasons similar to those the Committeethadivision
provide.

The Company argues that its proposal is not antaffamplement the depreciation rates from thently approved
stipulation in advance of the April 2000 implemdiuia date but instead is intended to make full efste nine years
spanning January 1998 to October 2006 to recomeoval costs from customers who benefit from the'dam
hydroelectric power.

We view the proposal as an impermissible postyteat-adjustment for the following reasons. Fitsg, temoval
agreement was signed after the test year. Sedomdgreement is not yet approved. Third, the aggaemay change in
ways including the distribution among parties ofnid@moval costs. Fourth, the depreciation stipoitgtio which the
Company was a party, provides for new rates beginApril 2000. Finally, although Condit dam depeditin expense
may increase in the future, there may be offsetlieygreciation rate changes such that overall degii@e expense may
not rise as a result of this one event. We beltheeCommittee's adjustment correctly removes thefmount of
accumulated depreciation recorded on its book&i®ylompany in the test year for dam removal, aacetbre accept |
This decision decreases revenue requirement by, %533

K. UPDATING ADJUSTMENTS
1. Interest Synchronization

Interest synchronization imputes interest expeasétome tax purposes equal to the product ofubighted cost of
debt (average lonterm debt cost times its share in capital strugtanel adjusted rate base. An adjustment must be
to account for the difference between imputed egkexpense and the interest expense associatetltah's share of
unadjusted testear results of operations. The adjusted rate bsese to calculate imputed interest expense inclodsk
working capital (discussed below). As calculatethia Joint Numerical Exhibit on Revenue Requiremta interest
synchronization adjustment increases revenue remeint by $5,769,131. The method of calculatioroismdispute.

2. Cash Working Capital

In prior cases for all utilities, the Commissiorslaproved the cash method to calculate the cagtingacapital
included in rate base. The cash method focuselseocatsh inflows and outflows during the test periedded to
maintain daily operations. As a component of rateeh cash working capital thus reflects the Comparged for cash
to conduct day-to-day operations. It representsstor-supplied capital the Company must have od daning the
interval between incurrence of expenses to prosateice and receipt of revenues from ratepayers.

Lead/lag studies compare the difference in theminhead or the timing lag between cash inflows amiflows. A net lai
of 8.9 days is obtained from the Company's Decerh®®l Lead/Lag study and is the difference betwberUtah
jurisdiction net revenue lag of 44 days and neeasp lag of 35.1 days. On average, it takes 44tdayalect revenue
from the date service is provided and 35.1 daymtoexpense
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Cash working capital is calculated by totaling @pi@ns and maintenance (O&M) expenses, taxes ttharincome,
federal income taxes, and state income taxes.tdtabis divided by the number of days in the ywadetermine the
adjusted daily cost of service. The adjusted dzilst of service is then multiplied by the 8.9 ragf tlays to derive the
cash working capital requirement.

An adjustment must be made to account for the rdiffee between cash working capital calculated erb#sis of resul
of operations adjusted by the decisions reach#uisrDocket and the amount that is based on thdjusted test-year
results of operations. Adjusted income taxes usedlculate cash working capital include the imgutgerest expense
discussed above. As calculated in the Joint NurakEzhibit on Revenue Requirement, the cash workaggjtal
adjustment reduces revenue requirement by $2,02574@ method of calculation is not in dispute.

L. SUMMARY

The adjusted test-year revenue requirement is $888,38. This requires a change in firm retail ress of
$17,043,480. The allowed rate of return on equit¥li percent, and the rate of return on rate 3289241 percent.

Ill. PRICING OF TARIFFED RATE SCHEDULES

Our practice is to employ an acceptable class @bsérvice study to guide the apportionment or agref adjusted
jurisdictional revenue requirement to classes ofise. The design of rates in each class followaldished ratemakin
principles.

A. COST OF SERVICE

In this Docket, the Company submits a "functioredizclass cost-of-service study. Functionalize@s$atn a special
meaning here, somewhat different than the funclioetion step common to all cost-of-service studidlse Company
now proposes five functions: production, transnoissdistribution, retail services, and miscellarsgouhich includes
costs associated with demand-side managementhfsgniaxes, regulatory expenses, and other. Thisapgroach is
said to be the basis for "functional unbundling’sefvices, first introduced by the Company in Dadke. 97-035-01.
There, we were unable to adopt it due to lack odgpropriate record. Nevertheless, certain chatgsisch a study
were ordered in that Docket. These are functiomajiand allocating administrative and general espsrother than
employee pensions and benefits on the basis of,plahlabor, and allocating sales for resalesmaes consistent with
the allocation of purchased power. These changemenrporated in the study filed herein. To théme, Company adds
the results of a new study of customer weightirggdiss, which revised weighting to reflect customarbitah rather the
system-wide, for meter reading (Account 902), amst@mer records and collections (Account 903).Harrtno service-
drop costs have been allocated to the irrigatiassclin addition to other changes, an update t@ddrallocation factol
to reflect a refinement to the load research catlibn process used to tie hourly class loads & tétah jurisdiction loa
is made. Weather normalization of class coincigeatk loads also is incorporated for the first timéhe study. Revise
unbilled revenue calculations are made.

The parties identify several problems with the sittem cost-ofservice study. First, the number of winter evempegks
and the sensitivity of class-level results to chenig the number of such peaks, is in dispute. 8edbe Committee
proposes to determine the time of system peak h@s#uk total of firm and wholesale loads rathantjust firm retail
loads as the Company study does. It notes thay sasiilts may be sensitive to the time of the peesesl for cost
allocation. We have rejected this proposal. Thind,load research data is claimed by the Commiitiée flawed.

The Committee asserts that residential coincideakmlata are adjusted upward by a full 7 percemtaathe level
actually measured by the Company load researctrgarom order to compensate for shortcomings eithéyad
research data or elsewhere in the Company's magssystem. In addition to similar problems, thedloasearch samp
for the irrigation class is said by the Committedé out of date and based on data gathered bet@dnand 1993. Tl
Company recognizes this problem and has undertaé@rsampling for the irrigation class.

The Company adjusts sampled classes such as résid®shedule 1 to jurisdictional load, given thenthnd-metered
load of other classes (termed "census" data), wheesummation of all the census and load reseatzhdbes not equal
the Utah jurisdiction load. The jurisdictional acehsus loads are assumed by the Company to betcdtevertheless,
the Committee asserts that the Company made chaogieso census and jurisdictional loads, and @salt made
further changes to the load research sampled skd®thads to ensure that the sum of schedule leqdals
jurisdictional load. The Company responds that @éabene, but only one, adjustment was made to amg-metered
(census) load. It also asserts that the shiftsidemtial class load that the Committee identiisesxplained by a change
in the treatment of special retail contract lodemerly, these firm loads were assigned to thisgiation in which the
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customer was located; in the present study, asuitref an agreement reached among the staffecfaiieral states at
PITA, these contracts are allocated systemwide.rébelt is these loads do not appear in the meamumeof loads in
both jurisdiction and class cost-of-service studig® loads are no longer included in the detertiinaf allocation
factors.

The most significant problem with the results af tlew cost-of-service study is the influence ofhange in the number
of winter evening peaks. In January 1997, wheresygieak occurred in the morning, the Utah resideolass
accounted for 31 percent of Utah's share of sygteahk, but in January 1998, when the system peaki@ctin the
evening, the Utah residential class accounted2gretcent of Utah's share of system peak. The qoesee of this
change in the time of system peak is to greatlyeimse the cost responsibility of the residentiassl

This shift in cost responsibility poses a fundaraéptoblem for cost-of-service analysis. Such asedypresuppose
stable underlying cost relationships because laskatility would cause unpredictable swings ingdiction and class
cost responsibility, a violation of ratemaking miples. It has always been known, for example, éhettange in the tin
of peak, measured at a single hour in a monthcaase large shifts in cost responsibility amongsga. For that reast
acceptable cost-of-service studies will allocatstemot on the basis of a simple peak allocatoneto such volatility,
but on an allocator that better recognizes a cagsal basis for determining jurisdictional and slesst responsibility.
Since the Company's 1998 study is vulnerable tosjush a shift, it responds by providing study hssusing the
average of 1996 through 1998 peak load data tgatéithe effect of a change in the hour of systeakp

The Division supports a mitigation step. In thegitrperforms of the Company's cost-of-service nhageng 1996,
1997 and 1998 demand data, the Division illustritesneed for mitigation due to the substantigkdénce in class
allocation results when different demand data aeglult recommends that the revenue change betapyeat to classes
using 1996 and 1997 study results only, becauseuimer of 1998 winter evening peaks is anomalodsnat likely to
be repeated. The large industrial customer paattespt the Company's proposal to mitigate the effiethe shift in time
of peak. Owing to its dissatisfaction with the diyabf load data as well as the shift in cost resgbility caused by the
claimed shift in the time of peak, the Committe@ages using even a mitigated cost-of-service stodyghieve a
disproportionate sharing of the change in reveegairement. The Committee recommends recoveryythange in
revenue requirement on an equal percentage basisgpafl classes.

In spite of the load data difficulties identifiegt the Committee, we believe the use of the costenfice studies, when
mitigated as proposed by the Company and the Bivjss sufficient for use in this case as a gerguale to the spread
of revenues. We do recognize, however, that problidentified by the Committee, both in Docket N@-@5-01 and
the present one, have been or are being addregshd Bompany. The result of those raised in tle@ipus Docket
produced changes, for example, revised customehtieg factors, that are now included in the cdstervice study
filed by the Company in the present Docket.

B. SPREAD OF THE GENERAL REVENUE CHANGE

We consider here the mitigated cost-of-serviceltesis a general guide to the spread of the revelhnaege. We reject
the Committee's recommendation to spread the chamge equal percentage basis. We also rejectithsidh's
proposal to spread the increase only to Schedul#8, 23, 25, and the lighting schedules. The Campaoposes a
revenue spread that involves the use of a capearttount spread to certain under earning schedslasnitigation
measure because its proposed revenue change \‘aagesoGiven the change in revenue requirementeterchine
herein, this mitigation step is unnecessary.

The cost-of-service studies on this record arecootpletely reliable. In the last case, cossefvice studies also show
a wide divergence of earnings results across dabsé we spread the rate reductions on an equedipebasis because
the studies were not reliable. There, as herestiidies, if followed directly, would lead to an apt shift in revenue
requirement responsibility among schedules. Weéndwjever, reflect in the following spread decisiotoasideration of
cost-of-service study results.

The primary source of the change in revenue reomént ordered herein is due to the increase inmwepcosts. In our
view, this justifies all classes sharing in thearewe requirement increase. As we state aboveetiuts of the cost-of-
service studies here are sensitive to the timgsiem peak, which causes us to temper the conokisve draw from
them, particularly with respect to excluding sortesses from any revenue change. The problems wath data also
lead us to temper our cost-of-service study commhssinsofar as study results would spread themewe@equirement
change solely to Schedules 1,10, 23, 25 and thérig schedules. Finally, the Company's proposeesspdid not
exclude Schedules 6 and 9.

The spread we approve is provided in detail in Ajipell. It results in less than one percent inseetn revenues to
Schedules 6 (large commercial) and 9 (industrib8lso results in a 4.2 percent increase to Sdeedu(residential), 10
(irrigation), 23 (small commercial), 25 (mobile hesand trailer parks), and 7, 11, and 12 (theitightchedules
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including traffic signal systems and metered outdigiting).
C. DESIGN OF RATES
1. Lifeline Rate

As in our last rate case, Salt Lake Community Atfesogram and Crossroads Urban Center (SLCAP/Cldgpose a
lifeline rate for low-income residential customeFkis program would give an $8 per month crediteligible
participants. That case contained an extended siismuand analysis of the proposal, which we vdtlrepeat here but
reference and again rely on, in addition to eviéentroduced in this case, as basis for our datisare.

In the prior case, this Commission found that weehthe authority to implement a lifeline rate; taakal need exists
and is not otherwise being met by other prograhe; the program as proposed in that case was sfcltesargeted
and would not overly burden other customers; thatenefits offset negative impacts; and the preg@sogram was
administratively simple and inexpensive to admerisbespite these findings, we declined to ingithe lifeline rate in
that case because of several concerns and unawsguezstions, which were explained fully in that @tdVe requested
that a Low-Income Task Force be established tositiyate these issues further. In brief, we askednfare information
on what we characterized as primarily "practicalans," asking for a Lifeline Plan which would lume clear and
specific proposals and information on the followi(i) a proposed cap on the total amount the prgvauld raise and
spend annually; (2) how to calculate charges, andldch users; (3) targeting eligible customer$;eidperience of
other states; (5) proposed measurements and stisnolaevhich we could judge the success of a progeauth (6) any
future studies which might be appropriate.

Members of the Task Force issued a "Report to tlad Bublic Service Commission” on December 17, 1988 Task
Force, acknowledging that "the diversity of econoamd ideologic interests prevent the Task Formmm frecommendin
a low-income energy assistance program,” couldeath agreement on all of the issues. However, S:/CAC
proposes that we effect a lifeline rate in thisecasvertheless. Its proposal here is substantfadiysame one as propo:
in the prior case with some additions in responseut Order, and some additional information fréra Task Force
Report. It argues that, considering the evidenckfimdings in the prior rate case, the Task Forepd®t, and additional
evidence on the record in this case, it has ansitereCommission's concerns and we should instih@difeline rate.

The following discussion examines the items ashalvwe requested more information. We continueslp on and
incorporate the findings and conclusions from thdier Order and add to them the analysis from ¢hise.

Cap. SLCAP/CUC's proposal, set forth fully in the extskio the direct testimony of the three SLCAP/CWithesses,
estimates that the program would cost approxima&&I million per year plus administrative costsliog
approximately $50,000 per year. These costs woellditided among the rate classes in proportiodassaevenue. For
example, Schedule 1 (individual) customers woulddgegped at $0.13 per month, possibly rising to $@dr month
assuming a higher participation level. In contr&@stiedules 6, 9, and 31 customers, the largest,ugeuld pay $6.25
per month, to a maximum of $75 per year. This apghoat least for residential customers, would titrte a much
smaller percentage of the average monthly bill4f.84 (0.32%) than comparable lifeline programsdétephone
assistance.

Targeting Eligible Customers.The proposal indicates that to qualify, a customast be qualified for the Utah Home
Energy Assistance (HEAT) Program (which we examimneolr prior order and found that by itself itiiadequate to
meet the needs of eligible customers); or earn o@rthan 125% of the federal poverty level. ThehUDepartment of
Community and Economic Development would adminigterprogram in conjunction with its HEAT program.

Experience in Other StatesThe Task Force Report contains a discussion dihidéngs in this area. It tells us that
many other states have low-income assistance prsgaad that they vary in range, cost, and desigretidér they offer
real benefits was a hotly contested issue amonk Face participants. Some possible benefits ifledtare to society
at large and thus, it is argued by some, this aetigroperly belongs to the legislature and notatvamission. The
Division asserts that there are no benefits to adigipants from direct assistance programs. Itioaa the Commission
against "effectuating social policy by means oératl electricity rates." During the hearing we heak that in most stat
with similar programs, they were adopted by comioissin those states, and then the legislaturesrgby codified
them.

Proposed Standards of Measures of Succe3he task force report indicated some confusioto aghat the
Commission intended with its questions in this atéfahe Commission's intention were to providsiatance to a given
number of customers, or a percentage of low-inchouseholds, measurement would likely be quite smpl. ." The
Task Force identified some problems in trying taaswere effectiveness of any low-income assistanogram. It
asserted that some of the information needed isuroéntly tracked by PacifiCorp and it would bestcprohibitive to de
so. It recommended that we ask the Division to bigwva set of standards and measi
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Future Studies The Task Force recommended that a major reviewldhae undertaken no later than three years after
implementation of this, or any, program, to makeghe program is effective and to suggest chaogas end to the
program. Beyond that, the Task Force members Heatidg opinions.

We conclude that, considering the additional infation provided in this case, it is in the publiteirest to have a
Lifeline program in Utah as proposed and we areingd that it be implemented. We find sufficiennbéts to the
intended beneficiaries, to the utility, and toititicustomers in general through reduced costeauthity of collections,
terminations, reconnections, and arrearages. Aarfarments that the program would benefit one @éssistomers
only, and thus should be paid by them only, we tizg¢ it is not done in other arguably similar araad we decline to
do so here. One specific example is that each ofessrvice does not pay precisely its "share"asts. This is true, for
example, of the large customer groups, or speoiairact customers, according to some views of atlons. Yet they
do not agree with any allegations that they aradeubsidized by residential customers. Examplesiadh to
demonstrate that one person's improper "socialanglfprogram is another person's legitimate reguiaif utilities in
the "public interest".

Nor has the Commission's current rules on a ligetate for telephones, enacted under our genettabidty in Sectior
54-4-1 and 54-4-4 of the Utah Code, ever beenehgdd. We find that the program proposed hereashar simply-
designed program with relatively modest goals armhialogous to the lifeline program for telephogreise. We expect
that experience in administering the telephonditiéeprogram will provide guidance as the Compahg,Division, and
others work to effect, and monitor, the Lifelinegram we now institute. Although the large custogreup questioned
whether taxation of the amounts raised and spernhéLifeline program might diminish its efficadypointed to no
evidence that that actually is happening with respethe Lifeline program in the telephone ardhthat in fact turns
out to be a problem, we expect to be advised af dsathe program is monitored.

Accordingly, we order the Division, the Committeed SLC/CAP to work with the Company to implemaevithin 90
days following the effective date of this Orde thifeline program as proposed in the last caseaartiscussed herein.
We anticipate that the program be capped at no thare$1.8 million per year; that it continue torbenitored by the
Division and that it be thoroughly audited withireée years.

2. Line Extension Tariff Change

The Company proposes a new tariff for line extemsubich would require new customers to pay morextend electri
service to their homes and businesses. The Divipports this change; the Committee does not @pipdsut propose
a ratemaking adjustment for the tariff change. Thismaking adjustment is opposed by the CompadyranDivision.

The Commission questions the public policy merit@ftain provisions in both the current and proddseiffs. We
address the request for tariff changes, the tariffisions, and the proposed ratemaking adjustment.

The proposed tariff tightens current line extengioticy to both residential and non-residentialtoosers because, the
Company claims, current policy is both overly gemsrto and subsidizes new customers. The curnéffitieovides
residential customers with a transformer, a metdrthree hundred feet of line, while non-residémigstomers
currently receive a credit of three years of estidaevenues. The Company argues that resideinga¢ktensions cost
on average $1400 for a home in a subdivision a®®d@butside a subdivision. For existing residemastpayers, the
average investment for line extension is $730 gmiaximately $18,348 for non-residential. The pregmbtariff
provides residential customers a $700 extensianwvalhce and non-residential customers an allowamgeal ¢o their
estimated annual revenue. Costs greater thanltveaaice will be borne by customers. The Divisiopparts the tariff
change because it eliminates subsidies and is imdiree with policies of Utah's municipal utilitieend rural electric
cooperatives. The Committee did not comment omrtbgt of the tariff change.

Public witnesses testify that the proposed linemsibn is poor public policy, contradicts a Comioisgolicy of
gradual rate changes, increases the cost of newed)dimits economic growth, and should be rejectée Utah Farm
Bureau also argues against its adoption.

We rejected this same request in the last ratefoaseck of a record on the social and public ppkffects of the
change. The Commission found in the former Dockedl, reaffirms here, that electricity, for whichrtare no
substitutes in many uses, is of critical importaimceday's world. In the present Docket, the Conypmuches on these
issues, and its comments were merely echoed bithsion, which apparently agreed with them. Inp@asse to the
Division statement that the new policy would bdime with that of other utilities we do not regudatve note that
PacifiCorp is an investor-owned utility, not a meipal or rural-cooperative one. Its customers haw&oice in
management and can only express their displeasthigulicy change to the Commission. Customers oficipals and
cooperatives can vote out the board of directokshange city management. The Company's desiratmesubsidies i
not per se a reason to accept the proposed thoffigh we are sensitive to cross-subsidy issuksilasidies cannot be
removed from rates. Finally, we do rely on themsking principle of gradualism, and we know the artance tc
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society of the widespread availability of elecsearvice. Nevertheless, the Company presents soitdenee that line
extensions are being subsidized by the general bbtepayers and, left unabated, will put upwanessure on rates.
In order to mitigate this pressure, but in recagniof our belief that the elimination of all suthgiis unwarranted for
this service, we will permit a compromise revisdadrthe line extension tariff to include, not ther@many's proposed
$700, but an allowance of $1,100 per residentiataraer. For non-residential customers, a line esx¢enallowance
equal to two years of estimated annual revenuppsopriate.

Though the record does not sufficiently air it, are concerned about the tariff's annual recurrivegge, the facilities
charge. This is a monthly charge that certain cuets who exceed the line extension allowance mastrpperpetuity.
The charge is intended for remote residential @edeational property, as well as non-residentiapprty. The
Company proposes to reduce this charge from 2depeto 1.67 percent per month based on the caristnucosts of
the extension if the line is built and financedtbg Company and from 1 percent to .67 percentsféustomer-
financed. The charge is intended to collect alt€associated with the Company taking ownershipetine, including
taxes, operation and maintenance, administratidegeneral, capital replacement annuity, and redfiand on capital
(when Company financed). The facilities chargdss ased to calculate the minimum bill. Severatiparquestion the
propriety of a charge that goes on as long asraesrvice is provided to the property. Neithex Division nor the
Committee addressed the issue. Testimony indith&tshe components of the facilities charge asetan the averay
rather than the incremental cost of line extension.

We find that some of the costs, such as administraind general expense and capital replacemenitgnoannot be
justified in a facilities charge. General ratesndd include the latter charge. In the case of éirnsion, however, w
find that some additional cost is placed on thktytior the general body of ratepayers, and thillsallow a facilities
charge, but not at the rate the Company proposedindf that 0.25 percent per month for the custefimanced line
extensions is fair and reasonable. This recogrimgsa subsidy may exist but it will take place ot life of the new
plant and will have minimal impact on general ratesate of 1.25 percent per month may be chargeddmpany-
financed line extension. This new charge will dégoused to calculate the minimum bill. Given theresnic growth of
the state and the utility system, the Commissinddithat a perpetual charge is unwarranted. Negneiins become
part of the system. Therefore, we find that theghanay be collected only for a term of 15 yeatsisTevision to the
proposed tariff is just and reasonable and in th#ip interest.

The Committee states that a rate adjustment isregtjas a result of implementing the tariff chan@esater customer
contribution for line extension will occur undeethew tariff, and a ratebase adjustment will reéflee fact. The
Company counters that the Committee is confusiedetel of ratebase with the future growth of rateh The Divisior
in a reversal of position during hearings, now agreith the Company's position. We conclude the3189t year will
not see a decline in ratebase as a result of ingiény this tariff, so no ratebase adjustmentdgiired. We believe the
Committee recommendation would violate test-yedicpo

3. System Benefits Charge

The Utah Office of Energy and Resource PlanningR®JEand the Land and Water Fund of the Rockies (LAWd)
propose in their written testimony the adoptioraftarnative funding mechanism for public-purposexymams. These
include: energy efficiency, renewable energy, awad-income programs. They specifically recommendSiistem
Benefit Charge (SBC), which would collect fundsaaseparate line item on a customers bill, as firefierred funding
mechanism. These funds would be held in a sepacataunt and would not be part of the regular rakéngaprocess.

The OERP and the LAW Fund do not ask for additidnatling, but ask for a change in the way the mdaeypllected
and accounted for. They argue that a separate @ecavechanism for energy efficiency programs waqirlvide
advantages to PacifiCorp, service and technologgees, and the people of Utah. It would also allomore seamless
transition if and when competition is introducedJdtah. The current funding mechanism for energiciefficy causes
problems for the small vendors who supply and Ihgta bulk of energy efficiency technologies besauesource
planning process leads to large swings in the fareslich resources. A SBC will provide assuranciinding for these
programs and will help minimize costs and leadatargs.

In rebuttal testimony, a number of the parties agkadge that the Commission has approved and cestoaiready pa
for a number of public purposes programs in theirent rates. However, the Large Customer Groupd),@ltah
Industrial Energy Consumers (UIEC) and the Divig[DiRU) expressed objections to the Commission ardex new
funding mechanism that has not been sufficientigistd and analyzed. There may be better ways teeasldhe issues
hand and an SBC may have unintended consequences.

During hearing, the OERP and LAW Fund parties cleahgir recommendation and agree that studyingstue would
lead to better public policy. They request that@menmission direct the parties to form a stakehaddiwisory
committee to study the issue and report their figdiand recommendations back to the Commissiorr £&bmmission
review, the recommendation could then be implenteimean appropriate proceeding. All parties agitked this is ¢
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prudent course of action.

The Commission orders the Company to convene amageaa stakeholder advisory group that would syatieadly
review and evaluate PacifiCorp's current energgieficy and renewable programs. The stakeholdesadvgroup
would then make recommendations to the Commissidrtlee Company on changes to increase the effeetbseof
these programs in Utah. Issues the advisory grbapld address include, but not be limited to: pangidesign,
appropriate cost-effectiveness tests, funding &\adternative funding mechanisms, evaluating sb#ting, market
transformation issues and equity issues of progfeliery among customer classes. We further difexDivision to
participate in this process and invite the Comraittend the Industrial customers' participatiowels The advisory
committee should be open to all stakeholders aadj¢meral public. We appoint the Company and thR®&s co-
chairs of this committee and hold them respondieeporting the committee's findings and recomdagions back to
us by December 1, 2000.

4. Residential Customer Charge and Minimum Bill

Customer charges are designed to recover costhahgcrelated to the number of customers and deargtwith usage
Without an explicit customer charge, customer-eglatosts are recovered through the energy chargd whts high-
use customers at a disadvantage. A minimum billlarfyan the other hand, collects customer costaititr a usage
charge. It is intended to ensure that even cust®mbose monthly energy use is very low pay somgttarrecover
customer-related costs, when a specific customangehdoes not do so.

For residential customers, the Company proposeggtease the customer charge from the current ehafr§.98 to
$2.50 to better reflect its cost-sérvice results. The Company recommends keepingitienum bill at its current leve
of $3.54. According to the Company, its fully embed cost study justifies an approximate $6.00 pamtincharge for
all customer-related costs. In a previous decigieniCommission deemed the costs of meters, sedviqes, meter
reading, and billing and collection as eligible fecovery via a customer charge. The Company Gfesithis at $2.60
using the Commission's criteria. The Company's @sapis a move towards its desire to increaseubk®mer charge to
fully embedded cost of service. The Company proptseliminate the minimum bill in a future rateseance the
customer charge exceeds the minimum bill.

The Division proposes to increase the customergehtar $2.00 per month as a significant step toweedsvery in the
charge of the customeelated costs of $2.78 which it calculates. In &ddj the Division recommends a reduction in
minimum bill to $2.75. The Committee calls for tb@nination of the customer charge and proposemamam bill of
$2.75 to cover customer-related costs. The Comenittges the Commission to weigh the benefits ofggne
conservation in making its decision. Eliminating ttustomer charge will result in slightly higheeggy charges which,
in turn, will promote conservation, particularly ang high-use customers.

The Commission rejected a similar proposal to iasegthe customer charge in the last rate case eDblck 97-035-01,
citing the lack of an acceptable cost-of-servicelgtand the inequities associated with raisingsréde particular
customers when general rates were decreasing.\ltlethe cost-of-service study filed in the presBotket, which
incorporates refinements and changes ordered pugyiove are reticent to increase the customergehdrhis charge is
one of the most misunderstood components of thdemtsal tariff. Customer understanding and acasds a
ratemaking objective of long standing. Customersgige that they are being charged unjustly andnethe fact that
there is no way to avoid this charge, barring disioming service. Plainly speaking, customers ligigecharge.

In determining public policy, we must balance cmtifhg regulatory objectives. In this case, adntnaisve simplicity
and customer understanding conflict with our ratienobjective to set tariff prices on a cost bagigighed against
the cost-based objective are the objectives ofawasion, equity, and customer understanding. Wmp&o change in
customer charges. The combination of a small custamarge and a minimum bill allows the Compangditect a
significant share of the customer-related costdenninimizing the ratepayer misunderstanding oéheharges. In
addition, a smaller customer charge promotes enayggervation and its associated social benefitstwdre enjoyed
all. These considerations lead us to concludethtimpolicy is in the public interest.

5. General Increase

The change in schedule revenues will be implemeloyesl change in energy rates due in part to treeabthe change in
net power costs. Final rates are shown in Appehtikor Schedules 6 and 9, the energy rate issiased by 1.5
percent. Indications in the filed cost-of-servitedses are that the peak load responsibility oh® @ are declining.
Therefore, we find no basis to increase the denchadges of these Schedules. The remaining revenuirement
increase is spread to Schedules 1, 10, 23, 2fictsanal systems, and metered outdoor nighttigigting, by means of
increasing energy charges. All rate elements irsduoairity area and street lighting schedules areased by 4.24
percent. No customer charge is chan

mhtml:file://C:\Documents and Settings\mbacongudldgettings\Temp\Temporary ... 10/7/200!



Docket No. 9-035-10-- Press Release & Report and Order (Issued: 5/24/P&... Page48 of 57

These rate changes meet the Company's proposétgpolgjectives of revenue requirement recoveryg sability, and
moving classes toward cost-of-service based rHtakso satisfies the Division's objectives of gtaband gradualism.
These are the objectives commonly employed injthisdiction.

IV. ORDER
Wherefore, pursuant to our discussion, findings @mtlusions made herein, we order:
1. PacifiCorp to file appropriate tariff revisiomereasing Utah jurisdictional revenues by $17,08G,

2. The tariff revisions to reflect the Commissiotterminations regarding rate increases, champgtsther rate design
aspects for service schedules and other changetes) fees or charges designated and discussieid Report and
Order. The Division of Public Utilities shall reviethe tariff revisions for compliance with this Repand Order. The
tariff revisions may become effective as designaiethe PacifiCorp, but not earlier than the ddtehis Order.

3. The Division of Public Utilities to audit the féered pension asset accounting, as directed heneththereafter file a
report of its findings with the Commission.

4. The Division of Public Utilities and PacifiCotp prepare, with the participation of the Committé&€onsumer

Services and the Salt Lake Community Action Progaauah any other interested party, a Lifeline rate program, as
discussed herein, to be implemented within 90 @dtgs this report and order. We further direct Bieision of Public
Utilities to monitor and audit the program, submit at a minimum, annual reports over an initimee-year period.

5. PacifiCorp to inform the Commission and the Bien of Public Utilities of the anticipated date tmmpletion of its
studies concerning the weather normalization procednd shall file with the Commission a reportfvgupporting
material, containing recommendations for mainteeasfc or modifications to, the weather normalizatgocedure.
Interested parties may thereafter submit their cemtsto the filed report. We do not intend, by teiguested
procedural sequence, to preclude the participaismietermined appropriate by PacifiCorp, of abgrasted party in tt
development of the report and the inclusion ofrthiEws and recommendations in the report.

6. The Division of Public Utilities to submit toelCommission a report, with supporting materiahtaming
recommendations for maintenance of, or modificatitm the corporate management fee methodologytosatbcate
corporate overhead expenses; particularly with idenation of the ScottishPower merger/acquisitibRacifiCorp.
Interested parties may thereafter submit their cemtsto the filed report. We do not intend, by teiguested
procedural sequence, to preclude in the parti@patis determined appropriate by the Division dflRwtilities, of any
interested party in the development of the repodttae inclusion of their views and recommendatiorte report.

7. PacifiCorp to convene an advisory group to neva@d evaluate current energy efficiency and reidsvarograms as
discussed in the Report and Order. The advisorymshall file a report containing any recommendetiwith the
Commission.

8. To the extent the Commission has inadvertentiitted from the ordering provisions of this Ordeyaluty or
obligation intended to be imposed, which duty digation is otherwise clear from the language @ Report and
Order, it is hereby incorporated herein by thigrefice and made a part hereof.

This Report and Order constitutes final agencyoaotin PacifiCorp's September 20, 1999, ApplicatRursuant to
U.C.A. 863-46b-13, an aggrieved party may file hivit20 days after the date of this Report and Qmeritten request
for rehearing/reconsideration by the Commissioms®ant to U.C.A. §54-7-15, failure to file sucheguest precludes
judicial review of the Report and Order. If the Guission fails to issue an order within 20 daysratfte filing of sucl
request, the request shall be considered deniditidiureview of this Report and Order may be sdymhsuant to the
Utah Administrative Procedures Act (U.C.A. §863-4bbt seq.).

DATED at Salt Lake City, Utah, this 24th day of M&p00.

/sl Constance B. White, Commissioner

Attest:

/s/ Julie Orchard
Commission Secreta
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CONCURRING AND DISSENTING STATEMENT OF
COMMISSIONER STEPHEN F. MECHAM

| concur in all of the decisions in this order witie exception of two: the Lifeline Rate and thad Extension Policy. |
do not challenge the Commission's authority tobdista the lifeline rate because UCA 54t3ermits the Commission
consider the economic impact of utility rates orrgwcategory of customers. In addition, in 1986@enmission
adopted a lifeline rate for qualifying telecommuations customers without any more explicit stagutanguage. The
difference is that the benefits for non-lifelinéerdéelecommunications customers are more idenfititan those
suggested in this docket for non-lifeline electiistomers. There are also federal offsets thatrexehthhe benefits for
telecommunications customers on the lifeline ratieavailable to electric customers who qualifyolribt personally
oppose the lifeline proposal, but without concrétentifiable benefits to all customers, | beligle legislature should
specifically address this issue during its debétextric industry deregulation before the propasanplemented.

| also disagree with the Line Extension Policy bks&ed in this order. | am concerned that theqyathay lead to
double counting of parts of the system, like tlamsformer for example, and therefore result in doubcovery. It also
strikes me that the policy shifts more costs todis&ribution system and the end use customeraamttustry is
preparing for restructuring. Many of the customeh® cover those costs will be the last to benediif a restructured
electric industry. We should be wary of that movameastly, though | prefer the new 15 year termtfe facilities
charge compared to the perpetual charge permit/tby tariff, that charge and how it is treatedas much more
thorough analysis.

/sl Stephen F. Mecham, Chairman

CONCURRING AND DISSENTING STATEMENT OF
COMMISSIONER CLARK D. JONES

I concur in all of the decisions in this order witte exception of the Computer Software Write-Dagsue. | agree with
the Company position regarding the remaining baafdche "legacy" software, which should be writtiawn in 1998
using a five-year amortization period, as recomnadnaly the Division. In Docket No. 97-088-, the Company propo:
to amortize the write-down over a three-year peviad denied because the legacy software was iiceghroughout
the 1997 test year and the new software callece8ys®Bpplications and Products (SAP) was not yseiwice.

During the new test year (1998), the new softw&®R) was functional and useful. While the old saftevalso
remained in use, it was used for record inquinppses, and should not be the basis for not begirtheamortization
of SAP. Benefits from the new system have beguwrttar in the test year. The computer main-framéesysas
retired. Benefits associated with the re-enginegbi@gan to occur during the test year. The Comomsséeeds to be
consistent in accounting for these events and igtbarder in 97-03%1. The adjustment approved by the majority in
consistent and is wrong in my opinion.

/s/ Clark D. Jones, Commissioner

APPENDIX I: UNDISPUTED REVENUE REQUIREMENT ISSUES
A. INTERJURISDICTIONAL ALLOCATION ISSUES
1. USBR/Klamath Discount

Under contract with PacifiCorp, the U. S. BureatRetlamation (USBR) and the Klamath Basin Waten$Jse
Protective Association (UKRB) receive a reducedgrompared to fully tariffed customers for watghts. The
difference in revenues derived from otherwise aablie tariff rates versus the contract rates &t as a cost of the
Company's entire hydro system, rather than a sfaeific cost, and is allocated to all jurisdicBoirhis adjustment was
accepted as an undisputed issue in Docket No. 97003 The adjustment increases revenue requirebyehit,828,521.

2. Pilot Revenue

During 1998, the Company received revenues fossa#lenergy into the pilot programs of both Puge#€X in
Washington and Portland General Electric in Oredtnis adjustment reassigns those revenues from Mtsh and
Oregon to a system-wide allocation consistent withrevenue credit treatment of off-system ret@gs. The
adjustment decreases revenue requirement by $3B889,

3. FAS 106 Deferred Charges
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The Oregon and the Wyoming Commissions authorizéerdal of the Financial Accounting Standard (FA8% costs
that exceed pay-as-you-go (cash) until 1996 raseswere concluded. The deferred costs are now beiortized to
account 929 and allocated to all jurisdictions bawe a system overhead (SO) factor. These costddshe directly
assigned to Oregon and Wyoming. This adjustmeggm@ed as an undisputed adjustment in Docket N@3%701,
reverses the amount being allocated system widelia@ctly assigns these costs to the appropriatedijgtion. This
adjustment decreases revenue requirement by $%67,09

4. Uncollectible Accounts

This adjustment has two components, one of whicimiéisputed. The disputed component normalizeatheual for
bad debt expense. The undisputed component cotrectdlectible allocation. During 1998, most of thempany's bad
debt expense was recorded using a general offomuating location. Use of this location caused;jtmisdictional
allocation reporting system to allocate these coat®d on the number of customers (a CN factdngradban directly
assigning them to the appropriate jurisdiction.sTdudjustment corrects that allocation error, remgrihe customer-
based allocation and directly assigning each jigtigoh's bad debt expense. The adjustment decreagesue
requirement by $520,023.

5. Materials Allocation

The cost of some store rooms associated with stemhiydro generating plants were being directljgassl to the state
in which they were located instead of being alledatystem-wide. This adjustment reverses the agsignment of
these Materials & Supplies costs and instead aksddem to all jurisdictions based on appropraditecation factors.
The adjustment increases revenue requirement b4,$84.

6. Other Revenues Allocation Correction

During the course of an audit, the Company idesdif$2,413,233 of revenues which were allocated ystem
overhead (SO ) factor, but should have been dyrestigned to Oregon. This amount consists of teras; the first is
Oregon Hassle Free Water Heater, $1,680,448; ttanddtem is Oregon Deferred Revenues, $732,785 difect
assignment to Oregon of these revenues properlghasathe assignment to Oregon of program costsadjustment
increases revenue requirement by $837,490.

B. REGULATORY POLICY ADJUSTMENTS
1. SO2 Emission Allowances

This adjustment adjusts sales of excess SO2 emiaimvances to reflect a four-year amortizatiompgroved in the
stipulation dated February 26, 1999 (October 88189 the Commission in Docket No. 97-035-01. Tigmificant
gains realized by the Company from the sale of gimisallowances in recent years, $20.652 millioh987 and
$11.528 million in 1998, are normalized down t@eel more reflective of future ongoing operatiofise adjustment
removes the actual gain from allowances sold irBX&@m the test period and replaces it with a fgear amortization
of the actual gains from 1998, and continues tlhe-j@ar amortization of the actual gains from 198%ling about
$8.045 million company-wide. The adjustment alsdudes rate base treatment of the associated ddfertome taxes
and unamortized sales revenue. In addition, thjissatient has been modified by removing an accaetgsivable
balance related to prior period sales. The adjustinereases revenue requirement by $698,776.

2. Institutional Advertising

This adjustment removes the costs of instituti@slertising from electric operations results caesiswith prior
Commission orders. A similar adjustment was uncstetbin Docket No. 97-035-01. The adjustment frdiynoves the
cost of institutional advertising from the test yaad decreases revenue requirement by $12,682.

3. Customer Service Deposit Interest

The Company pays customers interest on their desposi Utah's Electric Service Regulation No. % Tompany was
ordered by the Commission in Docket No. 97-035eD&éhange the interest rate paid to customers td&ompliance
with Commission policy for all utilities, the cusher service deposits are deducted from rate basesasmer-supplied
capital and operating expenses are increased agmee the interest the Company pays to custometbeir deposits.
A similar adjustment was uncontested in Docket Z¥6035-01. This adjustment decreases revenue smeirt by
$183,892.

4. Customer Service System
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In the stipulation approved by the Commission ircket No. 97-035-01, one-third of the software iraent,
maintenance contract, and enhancement expensesemeoged from the 1997 test year. This adjustmemives one-
third of the Company's investment in its Customenvige System (CSS) software from the 1998 tesogefm he
removal of one-third of the CSS development investiwas based on the premise that the CSS systeid tve used
by both regulated and naegulated areas of the Company, but the costs iassdavith the maintenance contract ren
in dispute. This adjustment decreases revenuersrgant by $2,368,046.

5. Outside Services

This adjustment removes non-utility and prior pergxpenses booked to Account 923, Outside Serwidgsh should
be charged below-the-line. A similar adjustment was of several which were stipulated in Docket 8I6:03501. This
adjustment decreases revenue requirement by $%67,56

6. Strategic Consulting

This adjustment removes the costs of consultamtseidain strategic and financial projects. It @ases revenue
requirement by $369,532.

7. Miscellaneous General Expenses - Sponsorships

Certain sponsorships were included in expense lamald be charged below-the-line. This adjustmemtaees these
expenses, decreasing revenue requirement by $57,737

C. AFFILIATE RELATIONS AND INVESTMENTS IN OTHER PRO PERTIES
1. Non-Regulated Pension Expense

PacifiCorp bills its non-regulated subsidiaries lfenefits provided to their employees. Certain jmmsexpenses and
post-retirement benefits billable to subsidiariesevinadvertently left in Administrative and Gerlengpense in 1998.
This adjustment removes those expenses from thpddsd. It decreases revenue requirement by $220,

2. Corporate Aircraft Allocation

This adjustment reallocates the aircraft residoatbased on nautical miles. Residual costs arditact operating
costs not recovered from commercial equivalentsfaewell as other operating costs, such as raaxes, and
operating expenses which cannot be assigned tdfisgacraft. A similar adjustment was undispuiaddocket No. 97-
035-01. The adjustment decreases revenue requitdip&186,400.

3. Expense Changes Due to the Sale of Corporate Aiiaft

During the test year N206PC was sold and N208PCregaced, resulting in a reduction to PacifiCorprik' fleet. The
Division proposes as adjustment to remove the déygfen and interest recorded during the test j@aN206PC and
adjusts depreciation expense to reflect the repleog¢ of N208PC with N208XL. This adjustment decesagvenue
requirement by $250,566.

4. Gain on the Sale of Corporate Aircraft

The gain on the sale of N206PC was included inflZip Trans' billing for December 1998. Becausersof
corporate aircraft are billed one month in arrethis, gain was not reflected on the books of Eleperations until
January 1999. The Division proposes an adjustnoergdognize the gain in 1998, the year in whichsidle occurred.
This adjustment decreases revenue requirementCi®1,8

5. Corporate Shareholder Expenses

PacifiCorp charges all expenses of the Corporateebiolder Services Department to electric operatidhis
adjustment uses a three-factor allocation formuli@iove from the test year those shareholderceexpenses that
are related to PacifiCorp subsidiaries. A simildjuatment was undisputed in Docket No. 97-035-0te adjustment
decreases revenue requirement by $143,950.

6. PERCO Environmental Settlement
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In 1996 PacifiCorp received an insurance settlero€883 million for environmental clean-up projecthiese funds
were transferred to a subsidiary called Pacifidengironmental Remediation Company (PERCO). In 1$HRCO
received an additional $5 million of insurance meds. This adjustment is necessary to reflectbgrance proceeds in
the test period as a reduction in rate base. Tieebase amount will be reduced or amortized ovee is PERCO
expends dollars on clean-up costs. This gives agtms full credit for use of the environmental irsce proceeds. A
similar adjustment was stipulated in Docket No.0BB-01. The adjustment decreases revenue requitdiyen
$1,560,651.

7. DSR, Inc. and Third-Party Financing of Demand-Sie Management

In February 1995, PacifiCorp transferred its weadagion loans to its wholly owned subsidiary, DSi., following
which Citibank purchased 72.27% of these loans fteersubsidiary. In 1995, 1996, and 1997 an adjstreflected
the interest expense paid to Citibank on the texnsfl loans and adjusted rate base to include wezdtion loan
balances that remained on DSR, Inc.'s books. Thistatent was undisputed in Docket No. 97-035-011B98 it had
become apparent that new DSM investment was [mo¢gting the Company's volume expectations, andxpected
advantages of the program were not being realiieetefore, in November 1998, DSR, Inc., purchadieti@loans
back from Citibank, and in December 1998, they weaesferred to the Company. An adjustment is resngdo reflect
the loan amounts as though they had been on th@&uyis books since January 1, 1998. The adjustimengases
revenue requirement by $158,978.

8. Garfield Coal Negotiation

This adjustment removes the deferred cost assdoiith Garfield coal negotiations from rate basesiiilar
undisputed adjustment was made in Docket No. 978139 he adjustment decreases revenue requireneift9955.

9. Trapper Mine

The Company's investment in the Trapper Mine i®anted for in Account 123.1, Investment in Subsidi@ompany,
and is not in rate base. The normalized coal dostérapper Mine include the coal costs and opegasind maintenance
costs, but do not include a return on investmehis adjustment adds the Company's net investmeéhtaipper Mine to
rate base. A similar undisputed adjustment was rmaB®cket No. 97-035-01. The adjustment increasesnue
requirement by $272,711.

10. Bridger Coal Company

An investment in Bridger Coal Company has beenrdembon the books of Pacific Minerals, Inc., a R&oirp
subsidiary, rather than on the books of Electrie@fions. The normalized costs for Bridger Coal @any are include
the operations and maintenance costs of miningdduot include a return on rate base. This adjestradds the
investment in the Bridger Coal Company to rate bAssmilar undisputed adjustment was made in Dobl@® 97-035-
01. The adjustment increases revenue requireme$2 263,644, but inclusion of Bridger's Accountz&eable
balance in rate base remains a subject of dispute.

D. NET POWER COSTS

All issues are considered in the body of the Repodt Order.
E. NORMALIZING ADJUSTMENTS

1. Weather Normalization

Weather normalization adjusts weather-sensitivddda correspond to weather and temperature patterfimed as
normal on the basis of 30-year historical studiethie National Oceanic and Atmospheric AdministnatiOnly
residential and commercial sales are consideretheeaensitive. Industrial sales are more senditiapecific
economic factors. A similar adjustment was acceptedndisputed in Docket No. 97-035-01. This adjesit decreases
revenue requirement by $117,717.

The Division has concerns about the validity of ¢herent weather normalization procedure, but renemds that the
present weather normalization process for enertgpg $# adopted for this case without implying applof the
approach for future cases. The Division recommendsnt Company studies on an improved method shimal
concluded and reported to the Division and Commisbiefore the next ca
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2. Corporate Management Fe

The Company uses a three-factor formula to allocatporate overhead expense to subsidiaries aBkkbtric
Operations. In December, when the final billing dorporate overheads was made, 1997 three-factoufa data was
used. This adjustment updates the allocation trideoperations based on December 1998 three+fémtmula
information. A similar adjustment was approved iocRet No. 97-035-01. This adjustment increasesmase
requirement by $264,649.

The Committee argues that the three-factor forrisutao simplistic to rely on for allocating corpteacosts, particularly
given the ScottishPower Merger and the additioagi of shared executive costs across a broadardsgsnterprise it
entails. While the Committee accepts the Compadjisstment in this case, it recommends detailedlystfi corporate
cost allocation issues prior to the next PacifiCatg case.

3. Market Position and Futures

This adjustment removes the impact of losses frarkat position trading and futures contracts fromtest period.
Since the Company has greatly curtailed its involest in these types of transactions, the 1998 somsenot indicative
of on-going expense. The Large Customer Group stpfus adjustment, but does not believe thaad heen shown to
effectively insulate customers from the Companyeskaet position trading and futures contracts. Tdjastment
decreases revenue requirement by $2,495,300.

F. ANNUALIZING ADJUSTMENTS
1. Service Price Changes

Existing contracts and tariff changes are annualieeeflect a full year of revenues based on #tesrcurrently in
effect. A similar adjustment annualizing revenuesapproved in Docket No. 97-035-01. This adjustrigetihe
difference between the revenues calculated by appthe new rates in the contracts and tariffs®8ltest-period
energy usage from the actual revenues in the &8&keriod. It includes the price reduction, effecMarch 1, 1999,
ordered in Docket No. 97-035-01, which reduced 1i@8Fyear revenues by $85.36 million. An adjustmsimilar in
principle, was accepted as undisputed in Docket9¥ed35-01. The adjustment increases revenue eqaint by
$88,013,741.

2. Tariff 300 Changes

In Docket No. 97-035-01, the Commission approveahges to Tariff 300 customer charges. These chagder
interest on customer service deposits, interesgelgeon late payments, returned check chargestéied miscellaneot
service fees. The change in interest on custonmeiceedeposits is reflected above, in the adjustreatitled Customer
Service Deposit Interest. The interest rate the @ is authorized to charge on past due accowmseduced from
1.5% to 1% per month. The returned check chargeineasased from $4 to $15. Except for customerisersgeposit
interest, this adjustment annualizes the Tariff 808nges ordered in Docket No. 97-035-01. The &djist increases
revenue requirement by $1,356,813.

3. 1988 Wage Increase

PacifiCorp has several labor groups, each witredsffit contract renewal dates. The Company negdtiedége increases
with each of these groups throughout the year. atjgstment annualizes the effective wage incressgived during
1998 for labor charges to operation and maintenanceunts. A similar adjustment was stipulated atkzt No. 97-
035-01. The adjustment increases revenue requitdmyev62,689.

4. FICA Adjustment for the 1988 Wage Increase

This adjustment reflects the FICA tax increase @ased with the larger payroll base that resulterfithe annualized
1998 wage increase. The general wage increasesés! fmm direct labor only and does not include ozadl. A similar
adjustment was stipulated in Docket No. 97-03510te adjustment increases revenue requirement by $30

5. Depreciation Expense

For part of 1998, the Company recorded depreciaigense using rates from a 1996 depreciation dtiedlywith the
Commission for approval and subsequently withdralive current authorized depreciation rates werdiexpp 199€
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beginning/end of year average plant balances tulzdé the on-going level of depreciation expefi$e annualized
depreciation expense was compared to the actuahsgpmooked to account 403 for the same periodadjustment to
booked depreciation expense is necessary to reflegbing depreciation expense based on curremedigpion rates
and the depreciable plant balances reflected itetsteperiod. A similar adjustment was made inQe@reciation
Stipulation approved by the Commission on Junel®88, in Docket No. 97-0361. This adjustment decreases reve
requirement by $772,477.

6. Accumulated Depreciation

The previous adjustment annualizes depreciatiorresg based on current depreciation rates andegsdmverage
plant balances. Any change made to depreciatioaresghas a direct impact on the accumulated defimcreserve
balance. This adjustment is necessary to reflecintipact of the adjustment to depreciation expenséhe accumulated
depreciation reserve. It adjustment increases revesguirement by $34,855.

7. Accumulated Depreciation Correction

In December 1997, PacifiCorp booked an entry tastidjepreciation expense to reflect the proposted far its 1996
depreciation study. This entry increased the ctiyear expense by $15,953,898. In addition, thertiton generation
plant was being depreciated using a twenty-yeartther than the typical thirty five-year life fitmis type of facility,
which had the impact of increasing depreciatioresge by $3,565,255. The impact of the 1996 depregiatudy was
removed from the 1997 test period and the use3&fgear life for Hermiston was included under thirts of the
Depreciation Stipulation approved by the Commissinrdune 18, 1998, in Docket No. 97-035-01. OrGbmpany's
books, however, the depreciation reserve is stdratated by the amount of additional depreciatioreesp recorded |
1997. This adjustment reduces the amount of acateaidepreciation included in 1998 tpstiod ratebase to a balai
that is consistent with the 1997 Stipulation. THpistment increases revenue requirement by $592,857

G. ACCOUNTING ADJUSTMENTS
1. Miscellaneous Revenue

This adjustment normalizes test-period revenua®impoving non-recurring or out-of-period adjustmeBig far the
largest component of this adjustment is the remof/tiie effect of the rate refund ordered in DodKet 97-035-01,
approximately $37 million of which was recordedl®98. This adjustment accurately reflects nonrétgmevenue
changes which occurred during the test year. Ansdiijent, similar in principle, was accepted as gmatied in Docket
No. 97-035-01. This adjustment decreases revenue reqeirely $39,055,020.

2. Unbilled Revenue

An error understating state loads in the test yreurrn understates unbilled revenues. This adjastmestates test-year
retail revenues to correct the calculation of uelirevenues included in the original 1998 resilkss adjustment
decreases revenue requirement by $6,109,000.

3. APS Combustion Turbine

In December 1996, the Company recorded a $20 mifieyment to Arizona Public Service Company purst@a
combustion turbine construction agreement arisiomfthe August 1991 purchase of the Cholla 4 geimgratation.
The payment is recorded as a deferred debit amohistized over the 26-year life of the plant be@igrAugust 1991.
This adjustment is consistent with the undisputedtiment accepted by the Commission in Docket Ne035-01,
which reflected a June 1997 agreement betweendhg&ny and the Division. This adjustment removezhldt
allocated share of the average balance of theréefeebit, or $4.93 million, from rate base. Thpusiinent decreases
revenue requirement by $720,478.

4. QF Contract Buyouts

During 1998, PacifiCorp negotiated an early exitvto Qualifying Facilities (QF) contracts. The effiee dates of the
contract buyouts were July 1997 and June 1998.€Thegouts are being amortized over the remainireslof the QF
contracts. The contract buyouts were recorded eiCttimpany's books during 1998, including severaithwof catch-
up amortization. This adjustment removes out-ofgueamortization expense and annualizes the anatidiz expense.
Ratebase is adjusted to reflect the buyouts &®yf bccurred January 1, 1998. A similar adjustmers accepted as
undisputed in Docket No. 97-035-01 for contractedid-out in 1997. The adjustment increases revesgueirement by
$78,542

mhtml:file://C:\Documents and Settings\mbacongudldgettings\Temp\Temporary ... 10/7/200!



Docket No. 9-035-10-- Press Release & Report and Order (Issued: 5/24/PB&... Page55 of 57

5. Plant Held For Future Use

Plant held for future use related to steam plarg witten-off in 1998. This adjustment removesdhkerage balance
from the test period. It is consistent with a tneant of plant held for future use in the Stipulataf Certain Revenue
Requirement Issues in Docket No. 97-035-01. Thasadijent decreases revenue requirement by $60,519.

6. Prior Year Incentive Accrual

In 1998, an additional amount of expense for 19@@ntive awards was accrued to properly reflecatheunt accrued
to the amount paid out. This adjustment removesghor period accrual. It decreases revenue remquant by $987,583.

7. FAS 112 Post-Employment Benefits

PacifiCorp accrued a liability for post-employméeiefits at the end of 1998. In part due to eatlyement, the
actuarial liability was less than anticipated. Thifustment removes from the test period the exziet®e accrued
liability at the end of the year over the actualigility. The adjustment also removes the 1998ipo of the under
funded December 1996 balance in accordance witlEgmemission order in Docket No. 97-035-01 that appd the
Company's request to change from pay-as-you-godaal accounting but denied its request to ammuizer three
years the under funded December 1996 balance.djustaent also reverses the rate base reductidrX8r112
reserve amounts not paid by Utah customers. Thestdgnt decreases revenue requirement by $1,503,976

8. Pension and Benefit Reserve Correction

In October 1998, a new account was set up for Beressid Benefits Reserve - Termination Pay. Thewatomas not
identified as a rate base reduction in the Compgamyported unadjusted results. The Company progosadjustment
include this account as a rate base reductiondditian, the Company corrects a minor error iroiiginal adjustment
and properly reflects the rate base balance. VithiléCommittee accepts the Company's original adjgist, it takes no
position on the correction. Nevertheless, we tiieiatissue as undisputed. This adjustment decreageaue

requirement by $133,462.

APPENDIX Il. SPREAD OF REVENUE CHANGE

[Schedule || Current Revenye Percent Chandle Revenue Increafe
[1, Residential I $263,012,28f 4.24%) $11,153,594
[2, Residential Time-of-Day I $5,411| 3.56%) $199
[25, Mobile Home and House Trailer Park I $548,479 4.24%) $23,251
[10, Irrigation, Non-Time-of-Day I $4,230,408 4.299| $181,449
[10, Irrigation, Time-of-Day I $442,60§ 3.78%)| $16,7111
[23, General Service, Distribution, Small I $53,361,238 4.24%) $2,262,64%
[7, Security Area Lighting I $2,418,408 4.259| $102,75(}
[11, Company-Owned Street Lighting I $3,682,061 4.24%) $156,05(
[12, Customer-Owned Street Lighting I $1,797,494 4.24%) $76,203
[12, Traffic Signal Systems | $569,919 4.249%| $24,1711
[12, Metered Outdoor Nighttime Lighting I $416,341 4.24%) $17,631]
|6, General Service, Distribution I $258,657,07% 0.83%) $2,149,35]
[6A, Energy Time-of-Day I $7,927,081 0.90%) $71,13%
[6B, Demand Time-of-Day I $338,55§ 0.85%| $2,865
|9, General Service, Transmission I $80,508,12 0.97%) $780,33(
[9A, Energy Time-of-Day I $575,168 1.07%)| $6,179
[9B, Energy Time-of-Day I $1,790,32]] 0.86%| $15,366
[31, Back-Up, Maint. & Supplem. @6/9 I $275,474 1.26%| $3,463
[Total | | $17,043,34f
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APPENDIX Ill. PRICING OF ENERGY RATE ELEMENTS

[Schedule || Current Energy Rale New Energy Raﬂa
[1, Residential I $0.05875§ $0.06127§
[2, Residential T-of-D, On-Peak I $0.104608 $0.10909%
[2, Residential T-of-D, Off-Peak I $0.031274 $0.032616
[25, Mobile Home and House Trailer Park I $0.03957§ $0.04161%
|10, Irrigation, Non-T-of-D, 230,000 kWh | $0.03767§ $0.03977§
[10, Irrigation, Non-T-of-D, Additional kWh I $0.027744 $0.02929¢
[10, Irrigation, T-of-D, On-Peak I $0.07511§ $0.07931(
[10, Irrigation, T-of-D, Off-Peak I $0.02141§ $0.02260¢
[10, Irrigation, Post-Season [ $0.025828 $0.02726]
|23, Gen Svc, Distri., Small$11,500 kwh | $0.06987} $0.07310f
[23, Gen Svc, Distri., Small, Additional kWh I $0.039174 $0.04098¢
[23, Gen Svc, Distri., Small, Flat Rate kWh [ $0.07405 $0.077484
[12, Traffic Signal Systems I $0.046254 $0.048461
[12, Metered Outdoor Nighttime Lighting I $0.046294 $0.04953%
[6, General Service, Distribution I $0.02590() $0.02628¢
[6A, Energy T-of-D, On-Peak I $0.061091 $0.06201%
[6A, Energy T-of-D, Off-Peak I $0.01839% $0.01866§
[6B, Energy T-of-D I $0.02590{) $0.026284
|9, General Service, Transmission I $0.01986§ $0.020161
[9A, Energy T-of-D, On-Peak I $0.044119 $0.044781
[9A, Energy T-of-D, Off-Peak I $0.01895§ $0.01924¢
9B, Energy T-of-D I $0.019864 $0.02016]

Schedule 7, Security Area Lighting: All rates iresed by 4.216 percent.
Schedule 11, Company-Owned Street Lighting: Akksahcreased by 4.23 percent.
Schedule 12, Customer-Owned Street Lighting: Aksdancreased by 4.22 percent.

Rates for these schedules are rounded to the seleairdal place.

1. The Company's unadjusted results of operations/fan require revenues be increased by $48,960¢v68rh the
Commission-authorized 11 percent rate of returequity. Using the Division's allocation factorsdiatain Utah
unadjusted results, revenues must be increased$H262,317 to earn an 11 percent rate of returaquiity.

2. As stated previously, the Company's unadjusted|ts of operations for Utah require revenuesibeeased by
$48,960,798 to earn the Commission-authorized tdepé rate of return on equity. Using the Commigtediocation
factors to obtain Utah unadjusted results, revenugst be increased by $40,182,074 to earn an Teperate of return
on equity.

3. Actual 1997 Net Power Cost values are from 8@71Semi-Annual Report, Tab 5, page 5.1.1. Stipdla©97 Net
Power Cost values are the actual 1997 values péusum of the 1997 adjustments (PC-5.1, PC-5.29.RCand PC-
9.19) contained in the 1997 Joint Numerical ExhilnitRevenue Requirement in Docket No. 97-035Megawatt hout
are Utah normalized values, excluding non-firm sdemntracts, obtained from Company witness WHllIR. Griffith's
rebuttal exhibit WRG-R1 in Docket No. 97-035-01.

Actual 1998 Net Power Cost values are from the 198®i-Annual Report, Tab 5, page 5.1.1, reprodic€&bmpany
witness Jeffrey K. Larsen's exhibit JKILpage 5.1.1 in this case. Adjusted 1998 Net P&@wst values of the parties
the actual 1998 values plus the sum of the 1998#dgents contained in the 1998 Joint Numerical Ekbn Revenue
Requirement. Megawatt hours are Utah normalizedeglexcluding non-firm special contracts, obtaiftech
Company witness William R. Griffith's rebuttal egliWRG-2R in this case
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4. See orders in Dockets 87-035-16 and 90-035-08.|dtter raises an perplexing conundrum as itrertes
amortization of the deferred portion over a fivaryperiod beginning with the inception of the Vdlny Severance
Program. The Committee alleges that the deferradipe asset is composed, in part, of deferrals fitte1990
program.
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