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Are you the same David G. Webb who previously submitted direct testimony in
this proceeding on behalf of PacifiCorp d/b/a Rocky Mountain Power
(“PacifiCorp” or the “Company”)?
Yes.
I. PURPOSE AND SUMMARY OF TESTIMONY

What is the purpose of your rebuttal testimony?
My rebuttal testimony discusses the changes to net power costs in this case to align
with the adjustments included by other Company witnesses and responds to various
issues and adjustments raised in the direct testimony of the Division of Public Utilities
(“DPU”) witnesses Mr. Robert A. Davis and Mr. Gary L. Smith, the Office of
Consumer Services (“OCS”) witness Mr. Philip Hayet, and the Utah Association of
Energy Users (“UAE”) witness Mr. Kevin C. Higgins relating to net power costs
(“NPC”).
Please summarize your rebuttal testimony.
I discuss the Company’s response to the various proposals that affect the NPC in this
general rate case (“GRC”). I specifically address the following points:

e NPC changes to align with rebuttal adjustments for wind project updates;

e OCS’ proposed adjustment to remove market depth constraints;

e OCS’ concern about the Day-Ahead/Real-Time adjustment;

e Parties concerns about including production tax credits (“PTCs”) in the

Energy Balancing Account (“EBA”);
e Impacts to the EBA from the Subscriber Solar II proposal; and,

e DPU’s concern about the EBA base revenue update proposal.
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II. NPC ALIGNMENT WITH WIND PROJECT IN-SERVICE DATES
Please explain the changes reflected in your revised NPC request.
The Company made one change to NPC to reflect the updated timing of the in-service
dates of the Pryor Mountain and TB Flats II wind projects as discussed by Company
witnesses Mr. Robert Van Engelenhoven and Mr. Timothy J. Hemstreet.

The results of the Company’s revised NPC study to align with the wind project
changes are provided in Exhibit RMP__ (DGW-1R). This NPC revision excludes any
of the standard price and contract updates associated with a typical full NPC update.
The only revision made was to adjust the Pryor Mountain and TB Flats II wind project
in-service dates as model inputs.

How has your NPC recommendation changed from the initial filing?

On a total-Company basis, NPC increased by $9.2 million, from $1.421 billion to
$1.431 billion. On a Utah-allocated basis, NPC increased from $619.2 million to
$622.6 million, a $3.4 million increase from the initial filing but still a reduction of
$5.4 million from base NPC of $628.0 million in the last general rate case Docket No.
13-035-184 (2014 GRC”).

Why did the Company forego a full NPC update in its rebuttal filing?

The Settlement Stipulation in the 2014 GRC specified that all updates to NPC in future
Utah GRCs would be filed at least six weeks prior to the intervenor direct testimony

due date.! As such, the Company is not updating its NPC at this time.

U In the Matter of the Application of Rocky Mountain Power for Authority to Increase its Retail Electric Utility

Service Rates in Utah and for Approval of its Proposed Electric Service Schedules and Electric Service
Regulations, Docket No. 13-035-184, Settlement Stipulation at 41 p. 12 (June 25, 2014).
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III. REBUTTAL TESTIMONY
Modeled Market Depth Constraints
Please summarize OCS’ position on the modeled market depth constraints.
OCS recommends the Company be required to remove market depth constraints from
the High Load Hours (“HLH”) in the GRID model. This adjustment reduces NPC by
$26.5 million on a total-Company basis or approximately $11.5 million on a Utah-
allocated basis.
How does the Company respond to OCS’ recommendation?
Removing the existing market depth constraint limits—or caps—on market sales will
distort the model results in unrealistic ways. As the market caps are derived from actual
transactions, they best reflect the actual conditions under which the Company will be
hedging and balancing. In actual operations, the Company faces limited counterparty
activity and market liquidity at several locations in both the Light Load Hours (“LLH”)
and the HLH. Those factors are both real and limiting, and they continue to have an
effect on optimization efforts and actual NPC. If the caps on market sales are removed,
as OCS proposes, none of these current real-world market-limiting characteristics
would be represented in the GRID model, which would make the model less accurate.
What market capacity methodology was used in the Company’s GRID study in
this proceeding?
The market capacity in the Company’s GRID study reflects a four-year average of
historical short term firm transactions, by market, month, and hour class (HLH and
LLH). However, no market capacity limits are applied to the Mid-Columbia or the Palo

Verde markets because they are the most liquid market points to which the Company
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has access.

Mr. Hayet argues in favor of removing HLH market caps in GRID because the
Public Service Commission of Utah (“Commission”) justified its initial 2005
approval of market caps to limit off-peak or LLH sales from coal plants. Has the
Commission reviewed market caps at any other point?

Yes. While the subject of market caps was initially reviewed before the Commission
in the avoided cost docket referenced by Mr. Hayet,? the updated methodology, and the
basis for adopting it, was originally presented in the direct testimony of
Mr. Gregory N. Duvall in the Company’s 2010 general rate case,” and was also
discussed in the direct testimony of Mr. Duvall in the Company’s 2014 GRC.* The
Commission approved market caps in both dockets.

Have the circumstances necessitating market caps in GRID changed dramatically
since the Company’s 2014 GRC?

No. In fact, actual operations provide evidence that the current market caps are sound
modeling.

Can you provide an example of some operational data that indicates that the
market caps are needed?

Figure 1 below compares actual wholesale sales over the period from 2015 through

2019 to the sales forecasted by GRID in the last two GRC proceedings. The approach

2 Direct Testimony of Philip Hayet at line 140.

3 In the Matter of- the Application of Rocky Mountain Power for Authority to Increase its Retail Electric Utility

Service Rates in Utah and for Approval of its Proposed Electric Service Schedules and Electric Service

Regulations, Docket No. 10-035-124, Direct Testimony of Gregory N. Duvall, lines 209-263 (Jan. 24, 2011).
4 In the Matter of- the Application of Rocky Mountain Power for Authority to Increase its Retail Electric Utility

Service Rates in Utah and for Approval of its Proposed Electric Service Schedules and Electric Service

Regulations, Docket No. 13-035-184, Direct Testimony of Gregory N. Duvall, lines 359-419 (Jan. 3, 2014).
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to modeling market caps is identical between the two rate case studies. An examination
of the figure will illustrate that GRID tends to estimate the Company’s ability to sell
power into the market with reasonable accuracy—if anything GRID forecasts slightly
higher. Without the market caps in place, the model output would be less reflective of
actual constraints, which would make the net power cost forecast less accurate as a
result.

Figure 1

Wholesale Sales Volume - 2015 through 2019

uuuuuuuuu

uuuuuuuuu

Baee NPC 2015 Actual 2016 Actual 2017 Actual 2018 Actual 2019 Actual Base NPC
(2014 GRC) (2020 GRC)

Mr. Hayet suggests that the removal of HLH market capacity limits represents a
reasonable modeling change.5 Do you agree?

No. Mr. Hayet has presented no evidence indicating that the removal of the HLH
market capacity limit results in the GRID model producing a more accurate net power
cost forecast. In contrast, the history of forecasted sales versus actual sales makes it
clear that GRID already projects sales volumes within a reasonable range of actual

results. Therefore, I urge the commission to reject the proposed change to market cap

5 Direct Testimony of Philip Hayet at line 163.
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modeling.

Day-Ahead/Real-Time Adjustment

OCS has raised concerns that the Company’s “system balancing transaction
adjustments” are “complex” and “over-reaching.”® How do you respond?

What OCS refers to as “system balancing transaction adjustments” is in fact the Day-
Ahead/Real-Time (“DA/RT”) adjustment. The Company incurs system balancing costs
that are not reflected in the Company’s forward price curve or modeled in GRID. To
address this deficiency, the Company uses the DA/RT adjustment to more accurately
model system balancing transaction prices and volumes. The Company has been using
this adjustment in Oregon, Wyoming, Washington, and California to increase the
accuracy of its power cost forecasts.

Please describe how system balancing transactions are included in GRID.

System balancing transactions are required to balance the hourly load and resources in
the GRID model for the GRC test period. The GRID model calculates the least-cost
solution to balance the Company’s load and resources each hour. The model makes
purchases in the wholesale market (labeled as “system balancing purchases” in the NPC
report) in the hours for which the Company does not have enough owned or contracted
resources to meet its load. The model also makes wholesale market sales (labeled as
“system balancing sales” in the NPC report) when it has excess resources for a given
hour.

Please describe the price component of the DA/RT adjustment.

To better reflect the market prices available to the Company when it transacts in the

® Direct Testimony of Philip Hayet at line 189.
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real-time market, PacifiCorp includes in GRID separate prices for forecasted system
balancing sales and purchases. These prices account for the historical price differences
between the Company’s purchases and sales compared to the monthly average market
prices.

Why is the DA/RT adjustment needed to differentiate the market prices for
purchases and sales?

In prior NPC forecasts, before including a DA/RT adjustment, the GRID model only
used an hourly price curve developed from monthly HLH and LLH forward market
prices. Hourly prices were simply the product of applying a scalar, or shape, to the
monthly average prices. These scalars were identical within a given month for each
weekday of that month. In addition, the prices were input into the model and did not
change regardless of the volume of the system balancing transactions or other system
conditions in the model. In reality, however, prices vary within each month and the
Company has historically bought more during higher-than-average price periods and
sold more during lower-than-average price periods. While there are exceptions to this
rule, the average cost of the Company’s daily and hourly short-term firm purchases
tends to be higher than the average actual monthly market price, while the average
revenues from its daily and hourly short-term firm sales tends to be lower than the
average actual monthly market price.

Please describe the volume component of the DA/RT adjustment.

The Company reflects additional volumes to account for the use of monthly, daily, and
hourly products. In actual operations, the Company continually balances its market

position—first with monthly products, then with daily products, and finally with hourly
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products. The products used to balance the Company’s forward position in the
wholesale market are available in flat 25 megawatt (“MW”) blocks. The Company’s
load and resource balance, however, varies continuously each hour in quantities that
may vary widely from a flat 25 MW block. Thus, in real world operations, the Company
must continuously purchase or sell additional volumes to keep the system in balance.
In contrast, GRID has perfect foresight and can model wholesale market
transactions at whatever volume is necessary to balance the system. Because of GRID’s
perfect foresight, it can balance the system with far fewer transactions. The DA/RT
adjustment adds additional volumes to NPC to more accurately model the transactions
necessary to balance the Company’s system.
Can you explain why both a Market Cap adjustment and the DA/RT are necessary
even when base NPC is trued-up to actual NPC every year in the EBA?
These two adjustments serve different purposes and impact the NPC forecast in
different ways. The market cap adjustment exists to account for real operational
constraints that limit the amount of sales activity the Company can engage in over time.
As noted above, a comparison of forecasted and actual sales indicates that the inclusion
of this constraint has made the model more accurate. The DA/RT adjustment applies
to both purchases and sales and is in place to reflect a different operational reality faced
by the company; specifically, it addresses the fact that the Company cannot balance the
system with perfect foresight in a single transaction, at precisely the market average
price. The DA/RT adjustment also makes the NPC forecast more accurate when
compared to actual operationsand both adjustments serve to mitigate changes in the

EBA.

Page 8 — Rebuttal Testimony of David G. Webb



168

169

170

171

172

173

174

175

176

177

178

179

180

181

182

183

184

185

186

187

188

189

Can you explain why it would be inappropriate to include a line item adjustment
based on historical data instead of using the DA/RT?

A line item adjustment would make this adjustment less accurate. Historical volumes
and prices make up the inputs to the DA/RT calculation, but they need to be applied on
an average basis to the forecasted purchase and sale volumes in order to match the
Company’s expectations regarding the expected system balancing costs over time. In
addition, the line item approach misses the opportunity to have GRID optimize using a
set of expected prices that more closely match the reality that the Company expects to
face when executing balancing transactions. As a result of both of those factors, a line
item adjustment would reduce forecast accuracy.

Production Tax Credits

Please explain the Company’s proposal to include PTCs in the EBA.

PTCs are currently included as a fixed revenue credit in base rates, but since actual
PTC recovery is tied to actual generation that is captured in NPC, it is logical to treat
PTCs similarly for ratemaking purposes. The PTCs associated with the Energy Vision
2020 projects represent a significant source of additional value for customers.
PacifiCorp’s proposal to track and true-up PTCs through the EBA is designed to pass
back to customers the full and actual value of PTCs.

Please summarize the arguments of the parties against a PTC true-up in the EBA.
The DPU recommends that PTCs continue to be included in base rates and excluded
from the EBA, claiming that including PTCs in the EBA is not expressly considered

by Utah law.” DPU further contends that including the PTCs in the EBA

7 Direct Testimony of Gary L. Smith at lines 185-199.
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inappropriately transfers risk from the Company to customers.® OCS argues that
including PTCs in the EBA insulates the Company from regulatory lag and the risks of
construction delays and incentivizes the Company to defer maintenance.” UAE
recommends the PTCs remain in base rates stating PTC values do not change from year
to year in an unpredictable manner and would make the potential benefits to customers
from the new large wind investments even more variable than they already are. '
Please explain how PTCs are calculated for inclusion in the rate case and why it
makes sense to include PTCs in the EBA.

The PTCs in this case are derived from the annual wind generation forecast as part of
the base NPC. In other words, the annual wind generation forecast in the base NPC is
then multiplied by the PTC rate and grossed up for taxes to arrive at the total-Company
PTC amount that is then allocated to Utah. All other components of base NPC are trued-
up in the EBA, and therefore it makes sense that PTCs, which are also derived from the
same forecast, should also be included in the EBA.

How do you respond to DPU’s statement the PTCs are not expressly included in
Utah’s Energy Balancing Account statute?

It is my understanding that Utah’s Energy Balancing Account statute allows for the
recovery of incurred actual power costs.!! Not all components currently included in the
EBA mechanism are described in the statute, such as wheeling revenues. My

understanding is that the statute language is not necessarily all-inclusive and does not

8 Direct Testimony of Gary L. Smith at lines 247-249.

? Direct Testimony of Philip Hayet at lines 714-718.

10 Direct Testimony of Kevin C. Higgins at lines 1185-1187.
' Utah Code § 54-7-13.5.
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limit other expenses from being included. PTCs vary based on the amount of generation
produced by the Company’s wind facilities, and so they are intrinsically tied to power
costs. Furthermore, they are included in many of the NPC mechanisms that PacifiCorp
has in other states including Oregon, California and Idaho.'? In fact, the Commission

has previously contemplated in past orders that it was appropriate to consider the

treatment of PTCs in a general rate case.'’

Q. Do you agree with DPU’s characterization that the inclusion of PTCs in the EBA

would transfer risk to customers?

A. No. The inclusion of PTCs is not about transferring risk to customers, but rather about
ensuring that customers’ rates reflect the full costs and benefits of these wind resources.
As I discussed above, PTCs are intrinsically tied to the generation output of wind
facilities. In fact, all other variable benefits and costs that are tied to the actual
generation of the Company’s wind facilities are included in NPC. Including PTCs is

not shifting risk or harming customers; rather, it ensures that the Company’s actual

operations are aligned with customer rates.

Q. How do you respond to UAE’s assertion that including PTCs in the EBA adds to

customer’s risk exposure?'

A. As 1 stated above, the inclusion of PTCs is not about increasing variability for

customers but about ensuring that customers’ rates reflect the full costs and benefits of

these wind resources

12 PacifiCorp has proposed this treatment in Washington and Wyoming in currently ongoing general rate
proceedings.
131n 2017, the Commission declined to include PTCs in the EBA but determined they “remain open to

reconsider the issue either at the conclusion of the EBA pilot period or during the next GRC.” In the Matter of:
the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment Mechanism,

Docket No. 09-035-15, Order at 9 (Feb. 16, 2017).
14 Direct Testimony of Kevin C. Higgins at lines 1176-1177.
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Do you agree with UAE that PTC values are not variable enough to justify
inclusion in the EBA?'S
No. While the value per kilowatt-hour (“kWh”) produced is set in the Internal Revenue
Code, the amount of the kWh produced by the PacifiCorp’s wind facilities is variable,
and it is exactly this type of generation variability that net power cost mechanisms are
intended to track. Additionally, inclusion of PTCs in the EBA will allow for a timely
update of the PTC rate in the event it is updated for inflation. UAE also ignores similar
items like renewable energy credits that have a generation-based benefit.
How do you respond to OCS’s assertion that including PTCs in the EBA would
insulate the Company from construction delays and incentivize the deferral of
maintenance?'
The Company’s EBA is audited on an annual basis in order to determine the prudence
of'its actions. That review includes the ability to review the outages and comment upon
decisions regarding the execution or deferral of maintenance activities. Any argument
that the Company is insulated from construction delays or could defer maintenance is
unjustified because parties and the Commission have a full opportunity to review the
prudence of any outages that occur in the EBA.

Additionally, there has been no evidence that the structure of the EBA affects
the Company’s operations. When the DPU evaluated PacifiCorp’s wind generation

before and after the EBA, it was determined that there was no evidence to conclude

IS UAE contends that because the value of PTCs are set that “[t]here is no PTC price volatility to justify
recovery through an adjustor mechanism.” Direct Testimony of Kevin C. Higgins at lines 1173-1174.

16 Direct Testimony of Philip Hayet at lines 714-718.
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that any deterioration in wind reliability was a result of the EBA.!” Similarly it is
inappropriate to conclude that the inclusion of PTCs in the EBA will have an effect on
the Company’s operations.

Subscriber Solar

Please summarize your rebuttal testimony with regards to the Company’s
proposed Subscriber Solar program.

The Company proposes a redesign of the existing Subscriber Solar program to allow
for new subscribers, which was described in detail by Company witness
Mr. William Comeau in direct testimony. The DPU, OCS and Utah Clean Energy
(“UCE”) filed testimony with various recommendations regarding the redesigned
program, the majority of which are addressed in the rebuttal testimony of
Mr. Kyle T. Moore, who has adopted Mr. Comeau’s testimony. My rebuttal testimony
addresses the parties’ questions regarding the implications of the redesigned program
on NPC and the EBA.

What concern did the parties raise with respect to NPC?

DPU witness Mr. Robert A. Davis recommends that the Company confirm the impacts
the migration might have on the EBA.

How do you respond?

Any unrecovered costs or unsubscribed portion of the proposed updated Subscriber

Solar Program will impact the EBA and be allocated to all Utah customers.

17 See In the Matter of: the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost
Adjustment Mechanism, Docket No. 09-035-15, DPU Final Evaluation of PacifiCorp's EBA at page 34 (May
20, 2016).

Page 13 — Rebuttal Testimony of David G. Webb



270

271

272

273

274

275

276

277

278

279

280

281

282

283

284

285

286

287

288

289

290

Update to EBA Base Revenues

Why does DPU witness Mr. Smith recommend the Commission not approve the
Company’s proposal to update the base EBA in each annual EBA filing?

Mr. Smith’s only rationale for this recommendation is his belief that it is inconsistent
with the statute enabling the EBA. He argues that Utah Code § 54-7-13.5(2)(f)(ii)
allows the EBA collection to “be incorporated into base rates in an appropriate
commission proceeding” and that the only appropriate commission proceeding is a
general rate case. He then reasons that the Company’s proposed change is inconsistent
with the law, because it would change base EBA rates outside of a general rate case.'8
Do you agree with Mr. Smith’s conclusion concerning the Company’s proposed
change to the EBA?

No. Mr. Smith may misunderstand the Company’s proposed change. The Company
does not propose updating base EBA rates in each annual EBA filing, and the Company
agrees that base EBA rates should not be changed outside of a general rate case. The
Company’s proposal is to use the actual revenue collected from base EBA rates
established in a rate case instead of the forecast revenue collection from the test period
in the rate case in its annual EBA filings. The Company is not recommending that base
EBA rates themselves would change outside of rate cases; therefore, the proposed
change is not inconsistent with the law. Company witness Mr. Robert M. Meredith will
respond to Mr. Smith’s recommendation in more detail in his rebuttal testimony in the

cost of service/pricing phase of this docket.

18 Direct Testimony of Gary L. Smith at lines 173-184.
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291 IV.  CONCLUSION

292 Q. Please summarize your testimony.

293 A The Company’s NPC as modeled in the test period in this case are reasonable and have
294 been aligned with the changes to the wind projects using the most recent data available.
295 NPC have increased slightly from the initial filing but have decreased by $5.4 million
296 on a Utah-allocated basis, since the 2014 GRC. Additionally, I recommend that the
297 Commission approve and adopt the proposed base NPC for the test period of
298 $1.431 billion on a total-Company basis and $622.6 million on a Utah-allocated basis.

299 Q. Does this conclude your rebuttal testimony?

300 A. Yes.
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