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BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION
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AVISTA CORPORATION FOR AUTHORITY ) CASE NO. AVU-E-16-05
TO AMEND ITS ANNUAL POWER COST )
ADJUSTMENT (PCA) RATES. ) COMMENTS OF THE
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COMES NOW the Staff of the Idaho Public Utilities Commission, by and through its
Attorney of record, Brandon Karpen, Deputy Attorney General, and in response to the Notice of
Application and Notice of Modified Procedure issued in Order No. 33571 on August 17, 2016, in
Case No. AVU-E-16-05, submits the following comments.

OVERVIEW OF COMPANY APPLICATION

The PCA is an annual cost adjustment mechanism that tracks changes in the Company’s
hydroelectric generation, secondary prices, thermal fuel costs, and changes in power contract
revenue and expenses ensuring that customers do not pay more or less than the Company’s
actual power supply expense (minus sharing). Avista’s annual cost of providing electricity (i.e.,
its power supply costs) vary from year-to-year depending on changes in streamflow, thermal fuel
costs, the market price of power, and changes in power contract revenue and expenses. If the
cost of providing electricity is greater than that recovered through base rates, customers are
surcharged the difference. If the cost is less, customers receive a rebate. The annual PCA rate is

combined with the Company’s “base rates” to produce a customer’s overall energy rate.

STAFF COMMENTS 1 SEPTEMBER 15, 2016



The Company reports that lower power supply costs than expected were due primarily to

favorable natural gas and wholesale power prices as well as lower net expense for Colstrip and
Kettle Falls generation. Offsetting some of the lower expenses was lower generation from
hydro, Palouse Wind, and Clearwater paper than those reflected in base rates.

The Company asks the Commission to approve a PCA rebate of 0.017¢ per kWh to be
effective October 1, 2016, in place of the 0.032¢ per kWh rebate approved by Order No. 33389.
Under the Company’s proposal, the PCA rate for all customers, including residential customers,
would change from a rebate rate of 0.032¢ per kWh to a rebate rate of 0.017¢ per kWh—an
increase in the billing rate of 0.015¢ per kWh. Since PCA rate adjustments are spread on a
uniform cents per kWh basis, the resulting percentage increase varies by rate schedule. The

overall increase is 0.2%. The table below shows the percentage change on billed revenue for

each customer group.

Percent Change on Billed Revenue for Each Type of Service

Types of Service Schedule Numbers | Percent Change on Billed Revenue
Residential 1 0.17%
General Service 11,12 0.15%
Large General Service 21,22 0.19%
Extra Large General Service 25 0.28%
Clearwater 25P 0.29%
Pumping Service 31,32 0.15%
Street and Area Lights 41-49 0.06%
Total 0.19%

STAFF REVIEW

Staff has thoroughly examined the Company’s PCA Application by reviewing: (1) actual
and authorized expenses making up the deferral; (2) the calculation method of the deferral; (3)
the prudency of actual NPSE incurred during the deferral period; (4) the calculation of balancing
accounts and interest used to determine the final PCA rate; and (5) the calculation of the PCA

rate. The results of Staff’s review are summarized below.

Audit of Actual and Authorized Amounts

Staff conducted an onsite audit during the week of August 22, 2016. Staff reviewed and

audited the deferred balance amounts included in the current filing. Additionally, Staff reviewed
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and audited the amounts from the prior PCA deferral that is currently being amortized, and finds
the amortization of the prior year’s PCA deferral to be correct.

Staff’s review of the deferral balance covered expenses incurred for the period of July
2015 through June 2016. Staff examined a representative cross section of transactions included
in the Purchased Power account (FERC 555), Thermal Fuel account (FERC 501), Combustion
Turbine Fuel account (FERC 547), and the Sales for Resale account (FERC 447). Based on its
review of these transactions, Staff concludes that the various power cost transactions are
reasonable and were prudently incurred at the time they were made. Staff confirmed that all
transactions comply with Avista Utilities Energy Resources Risk Policy. Staff also verified that
Avista's booked amounts and other calculations have been correctly reflected.

Staff checked authorized amounts used to calculate the deferral and confirmed that they
were the same used to determine base rates that were authorized during the deferral period. Base
rates that were in effect during the deferral period were authorized in Case Nos. AVU-E-12-08
for July 1, 2015 through December 31, 2015, and AVU-E-15-05 for January 1, 2016 through
June 30, 2016.

Staff recommends in future PCA filings that the Company separate authorized and actual
net power costs (NPC) in the workpapers detailing the calculation of the deferral instead of only
providing the actual less authorized difference. This will facilitate a more efficient Staff review.

Staff has provided an example in Attachment A to these comments.

Calculation of the Deferral

The deferral captures the difference between actual power supply expense and the
revenue that recovers power supply expense through base rates for the twelve months ending
June 30, 2016. It is composed of two components: (1) the difference between actual power
supply expense and the authorized power supply expense; and (2) the load change adjustment
(LCA). The total deferral including interest of $5,054 for the period from July 1, 2015 through
June 30, 2016, is $478,103 and is a rebate to customers. Of this amount (minus interest),

$1,232,245 is a result of the LCA, which is a surcharge due to the Company, and the remaining
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is due to the actual versus authorized NPC difference of $1,676,422 which is a credit to
1

customers.
Staff examined each account and item that contributes to the deferral, and also reviewed
the method used in the Company’s calculations. Staff believes that the $478,103 deferral
balance is accurate and the method used to derive it complies with past Commission orders. The
amount represents the over-recovery of actual power supply costs through base rates during the
deferral period and is a refund to customers.
The table below shows the accounts and items contributing to the deferral. Positive

values represent a cost to customers, while negative values represent a benefit to customers.

Deferral Activity

Number Accounts and Items Amount
1 FERC Account 555 - Purchased Power with Palouse $20,316,973
2 FERC Account 447 - Sale for Resale (17,957,124)
3 FERC Account 501- Thermal Fuel (1,318,531)

4 FERC Account 547 - CT Fuel 170,598

5 Net Transmission Revenue and Expense 3,312
6 FERC Account 557 - Resource Optimization and REC Revenue (4,159,091)

7 Idaho Load Change Adjustment 1,232,245
8 All Clearwater Revenues and Expenses 1,267,440
Net Power Cost Increase (Decrease) $ (444,178)
9 REC Revenue Credit for Washington RPS (38,978)
Net Deferral Balance $ (483,157)

10 Interest on the Deferral Balance 5,054
Deferral Balance with Interest S (478,103)

1. FERC Account 555 — Purchased Power. Purchased Power costs reflect 90% of the

Idaho jurisdictional share of the difference in costs the Company incurred for power purchases in

the review period compared to authorized purchased power costs included in base rates. In the

review period, the Company incurred more purchased power costs than are included in base

rates. The positive amount is a cost to customers.

Palouse Wind expenses are included in the Purchased Power costs. In the past two

general rate cases, Palouse Wind has been removed from base rates and the expenses have been

required to flow through the PCA accounting mechanism. This expense treatment requires

! There was an additional $38,978 credit due to Idaho customers for the use of renewable energy credits to meet
Washington’s renewable portfolio standards.
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Avista to share 10% of the Idaho jurisdictional costs of Palouse. Had the costs been included in
base rates, customers would have paid 100% of the costs associated with the Palouse Wind
Project.

2. FERC Account 447 — Sale for Resale. Sales for Resale are long-term and short-term

off-system sales. The amount represents 90% of the Idaho jurisdictional share of the difference
between the actual off-system sale revenues and off-system sale revenues included in base rates.
The negative amount in the Company’s Application reflects an increase in sales for resale
revenues and is a benefit to customers.

3. FERC Account 501 — Thermal Fuel. Thermal Fuel, primarily coal, is used to produce

electricity. The amount represents 90% of the Idaho jurisdictional share of the difference in
costs the Company incurred for thermal fuel compared to the normalized amount included in
base rates. During the review period, the Company actually incurred lower coal costs than are
currently included in base rates. The negative amount in the Application is a benefit to

customers.

4. FERC Account 547 — CT Fuel. Combustion Turbine (CT) Fuel is natural gas burned

in the Company's gas-fired generators. This amount represents 90% of the Idaho jurisdictional
share of the difference in costs the Company actually incurred for gas generator fuel compared to
the amount included in normalized base rates. In the review period, the Company incurred more
natural gas cost than is currently included in base rates. The positive amount here is an
additional cost to customers.

5. Net Transmission Revenue and Expense. In Case No. AVU-E-09-01, the Commission

approved a multi-party settlement that authorized the Company to include transmission revenues
and expenses in the PCA. Avista incurs third party transmission costs when it purchases power
and has it wheeled or delivered to its service area by a third party. Avista also incurs third party
transmission costs when it sells power and pays a third party to deliver it. Third party
transmission revenues occur when Avista is the third party and is delivering power for others.
Including transmission revenues and expenses in the PCA tracks the variability of these items.
In the review period, the transmission revenues were less than what is included in base
rates by $76,211. Transmission expenses were less than what is included in base rates by
$72,899. Although the Company paid less for transmission expenses, the shortfall in
transmission revenues was larger than the difference in transmission expenses. The net

transmission revenue and expense of $3,312 is positive and is an additional cost to customers.
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6. Resource Optimization. Resource Optimization results in a cost or a benefit to

customers when natural gas purchased in advance for use in generating plants is later sold
because it is more cost effective to sell the gas and purchase electricity than it is to generate
electricity with the gas. Ninety percent of the Idaho jurisdictional share of the gain or loss on the
sale of the gas transactions resulting from optimizing Company resources is included in the PCA.
The gain during the review period, shown as a negative amount, is a benefit to Idaho customers.

Staff notes that this line item only shows one side of the transaction, when the Company
utilizes its power plants for economic dispatch, and should not be looked at independently from
the entire optimization of Company resources. Generally, when the Company purchases natural
gas, there is a corresponding sale of electricity and the spread between the cost to produce
electricity with the natural gas purchased and the price that the electricity is sold for (the spark
spread) is a benefit to customers.

Staff has verified that when the Company initially purchased gas, the cost of producing
electricity at Avista's natural gas plants (primarily the Coyote Springs and Lancaster facilities)
was less expensive than purchasing electricity on the open market to meet its native load. Staff
further verified that when the Company resold gas and purchased electricity to meet native load,
the resale and corresponding purchased electricity was the least expensive and most cost-
effective alternative.

Also included in the Resource Optimization amount is REC Revenue. On a system basis,
REC revenue was greater than the amounts authorized in base rates by $2,758,725, and Idaho’s
portion, before sharing, is $966,031. Staff recommends that the Company break out and show
separately the REC revenues and expenses as a line item outside of the Resource Optimization
line item in future PCA filings.

7. Idaho Load Change Adjustment. This adjustment captures the over or under recovery

of net power supply expense through base rates attributable to the difference between actual sales
and sales used to set base rates. The Load Change Adjustment Rate is $26.97/MWh for July
2015 through December 2015, and $22.68/MWh for January 2016 through June 2016. During
the review period, the Company experienced less sales than what was used to set base rates.

This results in a positive adjustment and a cost to customers. The amount is subject to 90%
sharing.

8. All Clearwater Revenues and Expenses. The Clearwater revenue and expense

components are directly assigned to Idaho, and are not subject to sharing. They are based on the
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difference in Clearwater costs and revenues (for its Lewiston facility) relative to the normalized
Clearwater costs and revenues established in the Company's last general rate case. A contract
that expired prior to the beginning of the deferral period (July 2015 — June 2016) is included in
base rates, and it is these base rate costs that are still reflected in the PCA. This contract
included Avista's purchase of Clearwater self-generation at PURPA avoided cost rates.
Clearwater is currently a Schedule 25P customer; however, the revenues and expenses for the
expired Clearwater contract are still included in base rates through December 2015. New base
rates went into effect on January 1, 2016, and this line item will no longer be in the deferral
balance calculation going forward.

In the review period, the Company recorded base revenues and expenses, with no
offsetting Clearwater revenue and expenses separately stated. The net amount of Clearwater
revenue and expenses included in base rates is $1,267,440. This positive amount is an increased
cost to customers.

9. REC Revenue Credit for Washington Renewable Portfolio Standards. This credit is

based on the Idaho allocation of RECs that were retired to meet Washington Renewable Portfolio
Standards that would have otherwise been sold. The Company uses the average amount per REC
received for the sale of RECs to value the revenue credit for the RECs retired to meet the RPS
for Washington. This amount is a benefit to customers.

10. Interest during Deferral Period. The Company calculates interest on the deferral

balance using the methodology authorized in Order No. 29323. Staff reviewed the Company's
interest calculation and verified that the amounts included in the deferral balance are correct.
The Company uses the Customer Deposit Rate to calculate interest on current year deferrals and
on carryover balances from one year to the next. The Customer Deposit Rate for 2015 and 2016
is 1%. Although the overall deferral balance results in a credit to customers, due to timing,

interest during the review period is a cost to customers.

Net Power Cost Analysis

Staff performed an analysis of Avista’s actual net power costs by comparing the unit cost
and amount of each supply source used during the deferral period with the amounts authorized in
base rates. This provides Staff with a determination of the Company’s operational prudence by

examining the utilization of specific resources and long-term contracts that were in place to meet

STAFF COMMENTS 7 SEPTEMBER 15, 2016




customer load during the deferral period. Based on this analysis, Staff concludes that the
Company’s actual power supply costs were reasonably incurred.

As illustrated by the table below, the reduction in the amount of hydro generation and
lower gas prices were the biggest factors contributing to differences between actual generation
and generation assumed in base rates. Lower precipitation and hydro generation availability
during the first half of the deferral period required the Company to dispatch the next lowest cost
resources to meet customer load. As a result, the Company increased the amount of Kettle Falls
and natural gas-fired generation. While generation at these plants was higher than expected, the
unit price for gas was lower than assumed in base rates. Given that market electric prices have

also declined, the Company was able to utilize significantly more market purchases to make up

for any shortfalls.

Resources aMW Percent Unit Cost Percent
Change Change Difference ($/MWh) Change
Hydro Generation -71.1 -13.1% n/a n/a
Gas-fired 21.7 5.8% -2.65 -9.8%
Colstrip Generation -5.0 -2.8% -1.06 -7.2%
Kettle Falls 31 9.2% -7.45 -27%
Analysis of PCA Rates

As a result of its analysis, Staff believes the Company’s proposed rates are accurate and
will fairly reimburse customers for over collection of actual net power cost (minus sharing)
embedded in base rates. Staff identified an error in the Company’s rate impact calculation that
has no effect on the Company’s proposed rates, but is highlighted for reporting purposes. Staff
also proposes simplifications in the calculation of interest that will add greater consistency,
transparency, and accuracy in the development of rates and PCA filings in the future. Each of
these items is discussed in more detail below.

The PCA rate is calculated by dividing the PCA revenue requirement by the forecasted
Idaho electricity usage during the next PCA billing period. The revenue requirement includes
the ending balances from the previous year’s PCA, the current PCA deferrals and amortizations,
and a projected amortization for the time period after the Company submitted its Application but
prior to when rates become effective on October 1, 2016. Interest is calculated based on the

authorized customer deposit rate currently set at 1% for actuals through the end of June 2016 and
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estimated for future periods. All estimates and projections are replaced with actuals and trued up
in next year’s PCA. The sum of these components is subject to a conversion rate adjusting for
Commission fees and uncollectibles to arrive at the PCA revenue requirement. Staff verified the
components of the revenue requirement which currently includes the amounts shown in the table
below.

The $519,030 decrease in revenue requirement results in a proposed 0.017¢ per kWh
PCA rebate rate to customers. Based on its analysis, Staff believes the Company calculated the

PCA rate correctly.

PCA Rate Calculation

Amount Total
2014-15 PCA Ending Balance 1,149,773
2015-16 Incremental Deferral (483,157)
2015-16 Interest on Deferral 5,054
2015-16 Amortization (1,438,429)
2015-16 Interest on Amortization (3,591)
Subtotal (1,920,123) (770,350)
Jul-Sept 2016 Projected Amortization 258,788
Jul-Sept 2016 Projected Interest (1,909)
Subtotal 256,879 (513,471)
Oct '15-Sept '17 Projected Interest (2,560)
Grand Total (516,031)
Conwersion Factor 0.994222
PCA Revenue Requirement (519,030)
Forecast Sales during Collection Period (MWh) 3,049,359
Final PCA Rate ($/kwh) (0.00017)

Staff found an error in the Company’s residential rate impact calculation. Using 918
kWhs for average customer usage, the Company calculated a 0.16% increase in the customer’s
bill from $84.72 to $84.86 using the new PCA rate. Staff believes the Company used incorrect
residential base rates to calculate the average bill impact. Using current residential base rates,
Staff calculates the impact to be an increase from $83.80 to $83.93, also a 0.16% difference.

In reviewing the Company’s amortization and deferral balancing accounts, Staff observed
that the Company is using two methods for calculating interest. The amortization accounts use
compound interest while the deferral account uses a simple interest method. Staff proposes that
the Company change the interest calculation in the deferral account to the same method used in
the amortization accounts starting with the July 2016 through June 2017 deferral period. Staff

believes this is beneficial for several reasons. First, the interest calculation method used in Idaho
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Power’s PCA and PacifiCorp’s ECAM both use compound interest calculations exclusively in

their PCA balancing accounts. Implementing the change will provide consistency in the methods
by all three of Idaho’s regulated electric utilities. This consistency will eliminate complexity for
the Company, Staff, and interveners as they evaluate the Company’s accounting methods. A
single interest calculation method will also enable deferral and amortization amounts to be
combined into a single balance, allowing balancing account information to be included and
linked with the deferral calculations on a single page (see Attachment A) and simplify the rate
impact sheet the Company includes in its filing (see Attachment B). Finally, simplification
would be more transparent and could reduce potential errors. For example, it could potentially
eliminate the need for complicated interest adjustment entries when deferral amounts are posted
incorrectly.

If the change in interest calculation method were made for this year’s PCA it would result
in less than a $200 difference supporting the recommended prospective change. The difference
could be larger with larger deferrals and customer discount rates in future PCAs. However, the
impact of the change is symmetrical depending on whether deferral balances are a credit or a

surcharge to customers.

CUSTOMER NOTICE AND PRESS RELEASE

The Company’s press release and customer notice were included with its Application.
Staff reviewed the documents and determined that both comply with Rule 125 of the
Commission’s Rules of Procedure, IDAPA 31.01.01.125.

The customer notice was included with bills mailed beginning August 3, 2016, and
ending September 1, 2016. Customers have the opportunity to file comments on or before

September 15, 2016.

CUSTOMER COMMENTS

As of September 15, 2016, no comments have been filed with the Commission.

STAFF RECOMMENDATIONS

Staff recommends that the Commission authorize the total deferral balance with interest
in the amount of $478,103 be refunded to ratepayers and approve Schedule 66 as filed in Exhibit
A of the Company’s Application to go into effect on October 1, 2015.
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Staff also recommends the following in future PCA filings:

1. The Company calculate interest on its monthly deferral balances using the same
compound interest method used to calculate its monthly amortization balances
beginning July 2016.

2. The Company show a breakdown of authorized and actual net power expenses instead
of just the actual versus authorized differences on its deferral calculation worksheet.

3. The Company include the calculation of the balancing accounts on the deferral
calculation worksheet.

4. The Company break out and show separate line items for actual and authorized REC

Revenue and Resource Optimization.

TN,
Respectfully submitted this & - day of September 2016.

NG—
Bran Karpen l, /

ney General

Technical Staff: Mike Louis
Daniel Klein
Mark Rogers
Kathy Stockton
Yao Yin

i:umisc/comments/avuel6.5bkmlklsmrdkyy comments
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Attachment A

Case No. AVU-E-16-05

Staff Comments
09/15/16
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