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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A. Michael P. Gorman.  My business address is 16690 Swingley Ridge Road, Suite 140, 2 

Chesterfield, MO 63017. I am employed by the firm of Brubaker & Associates, Inc. 3 

(“BAI”), regulatory and economic consultants with corporate headquarters in 4 

Chesterfield, Missouri. 5 

Q. ARE YOU THE SAME MICHAEL P. GORMAN WHO FILED OPENING 6 

TESTIMONY IN THIS PROCEEDING? 7 

A. Yes. 8 

Q. WHAT IS THE SUBJECT MATTER OF THIS TESTIMONY? 9 

A. I will provide testimony in opposition to the recommended return on equity and capital 10 

structure contained in the joint revenue requirement Stipulation (“Stipulation”) and 11 

respond to the Reply Testimony of PacifiCorp.  12 

Q. ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH THIS 13 

TESTIMONY? 14 

A. Yes.  I am sponsoring Exhibits ICNU/501 and ICNU/502. 15 

Q. PLEASE SUMMARIZE YOUR POSITIONS. 16 

A. My positions are summarized as follows: 17 

 First, the revenue requirement Stipulation return on equity of 10.125% should be 18 

rejected.  I continue to recommend that a return on equity of 10.0% be adopted for 19 

setting PacifiCorp’s rates in this proceeding. 20 

 There has been a significant recovery and improvement in capital markets, and a 21 

lowering of utilities’ cost of capital, throughout the term of this rate proceeding.  22 

Currently, market cost of capital for utility debt is lower than it was at the time 23 

PacifiCorp was last awarded a 10.0% return on equity in Docket No. UE 179.  These 24 
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lower capital market costs strongly support my 10.0% return on equity in this 1 

proceeding. 2 

 The settlement capital structure consisting of a 51% common equity ratio.  This 3 

common equity ratio overstates the common equity ratio for PacifiCorp using a 4 

reasonable projection of growth to its retained earnings during the projected test year.  5 

As such, I recommend the capital structure included in the joint revenue requirement 6 

stipulation be modified as set forth below. 7 

TABLE 1 

ICNU Proposed Capital Structure 
 

 
                       Description                     

Percent of 
Total Capital 

 
   Common Equity Ratio 50.2% 

   Preferred Stock Ratio 0.3% 

   Long-Term Debt Ratio   49.5% 

        Total Regulatory Capital Structure 100.0% 

   ____________________ 

   Source:  ICNU/501. 

 

 

This capital structure is based on the Company’s proposed capital structure, but 8 

adjusted for the same retained earnings adjustment I proposed in my opening testimony.  9 

I believe that this is the best estimate of PacifiCorp’s actual capital structure during the 10 

test year. 11 

Q.        WHAT IS THE REVENUE IMPACT OF YOUR PROPOSED ADJUSTMENT TO 12 

THE RETURN ON EQUITY AND CAPITAL STRUCTURE TO THE 13 

SETTLEMENT TERMS AND CONDITIONS? 14 

A.        Adjusting the stipulated settlement revenue requirement to reflect a 10% return on equity 15 

rather than 10.125%, and adjusting the capital structure to reflect a 50.2% common equity 16 
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ratio rather than a 51.0% common equity ratio, would lower the overall rate increase by 1 

$5.5 million.   2 

PARTIAL STIPULATION RATE OF RETURN 3 

Q. DO YOU BELIEVE THE COMMISSION SHOULD ADOPT THE RATE OF 4 

RETURN INCLUDED IN THE PARTIAL SETTLEMENT IN THIS 5 

PROCEEDING? 6 

A. No.  The settlement includes a return on common equity of 10.125%, which is higher 7 

than the midpoint of a reasonable return on equity estimated range for PacifiCorp in this 8 

proceeding.  As noted in my direct testimony, I recommend that PacifiCorp’s return on 9 

equity be set at 10.0%.  I would note that capital market costs have declined materially 10 

since I estimated the return, and the 10.0% return I recommended in my direct testimony 11 

is now very conservative.  Therefore, PacifiCorp’s return on equity should not be set any 12 

higher than 10.0%.   13 

Q. PLEASE OUTLINE THE LAST AUTHORIZED OVERALL RATE OF RETURN 14 

PACIFICORP WAS AWARDED. 15 

A. In response to ICNU data request (“DR”) 16.1, PacifiCorp identified its last authorized 16 

overall rate of return be based on a capital structure and return on equity as set forth in 17 

the table below. 18 

TABLE 2 

Capital Structure UE 179 

 
 
Capital Component 

Percent 
Capitalization 

 

 
Cost 

 

Weighted 
Cost          

 
   Long-Term Debt   49.00% 6.32% 3.10% 

   Preferred Stock 1.00% 6.30% 0.06% 

   Common Equity   50.00% 10.00% 5.00% 

        Total  100.00%  8.16% 

   ____________________ 

   Source:  PacifiCorp response to ICNU DR16.1.  
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As shown above, this capital structure consists of a common equity ratio of 50%, 1 

and a return on equity of 10.0%.   2 

Q. DO YOU BELIEVE THAT THE COMMISSION SHOULD CHANGE THE 3 

AUTHORIZED RETURN ON EQUITY FOR PACIFICORP IN THIS 4 

PROCEEDING? 5 

A. No.  At the time the Commission approved a 10.0% return on equity for PacifiCorp in 6 

Docket No. UE 179, the 13-week average “A” and “Baa” utility bond yields were 6.29% 7 

and 6.53%, respectively, as shown on my attached Exhibit ICNU/502.  These bond yields 8 

from UE 179 were nearly identical to the bond yields I used in my opening testimony in 9 

this case to support my 10.0% return on equity.  In this case, again as shown on page 1 of 10 

ICNU/501, the bond yields I used in my direct case were 6.46% and 7.80%.  Hence, the 11 

“A” rated utility bond yields were nearly identical to those in PacifiCorp’s last rate case.  12 

“Baa” utility bond yields still reflected an abnormally large spread over “A” utility bond 13 

yields, due to distressed market conditions that prevailed earlier this year.   14 

Market conditions, however, have improved significantly, and utility cost of 15 

capital has declined significantly.  The current “A” rated utility bond yield, as shown on 16 

ICNU/501, is 5.68%.  This is nearly an 80 basis points decline to the bond yields that 17 

existed at the time I developed in my testimony, and a 60 basis points decline since the 18 

time PacifiCorp was last awarded a return on equity of 10.0%.   19 

Similarly, “Baa” utility bond yields have also declined significantly.  The current 20 

“Baa” utility bond yields for a 13-week period ending October 9, 2009, are now 6.35%.  21 

This is nearly 150 basis points lower than the yields at the time I filed my opening 22 

testimony in this proceeding and is now lower than the bond yields that prevailed at the 23 

time PacifiCorp was last awarded a 10.0% return on equity.   24 
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These utility bond yields represent a significant recovery in the capital markets for 1 

utility securities.  Since capital market costs have dropped significantly over the last six 2 

to nine months, and are now more in line with capital market costs that existed at the time 3 

of PacifiCorp’s last rate filing, PacifiCorp’s return on equity in this case should be no 4 

higher than it was in its last case. 5 

Q. DID PACIFICORP WITNESS MR. BRUCE WILLIAMS CRITICIZE YOUR 6 

PROPOSED CAPITAL STRUCTURE IN THIS CASE? 7 

A. Mr. Williams takes issue with my modification to the Company’s projected increase in 8 

retained earnings in developing a capital structure used to set rates in this case. 9 

Q. WHAT IS THE ISSUE CONCERNING THE DEVELOPMENT OF A 10 

FORECASTED LEVEL OF RETAINED EARNINGS USED TO SET RATES IN 11 

THIS PROCEEDING? 12 

A. In PacifiCorp’s filing, it forecasted a level of increased retained earnings from the end of 13 

2008 to the end of 2009, using an assumed return on equity of approximately 10.0%.  14 

This return on equity assumption was much higher than PacifiCorp’s filing stating what 15 

its earned return on equity would be without rate relief.  As such, I adjusted PacifiCorp’s 16 

projected retained earnings component of common equity which was inflated.  Indeed, its 17 

earning projection contradicts its claim that a rate increase is needed. 18 

  In response, Mr. Williams asserted that the return on equity assumption I made 19 

reflected only the Oregon jurisdiction, and not the five other jurisdictions that PacifiCorp 20 

currently does business in.  Therefore, he asserts that the earnings, without the rate relief 21 

return I used, is not based on consolidated Company earnings capital structure ratios.  He 22 

argues that it is consolidated Company earnings that are relevant in projections.  His 23 

second argument is that the determination of the expected increase in retained earnings 24 

should be based on a return on equity for the end-of-year capital structure and not 25 
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beginning-of-year capital structure.  He asserts that, if the end-of-year capital structure is 1 

used, then the return on equity reflecting the Company’s projected increase in retained 2 

earnings is only 8.8%.  PPL/307, Williams/4-5.  3 

Q. DO YOU AGREE WITH MR. WILLIAMS’ ARGUMENTS ABOUT THE 4 

REASONABLENESS OF THE COMPANY’S PROJECTED INCREASE IN 5 

RETAINED EARNINGS? 6 

A. No.  While it is true that I relied on the Company’s filings to determine what its projected 7 

earned return on equity is at current rates was only related to its Oregon jurisdiction, the 8 

Company has provided no evidence that the Oregon jurisdictional earned return on equity 9 

is not reasonably comparable to the expected return on equity for the consolidated 10 

Company.   11 

PacifiCorp is currently engaged in rate proceedings in Oregon, Washington, Utah 12 

and Idaho.  Since it is seeking rate relief in all these jurisdictions, it is reasonable to 13 

believe that its expected earned return on equity without rate relief will be lower than the 14 

return on equity likely to be awarded after rates are adjusted.   15 

As described in my opening testimony, Mr. Williams’ projected increase in 16 

retained earnings was based on a return on equity of approximately 10%.  This 10% 17 

return reflects the expected growth in retained earnings from the beginning of the year to 18 

the end of the year.  If the Company was already earning a 10% return on equity, little to 19 

no rate increase would be necessary in this rate proceeding, or in other jurisdictions.  20 

Hence, because Mr. Williams has overstated the projected return on equity during the 21 

historical year without rate relief, he has, therefore, overstated the projected retained 22 

earnings balance, and overstated the common equity ratio of total capital. 23 

  Second, Mr. Williams’ method of estimating the return on equity in constructing 24 

its retained earnings buildup is severely flawed.  In forecasting a return on the buildup in 25 
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retained earnings, one must reasonably estimate what the expected earnings will be 1 

during calendar year 2009.  The increase in retained earnings reflects the beginning of 2 

year 2009 relative to the end of year 2009.  Mr. Williams’ proposal to calculate earned 3 

return on equity and end-of-year capital structure simply does not gauge the level of 4 

expected earnings that will take place during calendar year 2009.  One cannot reasonably 5 

estimate the rate of growth in investment by comparing the end-of-year investment to the 6 

value of the investment at the same end of year time period.  Rather, the rate of growth in 7 

retained earnings should be measured from the beginning of the year, relative to the end 8 

of the year, to determine whether or not the estimated earnings produced during that year 9 

are reasonable.   10 

Q. DOES MR. WILLIAMS’ REPLY TESTIMONY CONTINUE TO SHOW THAT 11 

HE OVERSTATED THE PROJECTED RETAINED EARNINGS BALANCE? 12 

A. Yes.  The data at page 5 of Mr. Williams’ reply testimony proves this point.  PPL/307, 13 

Williams/5.  Removing from the end-of-year common equity balance, the projected 14 

increase in retained earnings, and projected $125 million of equity contribution expected 15 

to be made toward the end of 2009, produces a beginning-of-year common equity balance 16 

of $6,202,627,271.  Dividing Mr. Williams’ projected increase in retained earnings of 17 

$590,595,729 by this balance, indicates an expected earned return on equity throughout 18 

calendar year 2009 of 9.8%.  Again, Mr. Williams’ projected buildup in retained earnings 19 

is unreasonably high, and his common equity component of total capital structure is 20 

inflated. 21 

  As such, I recommend the capital structure adjustment I proposed in my original 22 

testimony be adopted.   23 
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Q. WHAT CAPITAL STRUCTURE DO YOU RECOMMEND BE USED TO SET 1 

PACIFICORP’S RATES IN THIS PROCEEDING? 2 

A. The capital structure I recommend is shown on my ICNU/501.  This capital structure was 3 

developed in the same way I developed my capital structure in my opening testimony, 4 

however, it was adjusted to reflect $125 million equity issuance rather than the 5 

$200 million equity issuance that PacifiCorp was projecting at the time of my opening 6 

testimony. 7 

RESPONSE TO PACIFICORP WITNESS SAMUEL HADAWAY 8 

Q. PLEASE SUMMARIZE THE ISSUES YOU HAVE WITH DR. HADAWAY’S 9 

REPLY TESTIMONY. 10 

A. Dr. Hadaway reviews my rate of return analysis and summarizes his conclusion at 11 

page 19 of his reply testimony.  PPL/214, Hadaway/19.  By outlining results of all my 12 

return on equity studies, and rejecting the CAPM studies, Dr. Hadaway incorrectly 13 

concludes that my return on equity studies support a return on equity of 10.65%. 14 

Q. DID DR. HADAWAY RELY ON YOUR TESTIMONY IN SUPPORT OF HIS 15 

DECISION TO EXCLUDE THE CAPM RETURN ESTIMATES FROM YOUR 16 

ESTIMATED RANGE? 17 

A. Yes.  He acknowledged that my testimony was concerned with the market risk premium 18 

being abnormally low, and therefore, I recommend that minimal weight be placed on the 19 

CAPM return estimate at this time.  However, Dr. Hadaway’s reliance on my testimony 20 

is incomplete.  I did state concern about CAPM return estimates being too low. I also 21 

found that the constant growth discounted cash flow (“DCF”) model results, particularly 22 

those produced using analysts’ growth rates, are irrationally high at this point in time.  By 23 

excluding unreasonably low results, and relying on unreasonably high results, Dr. 24 

Hadaway is producing an excessive return on equity by selectively using the results of 25 

my studies.   26 
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The simple arithmetic average of all my DCF return studies as shown in Table 3 1 

below, produces a return on equity of approximately 10.0%.  Hence, including all my 2 

equity return estimates including those I found to be unreasonably high, and those I found 3 

to be unreasonably low, supports my return on equity recommendation of 10.0%.  4 

Further, as noted above, more recent market data shows that capital costs have decreased 5 

since I filed my opening testimony.  Hence, my recommended return on equity of 10.0% 6 

is now very conservative and likely higher than PacifiCorp’s current market cost of 7 

equity capital. 8 

 
TABLE 3 

Return on Equity Summary 
 
Description Result 

Constant Growth DCF (Analysts’ Growth) 11.68% 

Constant Growth DCF (Sustainable Growth) 10.62% 

Multi-Stage Growth DCF Model 10.96% 

Risk Premium (Treasury Bond) 9.84% 

Risk Premium (“A” Bond) 10.17% 

CAPM (Current Market Risk Premium 8.73% 

CAPM (Historical Risk Premium)   8.41% 

      Average of All 10.05% 

  

 

Q. DID DR. HADAWAY TAKE ISSUE WITH ANY ASPECT OF YOUR DCF 9 

STUDIES? 10 

A. Yes.  Dr. Hadaway continues to assert for the use of a Gross Domestic Product (“GDP”) 11 

growth rate in a multi-growth stage DCF analysis, that significantly exceeds the general 12 

consensus of market outlooks.  Dr. Hadaway advocates for use of a GDP growth rate of 13 

6.2%.  PPL/214, Hadaway/22.  Reaching this GDP growth forecast, Dr. Hadaway relies 14 

on a methodology he offers in his testimony, but does not show that this GDP growth 15 
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outlook is consistent with any publically available or market participant expectation of 1 

future GDP growth.   2 

For use in a DCF analysis, it is necessary to show that the GDP growth outlook is 3 

generally consistent with market outlooks.  Dr. Hadaway makes no such demonstration.   4 

In significant contrast, the GDP growth forecast I used was based on a consensus 5 

of professional economists’ published GDP growth forecasts over the next 5 and 10 6 

years.  My GDP growth rate forecast is based on The Blue Chip Economic Indicators’, 7 

and Blue Chip Financial Indicators’ published growth rate estimates.  As such, 8 

information I relied on is based on market participants and likely to be more reflective of 9 

general market expectations than is a non-public forecast produced by Dr. Hadaway in 10 

his return on equity testimony.  Hence, since the point of this testimony is to capture the 11 

market’s assessment of future growth, it is more reasonable to rely on independent 12 

economists’ consensus projections to capture what the likely consensus expectation is in 13 

the marketplace, rather than to rely only on Dr. Hadaway’s perspective. 14 

Q. DID DR. HADAWAY ALSO TAKE ISSUE WITH YOUR RISK PREMIUM 15 

STUDY? 16 

A. Yes.  He believes that my use of historical data in relationship to current bond yields is 17 

not appropriate unless I perform a regression analysis in comparison to historical equity 18 

returns and current bond yields.  I disagree.  Further, he argues, erroneously, that I 19 

previously accepted his belief that there is a simple inverse relationship between equity 20 

risk premiums and interest rates.  I will show that both of his arguments are incorrect. 21 
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Q. DID YOU SIMPLY APPLY YOUR HISTORICAL DETERMINED EQUITY RISK 1 

PREMIUMS TO BOND YIELD WITHOUT AN ASSESSMENT OF AN 2 

APPROPRIATE EQUITY RISK PREMIUM BASED ON CURRENT MARKET 3 

INFORMATION? 4 

A. No.  Indeed, based on theoretical studies, I gauged the relative perception of risk of utility 5 

investments in determining an appropriate equity risk premium.  I did this by looking at 6 

current interest rate spreads.  Currently, “A” utility bond spreads have recovered 7 

substantially from very wide spreads that existed over the last six months.  Indeed, “A” 8 

utility bond spreads are now approximately below the average of what they have been 9 

over the last 30 years.  This suggests that an equity risk premium for a utility stock 10 

investment should be reasonably consistent with the average equity risk premium 11 

estimated over this long historical time period.  Further, 30-year Treasury bonds have 12 

increased considerably, thus, indicating a return to more normal conditions, and a 13 

reversal of the flight to quality that has been experienced over the last six months.  Again, 14 

this indicates that equity risk premiums have now returned to more normal levels 15 

consistent with the last 20 to 30 years.   16 

Hence, my conclusion to use certain equity risk premiums is based on: 1) my 17 

observation that utility bond yield spreads have returned to more normal levels; 2) that 18 

bond yield spreads are a reasonable gauge to assess the market’s industry risk for electric 19 

utilities; and 3) when bond yield spreads are normal, then the equity risk premium should 20 

be generally consistent with average levels. 21 
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Q. DR. HADAWAY ALSO ASSERTED AT PAGE 25 OF HIS REPLY TESTIMONY, 1 

THAT YOU AT ONE TIME ADOPTED HIS BELIEF THAT THERE IS AN 2 

INVERSE RELATIONSHIP BETWEEN EQUITY RISK PREMIUMS AND 3 

INTEREST RATES? 4 

A. No.  Dr. Hadaway’s argument is disingenuous and erroneous.  In the quote in his 5 

testimony, he observed that I one time measured the relative risk assessment of the 6 

market for the utility industry based on the “real return” spread between interest rates and 7 

equity risk premiums.  This is not the same analysis that Dr. Hadaway performs by 8 

comparing the “nominal” interest rate spreads and equity risk premiums.  Indeed, when 9 

real interest rate spreads increase, perceptions of risk are higher.  Conversely, when real 10 

return spreads contract, perceptions of risk decline.  In other words, the analysis I had 11 

performed previously in Texas complements the analysis I have done here because it 12 

assigns an equity risk premium based on the relative market perception of investment risk 13 

for the electric utility industry in selecting appropriate equity risk premium.  Dr. 14 

Hadaway’s arguments are simply misleading and erroneous. 15 

Q.  PLEASE SUMMARIZE YOUR RECOMMENDATIONS.  16 

 
A.  I recommend a return on equity no higher than 10%, and a capital structure of 50.2% 17 

common equity ratio which reduces the revenue requirement by $5.5 million on an 18 

Oregon basis.  19 

Q. DOES THIS CONCLUDE YOUR RESPONSE TESTIMONY? 20 

A. Yes, it does. 21 
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Weighted
Line Description Weight Cost Cost

(1) (2) (3)

1 Long-Term Debt 49.5% 5.96% 2.95%
2 Preferred Stock 0.3% 5.41% 0.02%
3 Common Equity* 50.2% 10.00% 5.02%
4 Total 100.0% 7.99%

Source: 
Exhibit PPL/300 at 3.
* Adjusted to reflect additional retained earnings of 

$387 million based on 2009 return on equity of 6.5%,
and reduced capital contribution of $125 million.

PacifiCorp Oregon

Rate of Return
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Line Description Amount Reference
(1) (2)

1 Common Equity* 5,945,627,271$     See Note.

2 Return on Equity Before the Increase 6.517% Exhibit PPL/701.

3 Increase in Earnings 387,476,529$        Line 1 x Line 2.

4 Common Equity 6,333,103,800$     Line 1 + Line 3.

5 Equity Contribution** 125,000,000$        See Note.

6 Adjusted Common Equity 6,458,103,800$     Line 4 + Line 6.

Notes:
* P ifiC ' R t ICNU D t R t 2 12

(Common Equity Balance)

PacifiCorp Oregon

Rate of Return

* PacifiCorp's Response to ICNU Data Request 2.12.
** Stipulation Agreement.
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"A" Rating Utility "Baa" Rating Utility
Line Period Bond Yield Bond Yield

(1) (2) (3)

1 Current 5.68% 6.35%
2 UE-210 6.46% 7.80%
3 UE-179 6.29% 6.53%

Sources:
Gorman/2 to Gorman/4

09/08/06
06/19/09

PacifiCorp Oregon

Utility Bond Yields
(Summary)

13 Weeks Ending

10/09/09
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"A" Rating Utility "Baa" Rating Utility
Line Date Bond Yield Bond Yield

(1) (2)

1 10/09/09 5.60% 6.20%
2 10/02/09 5.39% 6.00%
3 09/25/09 5.43% 6.01%
4 09/18/09 5.58% 6.15%
5 09/11/09 5.52% 6.11%
6 09/04/09 5.62% 6.24%
7 08/28/09 5.56% 6.19%
8 08/21/09 5.73% 6.38%
9 08/14/09 5.72% 6.36%

10 08/07/09 5.89% 6.52%
11 07/31/09 5.68% 6.45%
12 07/24/09 6.02% 6.89%
13 07/17/09 6.08% 7.00%

14 13-Wk Average 5.68% 6.35%

Source:
www.moodys.com, Bond Yields and Key Indicators.

PacifiCorp Oregon

Utility Bond Yields
(Current)
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"A" Rating Utility "Baa" Rating Utility
Line Date Bond Yield Bond Yield

(1) (2)

1 06/19/09 6.14% 7.17%
2 06/12/09 6.30% 7.36%
3 06/05/09 6.41% 7.58%
4 05/29/09 6.32% 7.56%
5 05/22/09 6.58% 7.85%
6 05/15/09 6.34% 7.63%
7 05/08/09 6.60% 7.83%
8 05/01/09 6.59% 7.90%
9 04/24/09 6.50% 7.94%
10 04/17/09 6.56% 8.09%
11 04/09/09 6.53% 8.16%
12 04/03/09 6.54% 8.21%
13 03/25/09 6.56% 8.18%

14 13-Wk Average 6.46% 7.80%

Source:
www.moodys.com, Bond Yields and Key Indicators.

PacifiCorp Oregon

Utility Bond Yields
(UE-210, from ICNU-CUB/317)
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"A" Rating Utility "Baa" Rating Utility
Line Date Bond Yield Bond Yield

(1) (2)

1 09/08/06 6.07% 6.34%
2 09/01/06 6.06% 6.30%
3 08/24/06 6.13% 6.36%
4 08/17/06 6.19% 6.42%
5 08/11/06 6.31% 6.53%
6 08/04/06 6.21% 6.44%
7 07/28/06 6.29% 6.52%
8 07/21/06 6.32% 6.58%
9 07/14/06 6.35% 6.59%

10 07/07/06 6.41% 6.65%
11 06/29/06 6.51% 6.75%
12 06/23/06 6.52% 6.75%
13 06/16/06 6.42% 6.63%

14 13-Wk Average 6.29% 6.53%

Source:
www.moodys.com, Bond Yields and Key Indicators.

PacifiCorp Oregon

Utility Bond Yields
(UE-179 Order Period)
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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A. My name is Ellen Blumenthal.  My business address is 13517 Queen Johanna Court, 2 

Corpus Christi, Texas 78418. 3 

Q. ARE YOU THE SAME ELLEN BLUMENTHAL WHO FILED OPENING 4 

TESTIMONY IN THIS DOCKET?  5 

A.  Yes, I am. 6 

Q. WHAT IS THE PURPOSE OF THIS RESPONSE TESTIMONY? 7 

A. A settlement has been reached by PacifiCorp (the “Company” or “PP&L”) and other 8 

parties to this case.  The Industrial Customers of Northwest Utilities (“ICNU”) is not a 9 

party to this settlement.  The settlement does not include any adjustment to the 10 

Company‟s projected wages and salaries costs for the test year ended December 31, 11 

2010.  I discuss the adjustment to the Company‟s proposed wages and salaries costs that 12 

should be included if the Oregon Public Utility Commission (“OPUC” or the 13 

“Commission”) elects to adopt the settlement.   14 

Q. WHAT LEVEL OF WAGES IS INCLUDED IN THE SETTLEMENT REVENUE 15 

REQUIREMENT? 16 

A. The settlement revenue requirement includes the Company‟s forecasted 2010 wages and 17 

salaries of $528,780,909 (total company), an increase of 6.3% over the actual amount for 18 

the base year ended June 30, 2008.   PacifiCorp annualized the June 30, 2008 pay levels 19 

and then applied escalation rates for both union and non-union employees. 20 

Q. HOW DID PP&L DETERMINE OREGON’S SHARE OF THE TOTAL 21 

COMPANY FORECASTED WAGES AND SALARIES? 22 

A. PP&L allocated 29.5% of the total Company amounts to Oregon. 23 
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Q. DO YOU DISAGREE WITH THE COMPANY’S PROPOSED 2010 WAGES AND 1 

SALARIES AMOUNT? 2 

A. Yes, I disagree with both the total Company adjusted wages and salaries and with the 3 

portion allocated to Oregon.  First, it is inappropriate to include wage and salary 4 

increases, incentive compensation and bonuses for non-union employees given the 5 

current economic situation in Oregon.  Many utility customers are unemployed, have 6 

taken pay cuts in order to keep their jobs, or have had their work week shortened due to 7 

the weak economy.  Second, PP&L has not met its burden of proof with regard to the 8 

wages and salaries that are included in the settlement revenue requirement for its Oregon 9 

operations. 10 

Q. HAS THE COMPANY SUPPLEMENTED ITS RESPONSES TO THE ICNU 11 

DATA REQUESTS THAT YOU RELIED UPON IN MAKING YOUR 12 

RECOMMENDATIONS IN YOUR OPENING TESTIMONY? 13 

A. Yes.  14 

Q. PLEASE SUMMARIZE THE ADDITIONAL INFORMATION PACIFICORP 15 

PROVIDED IN ITS SUPPLEMENTAL RESPONSES TO ICNU DATA 16 

RESPONSE (“DR”) 9.8 AND 9.33.  SEE ICNU/602, BLUMENTHAL/1-3. 17 

A. In its second supplemental response to ICNU DR 9.8, the Company states: 18 

In the Company‟s original response to ICNU 9.8, the Company provided 19 

the responsive data it had available and indicated that it was incomplete 20 

because: (1) it did not reflect the allocation of FERC 707 expenses; and 21 

(2) it did not reflect the final allocation of other accounts. 22 

According to the original response and the second supplemental response to ICNU DR 23 

9.8, the Company began charging distribution and transmission labor to a clearing 24 

account in 2007 “as a temporary labor clearing account.”  The original response states 25 

that the data provided for 2007 and 2008 includes “only the total wages and salaries 26 

booked and excludes all labor allocation activity since this is considered secondary 27 
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labor.”  However, “FERC 707 has a zero balance on a consolidated basis.”  PP&L is 1 

using FERC 707 as the clearing account.   2 

 In the supplemental response, PacifiCorp provides an estimate of the amount of 3 

labor in the clearing account that should be allocated to Oregon because including these 4 

costs impacts Oregon‟s share of total payroll, which I relied upon in my analyses. 5 

Q. DID PACIFICORP UPDATE ITS ORIGINAL RESPONSE TO SHOW THE 6 

ACTUAL ALLOCATION OF THE WAGES CHARGED TO THE CLEARING 7 

ACCOUNTS FOR 2007 AND 2008? 8 

A. No.  Apparently the labor costs have still not been cleared from the clearing account for 9 

Oregon‟s operations.  I find this failure to clear these amounts to the appropriate accounts 10 

somewhat amazing since the charges to the clearing account are “by far the largest 11 

account for labor costs.”  PPL/706, Dalley/42.  The Company assumes that the 12 

Commission will merely rely on its budgets and estimates and that it will not be required 13 

to demonstrate that these estimates result in a reasonable and necessary level of payroll 14 

costs.  15 

Q. HAVE THE COMPANY’S ESTIMATES IN PAST RATE APPLICATIONS 16 

RESULTED IN AN AMOUNT THAT WAS INCLUDED IN RATES THAT WAS 17 

NOT REASONABLE AND NECESSARY? 18 

A. Yes.  As I pointed out in my Opening testimony, PacifiCorp projected total wages and 19 

salaries for its future test year in Docket UE 179, the year ended December 31, 2007, 20 

would be $512,779,116.  Re PacifiCorp, OPUC Docket No. UE 179, PPL/901, 21 

Wrigley/Table 4.3.1.  Actual wages and salaries for calendar year 2007 were 22 

$493,221,406, approximately $20 million or 4% less than PP&L predicted.   23 
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Q. IN HIS REPLY TESTIMONY, COMPANY WITNESS DALLEY PROVIDES A 1 

TABLE AT PAGE 43 THAT REFLECTS “OREGON’S FINAL LABOR 2 

ALLOCATION PERCENTAGES FOR 2006, 2007, AND 2008 AS REPORTED IN 3 

THE COMPANY’S ANNUAL RESULTS OF OPERATIONS REPORTS FILED 4 

WITH THE COMMISSION.”  ARE THE PERCENTAGES SHOWN IN THIS 5 

TABLE CONSISTENT WITH THE DATA PROVIDED BY PP&L IN ITS 6 

RESPONSES TO ICNU DATA REQUESTS 9.8 AND 9.33? 7 

A. No.  It is curious that Mr. Dalley could provide “final labor allocation percentages” given 8 

the response to ICNU DR 9.8 that the costs classified in FERC 707 (the clearing account) 9 

have not yet been cleared for Oregon‟s operations. 10 

Q. HAS THE COMPANY SUPPLEMENTED ITS RESPONSES TO THE ICNU 11 

DATA REQUESTS THAT YOU RELIED UPON IN MAKING YOUR 12 

RECOMMENDATIONS IN YOUR OPENING TESTIMONY? 13 

A. Yes.  In my opening testimony, I calculated that approximately 19.7% of total PP&L 14 

wages and salaries would be allocated to Oregon operations for calendar year 2010.  In its 15 

second supplemental response to ICNU DR 9.8, the Company provided details of how 16 

each FERC account that wages and salaries are charged to are allocated among the states 17 

in which it operates.  I have used this information to recalculate the portion of total PP&L 18 

wages will be allocated to Oregon when and if the Company finally clears the wages and 19 

salaries that are currently being held in FERC 707, a clearing account that PP&L began 20 

using in 2007. 21 

Q. HOW DO THE PERCENTAGES SHOWN IN MR. DALLEY’S TABLE 22 

COMPARE TO THE 2006 DATA PROVIDED BY PP&L IN ICNU DR 9.8? 23 

A. The information in Mr. Dalley‟s table is very different from the information provided in 24 

the response to the data request.  The Company‟s second supplemental response to ICNU 25 

DR 9.8 shows that Oregon‟s allocated share of PP&L total wages and salaries for 26 

calendar year 2006 was 28.4% while Mr. Dalley‟s table shows 30.59%.  While the wage 27 
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and salary dollars for 2006 do not change in the second supplemental response to ICNU 1 

DR 9.8 for calendar 2006, there is an added cautionary statement: 2 

These percentages are approximations only based on data extracted from 3 

SAP before labor activity processing.  The labor allocation activity must 4 

be processed to determine the final FERC account and allocator.  The 5 

labor allocation activity settlement process includes wages, salaries, 6 

benefits, etc. and cannot be run for wages and salaries only. 7 

  Since PP&L did not begin to use the “clearing account” until 2007, it is not clear 8 

why this statement is included for 2006.  Even if it applies to 2006, the “secondary labor 9 

settlements” for 2006 should certainly have been processed by now.  One would expect 10 

the clearing account for both calendar years 2007 and 2008 to have been processed and 11 

cleared by now.  Indeed, the table in Mr. Dalley‟s testimony implies that the FERC 707 12 

charges have been cleared.  Otherwise, the amounts in his table must be estimates just as 13 

the amounts provided by the Company in its second supplemental response to ICNU DR 14 

9.8 are estimates. 15 

Q. HOW DO THE PERCENTAGES SHOWN IN MR. DALLEY’S TABLE FOR 2007 16 

AND 2008 COMPARE TO PP&L’S SECOND SUPPLEMENTAL RESPONSE TO 17 

ICNU DR 9.8? 18 

A. Mr. Dalley‟s table shows that 30.1% of 2007 total PP&L wages was allocated to Oregon 19 

while the Company shows in its second supplemental response to ICNU DR 9.8 that 20 

28.4% should be allocated.  Mr. Dalley‟s table shows that 30.37% of 2008 total PP&L 21 

wages was allocated to Oregon while the Company shows in its second supplemental 22 

response to ICNU DR 9.8 that 28.2% should be allocated.   23 

Q. WHAT PORTION OF PP&L’S TOTAL LABOR DID THE COMPANY 24 

ALLOCATE TO OREGON OPERATIONS FOR 2010 IN ITS FILING? 25 

A. The Company allocated 29.5% of total Company payroll to Oregon.  In his reply 26 

testimony, Mr. Dalley explains that the labor allocation to Oregon is based on “the type 27 
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of work identified.”  PPL/706, Dalley/44.  He also states that “generation and 1 

transmission labor expenses are primarily allocated using the system generation („SG‟) 2 

factor,” yet in its second supplemental response to ICNU DR 9.8, the Company used the 3 

“SNPD” allocator to allocate the wages and salaries included in FERC 707.  The SG 4 

factor that was used to allocate wages and salaries to Oregon during 2008 was 26.877% 5 

while the SNPD factor was 28.399%.  28.2?  6 

Q. WHAT IS PACIFICORP’S PROCESS FOR CLEARING THE AMOUNTS IN 7 

FERC 707? 8 

A. PacifiCorp explains in its supplemental response to ICNU DR 9.8 that the labor in the 9 

clearing account is “associated with the Company‟s power delivery employees and will 10 

remain in FERC account 707 until the labor allocation activity is processed within the 11 

Company‟s accounting system (SAP).” 12 

Q. IN WHICH FERC ACCOUNTS ARE TRANSMISSION AND DISTRIBUTION 13 

ACTIVITIES RECORDED? 14 

A. Transmission operations are recorded in accounts 560 though 567.  Transmission 15 

maintenance accounts are recorded in accounts 568 through 574.  The Distribution 16 

operations accounts are 580 through 589 and the Distribution maintenance accounts are 17 

590 through 598. 18 

Q. DOES THE DETAILED DATA PACIFICORP PROVIDED IN THE 19 

SUPPLEMENTAL RESPONSE TO ICNU DR 9.8 SUPPORT USING THE 20 

“SNPD” ALLOCATOR FOR ALL TRANSMISSION AND DISTRIBUTION 21 

LABOR? 22 

A. No.  Transmission operating and maintenance expenses that have been allocated (i.e., not 23 

charged to clearing or directly to Oregon) are allocated using the “SG” factor while 24 

distribution operating and maintenance expenses are allocated using the “SNPD” factor. 25 

Using the “SNPD” factor for all transmission and distribution labor that was charged to 26 
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clearing during 2007 and 2008 increases the “indicated” overall percentage of payroll 1 

charged to Oregon operations.   2 

Q. HAVE YOU RECOMPUTED THE CHARGES TO OREGON FROM THE 3 

CLEARING ACCOUNT? 4 

A. Yes.  Using the information provided in the second supplemental response to ICNU DR 5 

9.8, I computed the portion of payroll that was allocated to Oregon in 2008 using the 6 

various allocators (SSGCT, SG, SG-P, SG-U, SO, SNPD, and CN).  I then calculated the 7 

portion that was allocated using SG (including SG-P and SG-U) and the portion that was 8 

allocated using SNPD.  Approximately 73% of the 2008 total wages and salaries were 9 

allocated using these two allocators.  Approximately 75% of this amount was allocated 10 

using the SG allocator and 25% using the SNPD allocator.  Using these percentages, I 11 

estimate that Oregon should be allocated approximately $141.667 million, or 27.8% of 12 

PP&L‟s total payroll for 2008.  Using the same methodology, I estimate that Oregon 13 

should be allocated approximately $138.5 million, or 28.1% of PP&L‟s total payroll for 14 

2007.  These “minor” adjustments become important when predicting what Oregon‟s 15 

portion of total labor should be in mid-2010.  The trendline for the years 2004 through 16 

2008, shown in the graph below, indicates that the Company‟s 29.5% allocation to 17 

Oregon is excessive and that the value that should be used to calculate Oregon‟s rates for 18 

2010 should be no more than 27.8%.  This value could certainly be lower given the 19 

definite downward trend shown in the graph. 20 
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 1 

Q. PLEASE SUMMARIZE THE DIFFERENCES BETWEEN YOUR 2 

CALCULATION AND THE COMPANY’S CALCULATION OF THE WAGES 3 

AND SALARIES THAT SHOULD BE INCLUDED IN PACIFICORP’S RATES IN 4 

THIS CASE. 5 

A. There are essentially three differences between my calculation and the Company‟s.  First, 6 

I recalculated the regular, overtime, and other compensation shown on line 1 of 7 

ICNU/601 to exclude the 3.8% escalation of wages for all employees other than union 8 

employees.  While the Company is contractually obligated to increase the wages for 9 

union employees through 2010, it is not obligated to increase the wages and salaries of 10 

non-union employees.  Many utility customers in Oregon have had their pay lowered, 11 

their working hours shortened, or have lost their jobs.  Even the state of Oregon is 12 

requiring its employees to take days off without pay during the current biennium due to 13 

budget shortfalls.  Oregon‟s unemployment rate is 11.5% and is even higher in counties 14 

in which PP&L provides utility service.1/  Given Oregon‟s economic circumstances, it is 15 

                                                
1/  Unemployment Rate Falls Slightly to 11.5 Percent, Portland Business Journal, October 12, 2009 

http://portland.bizjournals.com/portland/stories/2009/10/12/daily4.html 
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simply unconscionable to increase utility rates so that utility employees can receive wage 1 

increases at the expense of utility customers. 2 

  Second, I removed all bonus & incentive compensation shown on line 2 of 3 

ICNU/601 because of the state of Oregon‟s economy as discussed above.  This 4 

adjustment is shown on line 4 of ICNU/601.  This adjustment and the removal of wages 5 

increases for non-union employees reduce the Company‟s revenue requirement by 6 

approximately $7.3 million.  7 

Third, my calculations reflect a 27.8% allocation of total PacifiCorp payroll to 8 

Oregon rather than the 29.5% used by the Company.  I calculated the 2008 allocation to 9 

Oregon, as discussed earlier, to be 27.8%.  I used the 2008 value because the trend over 10 

the last five years shows a steady decrease from 28.96% in 2004 to 27.8% in 2008.  It is 11 

important to note that the allocation to Oregon has not been as high as the 29.5% 12 

recommended by the Company in any of the last five years. 13 

 Q. IN YOUR OPENING TESTIMONY, YOU RECOMMEND THAT WAGES AND 14 

SALARIES BE REDUCED TO REFLECT FEWER FULL-TIME EQUIVALENTS 15 

(“FTE”).  IS THIS ADJUSTMENT ALSO INCLUDED IN YOUR 16 

RECOMMENDATION ON ICNU/601? 17 

A. No.  Mr. Dalley states in his reply testimony that the Company‟s adjusted pro forma 18 

wages and salaries expense does not include costs related to additional headcount. Based 19 

on this representation, I have made no FTE adjustment. 20 

Q. AT PAGE 10 OF MS. GARCIA’S TESTIMONY JOINT-REVENUE 21 

REQUIREMENT/100, STAFF STATES THAT IT DID NOT SUPPORT THE 22 

PROPOSED ADJUSTMENT THAT YOU RECOMMEND IN YOUR OPENING 23 

TESTIMONY.   PLEASE COMMENT. 24 

A. Ms. Garcia, et al. state in the testimony in support of the stipulation that my 25 

recommendation was based on “incorrect assumptions . . . of historic and appropriate test 26 

year wage & salary levels.”  There were two items underlying my recommendations in 27 
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my opening testimony: headcount and the portion of payroll charged to Oregon 1 

operations.  As I have explained in this testimony, I have removed the adjustment related 2 

to headcount, and I have recalculated the portion of total Company payroll that is charged 3 

to Oregon operations based on Mr. Dalley‟s reply testimony and on the Company‟s 4 

supplemental responses to ICNU data requests.  After making the necessary changes, my 5 

analyses indicate that the Company‟s proposed Oregon wage and salary levels, which are 6 

embodied in the stipulation, are excessive.  7 

Q. PLEASE SUMMARIZE YOUR LABOR COST RECOMMENDATION. 8 

A. Based on my review and analysis of the information provided by PP&L, PacifiCorp‟s 9 

settlement rates are overstated by approximately $21.7 million.  This amount includes 10 

two components: 1) PP&L‟s proposed 2010 wages and salaries expense is overstated by 11 

$21 million; and 2) the labor and labor related costs included in plant in service should be 12 

reduced by $704,000.  The labor and labor related rate base costs are overstated by $8.4 13 

million, but the revenue requirement impact of this rate base adjustment is approximately 14 

$704,000.   15 

Q. DO YOUR RECOMMENDATIONS INCLUDE MR. GORMAN’S COST OF 16 

CAPITAL RECOMMENDATIONS? 17 

A. Yes, they do. 18 

Q. WHAT IS THE REVENUE REQUIREMENT IMPACT OF THE STAFF’S RATE 19 

BASE ADJUSTMENTS THAT WERE INCLUDED IN ADJUSTMENT S-8 USING 20 

MR. GORMAN’S RECOMMENDED COST OF CAPITAL? 21 

A. The revenue requirement impacts of each of the three parts of Staff Adjustment S-8 using 22 

Mr. Gorman‟s cost of capital recommendations are shown below: 23 
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    Total    Staff  ICNU 

    Company  Oregon  Adjustment  WACC 

Plant not in service by due date 

(100%) disallowance 

  
$(131,507) 

 
$(36,374) 

 
$(4,281) 

 
(4,478) 

Not allowed in rate base  (100% 

disallowance) 

  
(1,473) 

 
(396) 

 
(46) 

 
(49) 

Unknown in service date (50% 

disallowance) 

  
(135,971) 

 
(79,816) 

 
(9,395) 

 
(9,827) 

 Total 

 

  
$(268,951) 

 
$(116,586) 

 
 $(13,722) 

 
$(14,354) 

 

 

 

       

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 1 

A. Yes, it does. 2 
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9 Correct Enhanced 401K amount per OPUC 206 (6 919 258) 29 50% (2 041 181) (6 919 258) 28 26% (1 955 382)

PacifiCorp 
Total Wages and Salaries ‐ Reply Testimony

Test Year Ended December 31, 2010

PPL Proposal ICNU Adjustments
Wages & Salaries  Total Co Oregon Total Co Oregon
1 Regular, overtime & other compensation 4$       94,351,756 29.50% $     145,833,768   $ 485          ,098,542 27.80% 134,857,395$     
2 Bonuses & incentive compensation           34,429,153 29.50%        10,156,600    32              ,991,063 27.80% 9,171,515          
3 Total wages & salaries 528,780,90$       9 $     155,990,368   518$          ,089,605 144,028,910$     
4 ICNU bonus & incentive compensation adjustment (32            ,991,063) 27.80% (9,171,515)         
5 ICNU recommended wages & salaries 485$          ,098,542 134,857,395$     
6 Non‐utility & capital (150,965,90       0)        (44,534,940)   (138          ,494,671) 27.80% (38,501,519)       
7 Wages & Salaries Expense 377,815,01$       0 $     111,455,428   346$          ,603,871 96,355,876$       

Pensions & Benefits
8 Total Pensions & Benefits 1$       70,119,604 29.50% $     50,185,283     $ 156          ,066,095 27.80% 43,386,375$       
9 Correct Enhanced 401K amount per OPUC 206                       (6 919 258), , 29 50%.        (2 041 181), ,     (6              919 258) 28 26% (1 955 382), , . , ,         
10 Corrected total pensions & benefits 163,200,34$       6 $     48,144,102     149$          ,146,837 41,430,992$       
11 Non‐utility & capital (48,568,80         9)        (14,327,799)   (44            ,556,560) 27.80% (12,386,724)       
12 Pensions & Benefits Expense 114,631,53$       7 $     33,816,303     104$          ,590,277 29,044,268$       

Payroll Taxes
13 Total payroll taxes $        38,701,452 29.50% $     11,416,928     $ 35            ,504,342 27.80% 9,870,207$         
14 Non‐utility & capital (         11,049,188) 29.50%        (3,259,510)     (10            ,136,419) 27.80% (2,817,924)         
15 Payroll tax expense 27,652,26$         4 $     8,157,418       25$            ,367,923 7,052,282$         
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I.  INTRODUCTION AND SUMMARY 

Q. PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS. 1 

A. My name is Michael B. Early and I am the Executive Director of Industrial Customers of 2 

Northwest Utilities (“ICNU”).  My business address is 333 S.W. Taylor Street, Suite 400, 3 

Portland, Oregon, 97204. 4 

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND. 5 

A. I received a B.S. from the University of Illinois in 1973, an M.A. from Harvard 6 

University in 1975, and a J.D. from Northwestern University in 1978. 7 

Q. PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE. 8 

A. Early in my professional career I represented investor-owned utilities before the Federal 9 

Energy Regulatory Commission on electric rate matters. Since 1984, I have represented 10 

industrial customers in the Northwest on electric supply, transmission, and rate matters.  I 11 

became the Executive Director of ICNU in September 2005. 12 

Q. PLEASE DESCRIBE ICNU. 13 

A. ICNU is an incorporated, non-profit association of large industrial electric customers in 14 

the Pacific Northwest, with offices in Portland, Oregon.  ICNU‟s PacifiCorp members 15 

include companies in the pulp and paper, metal manufacturing, high technology and food 16 

processing industries.  These industries have been hit very hard by the current economic 17 

recession.  Although I am not familiar with all of the details, I am aware that many of 18 

ICNU‟s members have taken dramatic and significant efforts keep their facilities 19 

operational during the difficult economic conditions, including the consolidation of 20 

operations and lowering their operational costs.  The rate increase proposed in the 21 

Revenue Requirement Settlement Stipulation (“Settlement”) will result in additional 22 
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competitive pressure for our members with facilities in PacifiCorp‟s Oregon service 1 

territory.  Many of these facilities are already taking difficult steps to reduce costs.  The 2 

possible closure or reduced operations of these facilities could have devastating impacts 3 

on their local communities, many of which have unemployment rates above Oregon‟s 4 

average unemployment rate, which is already the fifth worst in the nation.   5 

Q. ARE ELECTRICITY COSTS IMPORTANT FOR ICNU’S MEMBERS? 6 

 

A. Yes.  Electricity costs are major cost drivers for many of ICNU‟s members.  While the 7 

ongoing recession has caused the product markets for many ICNU members to face 8 

deflationary pressures, PacifiCorp continues to relentlessly push for higher rates.  Since 9 

January 1, 2007, large general service customers have had their PacifiCorp electric rates 10 

change more than a dozen times and increase every year (about a 6.8% increase in 2007, 11 

a 5.5% increase in 2008, and a 6.8% increase in 2009).  These increases are larger than 12 

the inflation rate in each of these years.  PacifiCorp is seeking about a 6% rate increase in 13 

early 2010, despite the fact that its power costs have declined, and is simultaneously 14 

proposing significantly lower avoided costs, while its end users have reduced their loads 15 

and lowered their own costs.   16 

Q. DOES ICNU SUPPORT THE REVENUE REQUIREMENT SETTLEMENT 17 

STIPULATION? 18 

A. No.  ICNU strongly opposes the Settlement and recommends that the Oregon Public 19 

Utility Commission (“OPUC” or the “Commission”) reject it.  Now is the wrong time to 20 

increase PacifiCorp‟s rates, especially when the Company has failed to demonstrate the 21 

reasonableness of its proposal.  In particular, there is no reason to increase PacifiCorp‟s 22 

return on equity in the current economy.   23 
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In the alternative to rejecting the Settlement, ICNU recommends that the 1 

Commission conditionally approve the Settlement based on further revenue requirement 2 

reductions and the adoption of other non-revenue requirement changes.  Specifically, the 3 

Commission should adopt Michael Gorman‟s recommendations regarding cost of capital, 4 

which reduce PacifiCorp‟s rate increase request by about $5.5 million, and Ellen 5 

Blumenthal‟s recommendation regarding wages and salaries, which reduce PacifiCorp‟s 6 

rate increase request by $21.7 million, and remove all costs not presently used and useful 7 

to Oregon ratepayers.    8 

II.  REVENUE REQUIREMENT SETTLEMENT 

Q. PLEASE SUMMARIZE THE SETTLEMENT. 9 

 

A. The Settlement proposes a $45.9 million overall rate increase, which is about 5.4% rate 10 

increase for large general service and partial requirements customers.  In addition, the 11 

large general service and partial requirements customers will likely experience an 12 

approximately 0.6% rate increase related to PacifiCorp‟s transition adjustment 13 

mechanism proceeding.  Thus, if the Commission approves the Settlement, industrial 14 

customers are likely to experience a 6.0% rate increase during the worst economic 15 

recession this country has faced since the Great Depression.  This is after three years of 16 

rate increases, and at the same time that many of PacifiCorp‟s costs should be declining.   17 

Q. IS PACIFICORP REQUESTING TO INCREASE RATES MORE THAN 6% IN 18 

2010? 19 

 

A. Yes.  PacifiCorp is also requesting that it be allowed in increase rates an additional $45 20 

million.  PacifiCorp claims that it paid more in 2008 than $38 million in taxes beyond the 21 

amount collected in rates.  With interest, PacifiCorp estimates that this will be about a 22 

2.7% rate increase.  Although ICNU does not support the Commission‟s methodology 23 
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regarding how the utilities should comply with Senate Bill 408, PacifiCorp‟s SB 408 1 

filing can only be construed as showing that the Company overearned in calendar year 2 

2008.  In other words, the Company claims that it earned more taxable income than it 3 

expected when rates were set, which means that its earnings exceeded expectations (or 4 

the amounts assumed in rates).  This is further evidence that the Commission should not 5 

allow PacifiCorp to increase rates in this proceeding.  6 

Q. THE SETTLEMENT DESCRIBES THE BASE REVENUE REQUIREMENT 7 

INCREASE AS A $41.5 MILLION RATE INCREASE.  PLEASE EXPLAIN WHY 8 

THAT IS DIFFERENT FROM THE $45.9 MILLION RATE INCREASE YOU 9 

DESCRIBED ABOVE. 10 

 

A. As part of the Settlement, the settling parties agreed to allow PacifiCorp to recover about 11 

$4.4 million through separate tariff riders and not “base” rates.  The separate tariff riders 12 

expire between January 31, 2011 and December 31, 2012.  ICNU does not oppose the 13 

recovery of these costs in separate tariffs as opposed to “base” rates; however, it would 14 

be highly inaccurate to characterize the Settlement‟s proposed rate increase as $41.5 15 

million.  Once all the proposed tariffs riders are included, the Settlement proposes to 16 

increase overall rates by $45.9 million.   17 

Q. DOES THE SETTLEMENT EXPLAIN HOW THE PARTIES REACHED THEIR 18 

$45.9 MILLION RATE INCREASE?  19 

 

A. Only in part.  The Settlement starts with PacifiCorp‟s $92.1 million rate increase and then 20 

identified five broad areas in which the settling parties agreed to adjustments to reach the 21 

overall rate increase.  These five areas are: 1) rate of return; 2) administrative and general 22 

(“A&G”) adjustments; 3) distribution operations and maintenance (“O&M”) adjustments; 23 

4) transmission O&M adjustments and property taxes; and 5) miscellaneous rate base 24 

adjustments.  Each of these categories includes a broad description of the types of 25 
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adjustments that are included.  Except for the overall rate of return, it is impossible to 1 

ascertain whether the adjustments accept or reject specific adjustments proposed by Staff 2 

or intervenors.  This is a classic “black box” settlement which I believe is particularly 3 

inappropriate in these economic times.  Every component of a rate increase should be 4 

specifically justified.  5 

  ICNU attempted to determine whether the overall adjustments included specific 6 

adjustments proposed by Staff or ICNU.  The data responses that we obtained from 7 

PacifiCorp and Staff stated that the requested information was not available and that 8 

broad level information in the Settlement provides the information at the greatest level of 9 

detail possible.  ICNU/701, Early/4-15, 19-30.  ICNU specifically sought information on 10 

how each of Staff‟s and ICNU‟s adjustments were accounted for in the Settlement, and 11 

neither Staff nor PacifiCorp could provide any detail.  Id.  Therefore, this “black box” 12 

Settlement does not provide any specificity justifying this significant rate increase. 13 

Q. CAN YOU PROVIDE A SPECIFIC EXAMPLE? 14 

 

A. Yes.  Staff recommended a number of miscellaneous rate base adjustments primarily 15 

related to costs that are not known and measurable, including costs that are scheduled to 16 

be incurred after rates go into effect on February 2, 2010.  Staff/100, Garcia/6-7.  Staff‟s 17 

opening testimony described this as Staff adjustment “S-8” and estimated the total 18 

Oregon revenue requirement impact of the S-8 miscellaneous rate base adjustments as 19 

$13.725 million.  Id.; Staff/102, Garcia/2.  Staff contested some of PacifiCorp‟s 20 

forecasted costs because there was no guarantee that the costs were accurate, would be 21 

completed by the forecast date, or be completed at all.  Staff/100, Garcia/7-8.  Staff 22 

testified that PacifiCorp‟s “guesstimates” were not appropriate and that these costs should 23 
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be removed.  Id. at Garcia/8.  Staff‟s recommendation was based in part on the Oregon 1 

statute which prohibits the addition to rate base of costs “not presently used for providing 2 

utility service to the customer.”  Id. at Garcia/7 citing ORS § 757.355.   3 

Q. DOES THE SETTLEMENT REMOVE ALL THE COSTS WHICH ARE NOT 4 

PRESENTLY USED AND USEFUL FOR OREGON RATEPAYERS? 5 
 

A. No, it does not.  In discovery, ICNU sought to determine if these costs (which are not 6 

presently used and useful to customers) would be included in rates.  Neither PacifiCorp 7 

nor Staff answered ICNU‟s questions.  ICNU/701, Early/4, 14-15, 20, 29-30.   8 

  A review of the Settlement itself, however, demonstrates that these illegal costs 9 

have not been fully removed from PacifiCorp‟s rate increase request.  The Settlement 10 

agrees to “miscellaneous rate base adjustments” that reduces PacifiCorp‟s rate increase 11 

request by $8.9 million.  Settlement, Exhibit A.  This settled a number of Staff rate base 12 

adjustments (Staff adjustments S-3, S-7, S-8, S-10 and S-11) which totaled $19.165 13 

million in Staff‟s opening testimony.  Id.; Staff/102, Garcia/1-2.  All of the costs 14 

associated with the Staff adjustment “S-8” have not been removed from rates because the 15 

original Staff adjustment “S-8” has a larger revenue requirement impact ($13.725 16 

million) than the totaled settled amount for five different Staff issues, including “S-8” 17 

($8.9 million).  The Commission should reject the Settlement since the settling parties 18 

have not demonstrated that these illegal costs have been completely removed from rates. 19 

Q. HAVE YOU CALCULATED THE CURRENT VALUE OF S-8, THE 20 

MISCELLANEOUS RATE BASE ADJUSTMENT? 21 

 

A. No; however, ICNU witness Ellen Blumenthal has calculated the value of S-8 based on 22 

Mr. Gorman‟s proposed capital structure.  She calculates the total amount of this 23 

adjustment as $14.4 million.   24 
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Q. DO YOU BELIEVE THIS TYPE OF “BLACK BOX” SETTLEMENT IS 1 

APPROPRIATE? 2 
 

A. No.  I believe that “black box” settlements are only appropriate when all major parties 3 

testifying regarding the disputed issues are in agreement.  ICNU disfavors “black box” 4 

settlements in general; however, “black box” settlements can be appropriate when all 5 

parties agree on the overall revenue requirement amount, but cannot agree on the specific 6 

methodologies to reach the overall revenue requirement amount.  The Commission and 7 

the parties opposed to the “black box” settlement are placed in an untenable position of 8 

only having an overall revenue requirement number, but no real idea how the number 9 

was obtained.  It is difficult to determine how such “black box” settlements address the 10 

specific remaining concerns of non-settling parties.  It is also difficult to see how any 11 

individual rate categories result in fair, just and reasonable rates.  12 

  For example, the testimony in support of the settlement states that Ms. 13 

Blumenthal‟s wage and salaries adjustments are “largely subsumed in the A&G 14 

adjustment . . . .”  Joint-Revenue Requirement/100, Garcia, et al./7.  Despite this claim, 15 

Staff and PacifiCorp could not (or refused to) answer a number of questions regarding 16 

whether the Settlement adjustments were duplicative of Ms. Blumenthal‟s adjustments, or 17 

what portion or how much of Ms. Blumenthal‟s adjustments were accounted for in the 18 

Settlement.  Id. at Early/4-7, 18-38.  The settlement parties can claim that they considered 19 

ICNU‟s proposals, but there is no way to verify or quantify those claims because the 20 

settlement is largely a “black box.”  If the settling parties had agreed to transparent 21 

settlement that specifically identified the adjustments, then the Commission would have a 22 

more complete record to review and evaluate the reasonableness of the Settlement and 23 

whether it actually addressed the issues raised by non-settling parties.   24 
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III.  ICNU RECOMMENDATIONS 1 

Q. WHAT IS YOUR RECOMMENDATION? 2 

 

A. I recommend that the Commission reject the Settlement.  If the settling parties believe 3 

that a $45.9 million rate increase is appropriate, then they should be required to identify 4 

the specific revenue requirement adjustments to allow the Commission to review whether 5 

the overall rates and their individual components are legal, fair, just and reasonable.   6 

Q. IF THE COMMISSION DOES NOT REJECT THE SETTLEMENT, WHAT 7 

ACTION DO YOU RECOMMEND THAT THE COMMISSION TAKE? 8 
 

A. Alternatively, I recommend that the Commission approve the Settlement subject to a 9 

number of conditions.  The Commission should allow Staff, PacifiCorp and the other 10 

parties to resolve their disputed issues, but then adopt ICNU‟s recommendations on the 11 

remaining contested issues.   12 

  First, the Commission should recognize that the Settlement does not make any 13 

specific adjustments for Ms. Blumenthal‟s wage and salaries adjustment.  The 14 

Commission should reduce the $45.9 million increase by $21.7 million to account for her 15 

recommendations on wages and salaries.  PacifiCorp should be cutting costs instead of 16 

increasing its non-union wages and salaries in the current recession.   17 

  Second, the Commission should adopt Mr. Gorman‟s recommendation regarding 18 

cost of capital, and reduce the revenue requirement increase request by about $5.5 19 

million.  Although I am not a cost of capital expert, Mr. Gorman‟s recommendation is 20 

reasonable and represents sound public policy.  As I understand it, Mr. Gorman is 21 

essentially recommending that the Commission maintain the status quo regarding return 22 

on equity and not increase PacifiCorp‟s return on equity.  It would be highly 23 

inappropriate for the Commission to increase PacifiCorp‟s return on equity during these 24 
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difficult economic conditions.  The overall reasonableness of Mr. Gorman‟s position is 1 

confirmed by the fact that Staff‟s testimony recommended an even lower rate of return 2 

and return on equity.  Thus, Mr. Gorman‟s middle of the road recommendation is within 3 

the zone of reasonable recommendations presented to the Commission.   4 

  The reasonableness of Mr. Gorman‟s recommendation is also highlighted by 5 

statements by PacifiCorp‟s ultimate owner, Warren Buffett.  Mr. Buffett has stated that 6 

people should not expect to earn 10% or more from equities.  ICNU/702, Early/18.  The 7 

Settlement‟s rate of return includes an increase in PacifiCorp‟s return on equity from 8 

10% to 10.125%.  In February 2008, Mr. Buffet said “that people who expect to earn 9 

10% annually from equities during this century . . . are apparently direct descendants of 10 

the queen in Alice in Wonderland, who said: „Why, sometimes I‟ve believed as many as 11 

six impossible things before breakfast.‟”  Id.  Mr. Buffett‟s comments are even more 12 

relevant after the economic changes which have occurred over the past year.  Further, the 13 

recent PacifiCorp tax report seems to indicate that the Company was overearning at the 14 

same time that it was seeking to raise rates.  15 

  Third, I recommend that the Commission remove all of the miscellaneous rate 16 

base in Staff adjustment “S-8” for rate base items not used and useful for Oregon 17 

ratepayers, as identified by Ms. Garcia‟s opening testimony.   18 

Q. DO YOU HAVE ANY OTHER RECOMMENDED CONDITIONS THAT THE 19 

COMMISSION SHOULD IMPOSE UPON THE SETTLEMENT? 20 
 

A. Yes.  The Commission should require PacifiCorp to place the gain on any sales of any 21 

Oregon allocated renewable energy credits (“RECs”) into a balancing account for refund 22 

to customers with interest.  Staff made such a recommendation in its testimony.  23 

Staff/300, Doughterty/8-9.  ICNU supports this recommendation, and is concerned that 24 
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the Company may retain any gains associated with the sale of RECs, if any such sales are 1 

made. 2 

  The Settlement does not include any provisions which would require that 3 

PacifiCorp place the gain from the sales of RECs in a balancing account nor does the 4 

Settlement even require PacifiCorp to report in its semi-annual property sales balancing 5 

account any REC sales.  ICNU/701, Early/16-17, 36-37.  PacifiCorp claims that such 6 

requirements are “unnecessary” because the Company is not currently planning on selling 7 

any Oregon-allocated RECs.  Id. at Early/36.   8 

  I do not find PacifiCorp‟s response compelling or persuasive.  If the Company is 9 

not actually planning to sell any RECs, then it should not be burdensome for PacifiCorp 10 

to agree to report any sales and to place them in a balancing account.  In addition, I would 11 

note that the parties to PacifiCorp‟s most recently completed Washington rate case did 12 

not simply trust the Company‟s assertions, but included specific provisions in their 13 

settlement that required PacifiCorp provide detailed information regarding its RECs and 14 

any sales.  WUTC v. PacifiCorp, Docket No. UE-090205, Settlement Stipulation ¶¶ 21-15 

22 (Aug. 25, 2009).  These reporting requirements are especially important because 16 

PacifiCorp operates in six states and is subject to three different renewable portfolio 17 

standards.  The Commission should protect the interests of Oregon ratepayers and uphold 18 

the integrity of Oregon‟s renewable portfolio standard by requiring the Company to 19 

report any sales and record them in an appropriate balancing account.    20 
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IV.  CONCLUSION 1 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 2 

 

A. Yes; however, I would like to reiterate the importance of this case to ICNU and its 3 

members because of the difficult economic conditions in Oregon.  I urge the Commission 4 

to carefully review the record and ascertain whether PacifiCorp has met its burden of 5 

proof to justify all aspects of its proposed rate increase.  ICNU does not believe this rate 6 

increase is justified.  7 
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