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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Deborah Garcia.  I am a Senior Revenue Requirements Analyst in 3 

the Electric & Natural Gas Revenue Requirements section of the Public Utility 4 

Commission of Oregon.  My business address is 550 Capitol Street NE Suite 5 

215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/101. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is three-fold.  First, I am the revenue 11 

requirements summary witness for the Public Utility Commission of Oregon 12 

Staff (Staff) in this proceeding.  Accordingly, I am generally familiar with the 13 

Staff sponsored adjustments to PacifiCorp’s filing in this docket.  Second, I am 14 

proposing adjustments to the test-year rate base.  Third, I propose adjustments 15 

to the property taxes associated with all Staff rate base adjustments. 16 

Q. PLEASE PROVIDE A LIST OF STAFF WITNESSES, EXHIBIT NUMBERS, 17 

AND THE SUBJECTS EACH ADDRESSES. 18 

A. Staff witnesses who are providing opening testimony in this docket are as 19 

follows: 20 

Witness Exhibit Subject(s) 

Garcia 100 
Revenue Requirement, TAM NPC-
related Revenue Adjustment, Misc. 
Rate Base, & Property Taxes 
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Witness Exhibit Subject(s) 

Ball 200 
Misc. A&G Expense, Misc. 
Transmission & O&M Expense, & 
Property Tax Factor  

Dougherty 300 Distribution Expense & Sale of 
Renewable Energy Credits 

Durrenberger 400 
Threemile Knoll Substation, Misc. 
Transmission Rate Base, & Misc. 
Wind Resource Rate Base 

Gorsuch 500 Employee Bonus & Incentive Plans 

Peng 600 Depreciation & Amortization related to 
Expense and Rate Base 

Rossow 700 Uncollectible Expense & Revenue 
Sensitive Factor 

Storm 800 Capital Structure, Rate of Return, 
Return on Equity 

Ordonez 900 Cost of Long Term Debt & Cost of 
Preferred Stock 

Clark 1000 Allocation Factors 

Compton 1100 Rate Spread & Rate Design 

Muldoon 1200 Long Run Incremental Cost Data 
Models 

Brown 1300 Wind Resource Acquisition, TAM 
Methodology Changes 

 

Q. HAVE YOU PREPARED EXHIBITS FOR THIS DOCKET? 1 

A. Yes.  I have prepared Exhibit Staff/Garcia/102, consisting of 8 pages.  This 2 

exhibit contains tables summarizing the Staff proposal for PacifiCorp’s Oregon-3 

allocated revenue requirements in this docket.  I have also prepared Exhibit 4 

Staff/103 consisting of 5 pages, which provide support for the adjustment to 5 

rate base that I am sponsoring. 6 

Q. IS THERE A DIFFERENCE BETWEEN THE REVENUE REQUIREMENT 7 

REQUESTED BY PACIFICORP AND THE AMOUNT STAFF PROPOSES? 8 
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A. Yes.  To summarize, PacifiCorp requested an increase to revenue requirement 1 

(not related to power costs) of approximately $92.0 million, while Staff 2 

proposes an increase of approximately $9.6 million -- a difference of 3 

approximately $82.4 million.  The details related to Staff’s proposed 4 

adjustments are described in the following testimony.  5 

Q. PLEASE DESCRIBE THE INFORMATION IN EXHIBIT 6 

STAFF/GARCIA/102. 7 

A. This Exhibit summarizes the Staff-proposed adjustments and resulting revenue 8 

requirement on an Oregon-allocated basis for PacifiCorp in UE 210 as follows: 9 

On Pages 1 and 2 is a narrative summary that begins with the PacifiCorp’s 10 

original revenue requirement request, followed by a short description of each of 11 

Staff’s proposed adjustments and the associated adjustment to revenue 12 

requirement.  The summary includes issues that Staff addresses in testimony 13 

but for which there are no associated revenue requirement adjustments. 14 

Page 3 is a summary that illustrates the effects of Staff’s proposed adjustments 15 

to revenues, expenses, rate base, and cost of capital.  Specifically, Column (1) 16 

is the PacifiCorp’s test period results of operations as filed in this case; Column 17 

(2) is the aggregate of Staff’s proposed adjustments; Column (3) is the sum of 18 

Columns (1) and (2); Column (4) represents the revenue requirement change 19 

required to meet Staff’s proposed cost of capital; and, Column (5) is the test 20 

period results of operations as adjusted by Staff’s proposals. 21 

Page 4 shows the income tax calculations related to the results of operations 22 

summary on Page 3. 23 
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Page 5 shows the effects on revenues, expenses, and rate base for each Staff-1 

proposed adjustment with the associated tax calculations shown on Page 6. 2 

Page 7 is a list of the revenue sensitive factors used to calculate revenue 3 

requirement, as modified by Staff’s proposed adjustment to uncollectible 4 

expense. 5 

On Page 8 there are two Cost of Capital summaries, the first proposed by 6 

PacifiCorp in its filing and the second proposed by Staff. 7 

Q. IS STAFF PROPOSING AN ADJUSTMENT THAT WILL IMPACT THE 8 

STAFF-PROPOSED REVENUE REQUIREMENT THAT IS NOT 9 

CURRENTLY INCLUDED IN EXHIBIT 102? 10 

A. Yes.  Staff Witness Clark proposes to change the methodology and final 11 

percentages associated with some of the factors PacifiCorp uses to allocate its 12 

system-wide costs to Oregon.  Subsequent to the Commission decision in this 13 

case, PacifiCorp will implement and Staff will verify the impact of those 14 

changes to the account balances and Commission-ordered adjustments. 15 

Q. WHY ARE THE STAFF-PROPOSED CHANGES TO ALLOCATION 16 

FACTORS NOT INCORPORATED INTO THE CURRENT EXHIBIT? 17 

A. The final dollar adjustment resulting from a change to even a single allocation 18 

factor methodology may impact hundreds of accounts and depends in part on 19 

the level of expense that the Commission approves.  In an effort to generally 20 

quantify what the results will be, Staff Witness Clark has submitted a data 21 

request to PacifiCorp asking it to provide the total dollars by allocation factor 22 
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included in its filing, further broken out into revenue, expense, and rate base.  1 

Staff will include those results in its rebuttal testimony. 2 

Q. WHY DOES THE REVENUE REQUIREMENT MODEL SHOW A 3 

COMPANY-PROPOSED REVENUE REQUIREMENT OF 4 

APPROXIMATELY $112.6 MILLION RATHER THAN $92.0 MILLION, AS 5 

STATED EARLIER IN YOUR TESTIMONY? 6 

A. The difference of approximately $20.6 million represents the revenue increase 7 

requested by PacifiCorp in Docket No. UE 207, PacifiCorp’s annual power cost 8 

adjustment commonly known as the TAM, in which PacifiCorp updates its 9 

power costs for the upcoming year. 10 

Q. PLEASE EXPLAIN WHY THE TAM REVENUE REQUEST IS INCLUDED IN 11 

THE GENERAL RATE CASE RATHER THAN CONFINED TO THE TAM 12 

DOCKET. 13 

A. The TAM revenue request is included as a placeholder1 only for the purpose of 14 

calculating the associated revenue sensitive expense2 for inclusion into base 15 

rates.  The result narrows the difference between the expense customers will 16 

pay for in rates, and PacifiCorp’s obligations.  Staff Adjustment S-13 removes 17 

the TAM revenue request of $20.6 million from the rate case, leaving the 18 

associated revenue requirement intact. 19 

                                            
1 The actual dollar amount will be modified to reflect the final outcome of UE 207. 
2 Revenue sensitive factors are generally included in all revenue requirement calculations and include 
a utility’s ongoing obligation for expenses such as income taxes, other taxes including franchise fees, 
and uncollectible expense  
3 See Staff exhibit/Garcia 102/Page 1.  Again, the dollar amount will be reconciled to the outcome of 
UE 207. 
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MISCELLANEOUS RATE BASE ADJUSTMENT (S-8) 

Q. DO YOU PROPOSE TO ADJUST PACIFICORP’S PROFORMA 1 

ADJUSTMENT4 TO RATE BASE? 2 

A. Yes.  I recommend that PacifiCorp’s proposed increase to rate base on an 3 

Oregon-allocated basis be reduced by approximately $116.6 million or 15.4 4 

percent, from $758.7 million to $642.1 million.5 5 

Q. DOES YOUR ADJUSTMENT INCLUDE ANY RATE BASE ADDITIONS 6 

THAT OTHER STAFF WITNESSES PROPOSE TO ADJUST? 7 

A. No. 8 

Q. PLEASE DESCRIBE YOUR PROPOSED ADJUSTMENT. 9 

A. A review of the line items identified in PacifiCorp’s proposed increase to rate 10 

base revealed that it should be reduced by approximately $116.6 million.  The 11 

adjustment is based on three categories of line items that should be removed 12 

or reduced.  The first category is related to items that are scheduled to go into 13 

service subsequent to rates taking effect, totaling approximately $36.4 million.  14 

The second is items that do not belong in rate base, totaling approximately 15 

$400,000.  The third is items that are labeled by PacifiCorp as having “monthly” 16 

or “variable” in-service dates, totaling approximately $79.8 million. 17 

Q PLEASE DESCRIBE THE PROPOSED ADJUSTMENT FOR EACH 18 

CATEGORY. 19 

                                            
4 PPL/700/Dalley/pgs 31-32; PPL/702/pgs 8.618-8.6.29 
5 See Staff Exhibit/Garcia 103, p. 1 for a summary of the adjustment. 
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A. The first category is the proposed additions that are scheduled to be completed 1 

some time in 2010, but not until after rates go into effect, currently scheduled 2 

for February 2, 2010. 3 

Q. DOES PACIFICORP PROPOSE TO INCLUDE THE FULL COST FOR 4 

THESE ITEMS INTO RATE BASE? 5 

A. No.  PacifiCorp proposes to add to rate base, on an annual basis, a portion of 6 

the dollars equal to the number of months in 2010 that the item would be in-7 

service. (Total dollars divided by 12, times the number of months.)  For 8 

example, if the item were scheduled to go into service on November 1, 2010, 9 

the Company would add the equivalent of 2 months of the total cost to rate 10 

base, with the balance carrying forward until the next general rate case. 11 

Q. WHY IS THIS PROBLEMATIC IF THE COMPANY HAS CHOSEN A TEST 12 

YEAR ENDING DECEMBER 31, 2010? 13 

A. Generally, a future test year is based on actual results of a historic period, 14 

increased by known and measurable changes.  Regarding rate base 15 

specifically, Oregon Revised Statute 757.355 prohibits the addition to “… 16 

customer rates any costs of construction, building, installation or real or 17 

personal property not presently used for providing utility service to the 18 

customer.”  The proposed rate base additions included in this category are 19 

related to new plant, and for repairs or upgrades to existing plant that is 20 

currently providing service to customers.  In either case there is no guarantee 21 

that the projected costs associated with any of the projects is entirely accurate, 22 

that any of them will be completed by the forecasted date, or even whether 23 
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they will be completed.  In other words, the expenditures are not known and 1 

measurable.  Staff does not believe the PacifiCorp is intentionally 2 

misrepresenting the proposed additions, rather it is a simple reality that no 3 

entity can foresee unexpected changes in costs, delays, or whether there 4 

would be a logical reason to scrap a proposed project.  It is not in the best 5 

interest of customers to include a “guesstimate” of rate base into ongoing rates, 6 

particularly considering the directive provided by the statute.  I recommend an 7 

adjustment to remove 100 percent, or approximately $36.4 million, from this 8 

category of rate base additions. 9 

Q. HAS THE COMMISSION EVER MADE EXCEPTIONS FOR THIS POLICY? 10 

A. Yes. As I will discuss in more detail in my testimony below, one common 11 

exception has been made related to an electric utility’s ongoing need to 12 

increase distribution plant as its customer base grows.  Some examples of 13 

these costs are for the poles, wires, meters, and other plant necessary to 14 

distribute electricity to customers.  These costs are ongoing in nature and can 15 

be reasonably assumed to be made on a regular basis.  Historically, the 16 

Commission has allowed a reasonable percentage increase in distribution plant 17 

rate base for a future test year, relative to the expected growth in a utility’s 18 

customer base.  The other point to this accommodation is that, aside from 19 

installing new distribution plant, the utility has ongoing obligations related to 20 

safety and reliability to repair, replace, or reinforce this plant.  In its case, 21 

PacifiCorp has labeled the in-service date of this type of Distribution Plant as 22 

“various.” 23 
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Q. PLEASE EXPLAIN YOUR ADJUSTMENT OF “ITEMS THAT DO NOT 1 

BELONG IN RATE BASE.” 2 

A. The Workpapers related to PacifiCorp’s requested increase to rate base 3 

consist of more than 3,000 line items.  It appears that 2 items were added to 4 

the data base in error.  One is the cost associated with Construction Work in 5 

Progress which is not eligible for inclusion into rate base.  The other is related 6 

to a treadmill for employees’ use, which is not a rate base item.  I recommend 7 

an adjustment to remove 100 percent, or approximately $400,000 for this 8 

category. 9 

Q. PLEASE EXPLAIN THE RESULTS OF YOUR REVIEW FOR ITEMS 10 

WHERE THE IN-SERVICE DATES ARE “VARIOUS” OR “MONTHLY.” 11 

A. A review of the items in the Distribution category confirms that they are 12 

necessary for the direct provision of service to customers, such as wires, poles, 13 

meters, etc.  However, for the period of June 2008 to December 31, 2010, 14 

PacifiCorp’s proposed addition of $130.3 million to Distribution-related rate 15 

base results in a net increase of approximately $110.0 million, 6 from 1.58 16 

million to 1.69 million, an increase of approximately 6.51 percent, while 17 

forecasted customer growth is approximately 1.83 percent for the same period.  18 

Stated another way, PacifiCorp’s addition to Distribution rate base is more than 19 

three times the expected customer growth.  Distribution rate base line items 20 

with an in-service date of “various” consist of approximately $101.4 million of 21 

the requested $130.3 million increase.  22 
                                            
6 See PPL/702/pg. 2.26/line 1693.  The net increase is derived from the proposed additions to rate 
base, less plant retirements. 



Docket UE 210 Staff/100 
 Garcia/10 

The balance of the increase for items in rate base categories other than 1 

Distribution that have a designated in-service date of “various” or monthly” 2 

could reasonably be assumed to be necessary for PacifiCorp to operate, but 3 

the level of the cost and even whether the cost will be incurred, as stated in 4 

PacifiCorp’s case, is somewhat uncertain. 5 

Q. DID YOU REQUEST ADDITIONAL INFORMATION FROM PACIFICORP? 6 

A. Yes. I sent Staff Data Request No. 3077 asking PacifiCorp to provide the in-7 

service dates for the items.  PacifiCorp responded that the term “various” is 8 

used as the in-service date when capital investment for a project is projected to 9 

be placed into service in more than one month. For many of the items in this 10 

category not categorized as Distribution Plant, it appears that the line items 11 

refer to a single project. 12 

Q. DO YOU BELIEVE THIS EXPLANATION IS SUFFICIENT TO ALLOW ALL 13 

SUCH COSTS TO BE INCLUDED IN RATE BASE? 14 

A. No.  Again, the costs are forecast, rather than known and measurable 15 

changes.  With the exception of costs associated with Distribution Plant, it is 16 

not appropriate to adjust rates when the rate base expenditures are not know 17 

and measurable. As mentioned above, the statute requires that items in rate 18 

base are used in the provision of service before their inclusion into rate base.   19 

In response to Staff’s follow up questions, PacifiCorp sent Data Response 20 

No. 307-1st Supplemental8 to further explain its use of “various” as the in-21 

service date as follows: “…subsequent to the in-service date, remaining capital 22 
                                            
7 See Staff Exhibit/Garcia/102/p. 3. 
8 Ibid., pp. 4-5 
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outlays are anticipated to cover costs related to the completion of each 1 

project.”  This further reinforces the idea that PacifiCorp should have some 2 

ability to forecast the in-service date if it is able to forecast the months in which 3 

subsequent capital outlays to finalize the projects will be made. 4 

In its response, PacifiCorp also included the in-service dates for a subset of 5 

projects that have been completed but where the in-service date was not in 6 

PacifiCorp’s accounting system (SAP) when the data was pulled for the rate 7 

case, further lending credibility to the idea that the items listed as “various” do 8 

not have finalized in-service dates. 9 

Q. DOES YOUR PROPOSED ADJUSTMENT TO RATE BASE TAKE INTO 10 

CONSIDERATION THE UPDATED IN-SERVICE DATES? 11 

A. Yes.  I did not adjust any line item for which PacifiCorp provided updated 12 

information. 13 

Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR THE RATE BASE 14 

LINE ITEMS WHERE THE DESIGNATED IN-SERVICE DATES ARE 15 

“MONTHLY” OR “VARIOUS.” 16 

A. The Commission has three options for rate base in this category: the first is to 17 

entirely disallow the cost until the in-service date is certain with the item closed 18 

to books; the second is to allow the cost assuming that the project will close to 19 

books by the date rates go into effect or be providing service to customers in a 20 

timely manner; and, the third is to allow some portion of the cost assuming it is 21 

necessary for the provision of service to customers.  I recommend the third 22 

option and my adjustment removes 50 percent of the cost as a reasonable 23 
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middle ground between the two extremes.  This option is also supported by my 1 

finding that PacifiCorp has proposed a level of Distribution Plant that is more 2 

than three times higher than projected customer growth.  I recommend a 3 

reduction of approximately $79.8 million.   4 

Q. PLEASE EXPLAIN WHY YOU HAVE NOT ADJUSTED THE 5 

DEPRECIATION AND AMORTIZATION ASSOCIATED WITH THE 6 

PROPOSED ADJUSTMENT TO RATE BASE. 7 

A. Staff Witness Peng has incorporated the depreciation and amortization 8 

associated with Staff Witness Adjustments S-3, S-8, S10, and S-11 into 9 

Adjustment S-7 that she is sponsoring.  These amounts will need to be revised 10 

for any changes to the Staff-recommended adjustments to rate base that may 11 

occur in this proceeding. 12 

Property Tax Adjustment (S-3, S-8, S-10 & S-11) 

Q. PLEASE EXPLAIN THE ADJUSTMENT TO PROPERTY TAXES THAT 13 

YOU RECOMMEND. 14 

A. Property Tax that is included in rates is calculated by applying the appropriate 15 

property tax factor to the dollars of rate base allowed in rates.  These 16 

adjustments to Property Tax align Staff’s proposed reductions to rate base in 17 

Adjustments S-3, S-8, S-10, and S-119 with the property taxes PacifiCorp will 18 

pay.  The Property Tax adjustments will need to be revised if, during this 19 

proceeding, changes are made to Staff’s recommended rate base adjustments, 20 

                                            
9 See Staff Exhibit 102/pg 5 for the amount of property tax adjustment that is associated with each of 
the Staff adjustments.  
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or if there is a change to the methodology used by Staff Witness Ball10 to 1 

determine the appropriate property tax factor. 2 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 3 

A. Yes. 4 

                                            
10 See Staff 200/Ball/Issue 11 
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WITNESS QUALIFICATIONS STATEMENT 
 
 
NAME: DEBORAH A. GARCIA 
 
EMPLOYER: PUBLIC UTILITY COMMISSION OF OREGON  
 
TITLE: SENIOR REVENUE REQUIREMENT ANALYST 
 
ADDRESS: 550 CAPITOL ST NE SUITE 215, SALEM, OREGON 97301-2551 
 
EDUCATION: 

o Western Utility Rate School, San Diego, California. (2002)  
 
o The Center For Public Utilities at New Mexico University and the National Association 

of Regulatory Commissioners' Annual Regulatory Studies Program.  (2000) 
 
o National Association of Regulatory Utility Commissioners' Annual Regulatory Studies 

Program at Michigan State University.  (2000) 
 
o Certificate in Mediation Training (1994) 
 
o College-level coursework in financial accounting, business law, business management, 

and economics.  
 
 
WORK EXPERIENCE: 

o Sr Revenue Requirement Analyst --Public Utility Commission of Oregon  Lead 
accounting witness for revenue requirement in various proceedings. (2007 - present) 

 
o Utility Analyst -- Public Utility Commission of Oregon  Focus on utility policies, natural 

gas purchased gas adjustment issues, utility territory allocation issues, consumer issues, 
tariff review, promotional concessions, rate case review & witness, and rulemakings. 
(2002 - 2007) 

 
o Research Analyst -- Public Utility Commission of Oregon  Focus on SB 1149 

implementation, rulemaking, various utility and electric service supplier policies, 
including certification of electric service suppliers, tariff review, rate case review & 
witness.  (2000 -2002) 

 
o Compliance Specialist -- Public Utility Commission of Oregon--Handled consumer 

complaints, liaison between the public, regulated utilities and various Commission staff, 
reviewed proposed tariffs, administrative rules, and policies with an emphasis on 
potential impact to consumers.  Identified trends, services, and policies where no statute, 
rule or precedent applied and recommended appropriate action. (1992 - 2000) 
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STAFF UE 210 BALL 200.DOC 

Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Dustin Ball.  I am employed by the Public Utility Commission of 3 

Oregon as Senior Financial Analyst, Corporate Analysis and Water Regulation 4 

Section, in the Economic Research and Financial Analysis Division of the Utility 5 

Program.  My business address is 550 Capitol Street NE Suite 215, Salem, 6 

Oregon 97301-2551.  7 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 8 

EXPERIENCE. 9 

A. My Witness Qualification Statement is found in Exhibit Staff/201 10 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 11 

A. The purpose of my testimony is to recommend adjustments to PacifiCorp’s 12 

medical expenses, insurance expenses, workers compensation expenses, 13 

pension and postretirement expenses, stock/401(k)/ESOP expenses, pension 14 

administration expenses, regulatory asset amortization, other non-labor 15 

Administrative and General expenses (A&G), enhanced reliability standards 16 

expenses, other non-labor Operations and Maintenance (O&M) expenses, and 17 

property tax expenses.  In addition, I will address the deferred Change-In-18 

Control (CIC) severance cost amortization, the Grid West amortization, and the 19 

proposed flow-through treatment of AFDC Equity.  20 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 21 
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A. Yes. I prepared Exhibit Staff/202 (13 pages of supporting calculations), and 1 

Exhibit Staff/203 (45 pages of PacifiCorp data request responses/attachments 2 

and documentation in support of footnotes). 3 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 4 

A. My testimony is organized as follows: 5 

S-4 Adjustments 6 

Issue 1, Medical Benefit Expense Adjustment ............................................ 2 7 

Issue 2, Insurance Expense Adjustment..................................................... 3 8 

Issue 3, Workers Compensation Insurance Adjustment ............................. 6 9 

Issue 4, Pension FAS 87, FAS 106, and FAS 112 Adjustments ................. 7 10 

Issue 5, Stock/401(k)/ESOP Expense Adjustment...................................... 9 11 

Issue 6, Pension Administration Expense Adjustment .............................. 11 12 

Issue 7, Regulatory Asset Amortization Adjustment ................................. 13 13 

S-6 Adjustments 14 

Issue 8, Non-labor A&G Expense Adjustment .......................................... 14 15 

Issue 9, Reliability Standards Adjustment................................................. 14 16 

Issue 10, Non-Labor O&M Expense Adjustment ...................................... 15 17 

Issue 11, Property Tax Expense Adjustment ............................................ 16 18 

Other Items 19 

Issue 12, CIC, Grid West, and AFDC Equity Flow-Through...................... 18 20 

Issue 13, PacifiCorp’s O&M To Target Adjustment................................... 20 21 

ISSUE 1, MEDICAL BENEFIT EXPENSE ADJUSTMENT 22 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT.   23 



Docket UE 210 Staff/200 
 Ball/3 

STAFF UE 210 BALL 200.DOC 

A. This adjustment is shown in Exhibit Staff/202, Ball/3 and focuses on 1 

PacifiCorp’s medical benefit expense.  Staff proposes the following adjustment: 2 

   Medical Expense      ($1,005,047) 3 

In UE 210, PacifiCorp submitted a forecasted total cost of $57,435,478.  Staff 4 

recommends a total cost of $53,878,672.  As shown in Exhibit Staff/202, Ball/3, 5 

the difference of $3,556,806 is allocated at the SO allocation factor to arrive at 6 

the Oregon Allocated reduction of $1,005,047, which is split between Capital 7 

and O&M. 8 

Q. PLEASE EXPLAIN YOUR MEDICAL BENEFIT EXPENSE ADJUSTMENT. 9 

A. Staff examined PacifiCorp’s medical benefit costs for both union and non-union 10 

personnel.  Staff estimated PacifiCorp’s medical expense for each labor group, 11 

using the total (employee and employer share) 2009 budgeted medical 12 

expense1 as the starting point.  The 2009 budget amounts were then escalated 13 

to 2010 using a 6.5 percent escalation factor2.  Staff then applied PacifiCorp’s 14 

forecasted 2010 employer/employee sharing of medical expenses to the 15 

forecasted 2010 expense for each individual labor group3 and arrived at a 16 

forecasted 2010 medical expense of $53,878,672.   17 

ISSUE 2, INSURANCE EXPENSE ADJUSTMENT 18 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 19 

                                            
1 As shown in Attachment OPUC 203 and Attachment OPUC 204 to Staff DR Nos. 203 and 204, 
which is a projection of 2009 Health Care costs prepared by Hewitt Associates.  Included in Exhibit 
Staff/203. 
2 Staff’s escalation factor of 6.5 percent is based on a Hewitt Associates projection which estimates 
an average increase to health care costs for 2009 of 6.4 percent.  Included in Exhibit Staff/203. 
3 As reported in PacifiCorp’s responses to Staff DR Nos. 86 and 341.  Included in Exhibit Staff/203. 
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A. This adjustment is shown in Exhibit Staff/202, Ball/4 and focuses on 1 

PacifiCorp’s non-captive property and liability insurance, uninsured property 2 

and liability losses, and low claims bonuses.  Staff proposes the following 3 

Adjustments: 4 

   Non-Captive Insurance Adjustment     ($281,139) 5 

   Uninsured Losses Adjustment   ($3,617,299) 6 

   Low Claims Bonus Adjustment      ($122,918) 7 

In UE 210, on a system basis, PacifiCorp submitted non-captive property and 8 

liability insurance costs of $14,759,936, uninsured property and liability losses 9 

totaling $22,251,425, and does not include (as an offset to insurance costs) 10 

any low claims bonuses for 2010.  Staff recommends non-captive property and 11 

liability insurance costs of $13,765,000, uninsured property and liability losses 12 

totaling $9,450,000, and a low claims bonus in the amount of $435,000 (as an 13 

offset to insurance costs).  As shown on Staff/202, Ball/4, the differences of 14 

$994,936, $12,801,425, and $435,000 are allocated at the SO allocation factor 15 

to arrive at the Oregon Allocated reductions of $281,139, $3,617,299, and 16 

$122,918.   17 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO NON-CAPTIVE 18 

INSURANCE. 19 

A. Staff reduced the non-captive property and liability insurance expense to 20 

PacifiCorp’s forecasted calendar year 2010 expense, as reported in response 21 

to OPUC Data Request No. 91.4  Included in UE 210 is the expense that 22 

                                            
4 Included in Exhibit Staff/203. 
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PacifiCorp incurred during the period of July 2007 through June 2008, 1 

escalated for inflation to 2010.  Staff’s proposed adjustment simply reduces the 2 

amount included in the UE 210 to PacifiCorp’s forecasted 2010 expense. 3 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO UNINSURED LOSSES. 4 

A. Staff reduced the uninsured property and liability losses to PacifiCorp’s 5 

forecasted calendar year 2010 expense, as reported in response to OPUC 6 

Data Request No. 91.5  Included in UE 210 are the losses that PacifiCorp 7 

incurred during the period of July 2007 through June 2008, escalated for 8 

inflation to 2010.  Staff’s proposed adjustment simply reduces the uninsured 9 

loss amount included in UE 210 to PacifiCorp’s forecasted uninsured losses for 10 

2010.   11 

Q. IN THE PREVIOUS DISCUSSION YOU NOTE THAT PACIFICORP, IN 12 

RESPONSES TO DATA REQUESTS, PROVIDED YOU A DIFFERENT 13 

FORECAST FOR CERTAIN EXPENSES THAN WHAT IS INCLUDED IN 14 

ITS DIRECT CASE (UE 210).  IS PACIFICORP’S DATA REQUEST 15 

FORECAST MERELY AN UPDATE TO WHAT IS PROVIDED IN 16 

TESTIMONY? 17 

A. Perhaps; however, the bases for the two PacifiCorp estimates are different.  18 

For UE 210, PacifiCorp took its actual levels for 2008 and escalated those 19 

values to 2010.  In the responses to the Staff data requests, PacifiCorp 20 

provided their forecasted expense for 2010.  21 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO LOW CLAIM BONUSES. 22 

                                            
5 Included in Exhibit Staff/203. 
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A. Following each of the two most recent policy years, PacifiCorp received low 1 

claims bonuses of approximately $870,000.  Because ratepayers bear the 2 

burden of paying the insurance premiums, ratepayers should be entitled to the 3 

low claim bonuses associated the insurance policies they fund.  It is not certain 4 

whether or not PacifiCorp will receive low claim bonuses during 2010.  5 

However, based on historical data, Staff proposes to include 50 percent of one 6 

year’s low claim bonus as an offset to insurance expense. 7 

ISSUE 3, WORKERS COMPENSATION INSURANCE ADJUSTMENT  8 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 9 

A. This adjustment is shown in Exhibit Staff 202, Ball/5 and focuses on 10 

PacifiCorp’s workers compensation expense.  Staff recommends the following 11 

adjustment: 12 

   Workers Compensation     ($512,931) 13 

  In UE 210, PacifiCorp set its workers compensation expense at $3,586,894 14 

for 2010.  Staff recommends setting the 2010 workers compensation expenses 15 

at $1,771,660.  As shown on Exhibit Staff/202, Ball/5, the difference of 16 

$1,815,234 is allocated at the SO allocation factor to arrive at the Oregon 17 

Allocated reduction of $512,931, which is split between Capital and O&M. 18 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 19 

A.  According to PacifiCorp6, the amount included in UE 210 ($3,586,894) was 20 

calculated by escalating the budgeted 2008 amount by 5 percent annually to 21 

arrive at the projected expense for 2010.  While Staff uses the same 5 percent 22 

                                            
6 As reported in response to Staff Data Request Nos. 93 and 193.  Included in Exhibit Staff/203 
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annual escalation as PacifiCorp, Staff’s starting point is the actual 2008 1 

workers compensation expense as opposed to a budgeted 2008 amount.  With 2 

this one change to PacifiCorp’s method, Staff’s forecast results in a $1,815,234 3 

reduction to the forecasted 2010 Workers Compensation expense as shown in 4 

Exhibit Staff/202, Ball/5. 5 

ISSUE 4, PENSION FAS 87, FAS 106, AND FAS 112 ADJUSTMENTS 6 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 7 

A. These adjustments are shown in Exhibit Staff/202, Ball/6 and focus on 8 

PacifiCorp’s FAS 87 pension expense, FAS 106 post retirement benefit costs, 9 

and FAS 112 post employment benefit costs.  Staff proposes the following 10 

adjustments: 11 

   FAS 87 Pension Expense    ($2,304,897) 12 

   FAS 106 Post Retirement Benefits      ($370,681) 13 

   FAS 112 Post Employment Benefits     ($316,596) 14 

In UE 210 PacifiCorp submitted a FAS 87 pension expense of $33,128,792, 15 

FAS 106 post retirement benefits of $18,440,173, and FAS 112 post 16 

employment benefits of 6,502,600.  Staff recommends a FAS 87 pension 17 

expense of $24,971,886, FAS 106 post retirement benefits of $17,128,355, and 18 

FAS 112 post employment benefits of $5,382,185.  As shown on Staff/202, 19 

Ball/6, the differences of $8,156,906, $1,311,819, and $1,120,415 are allocated 20 

at the SO allocation factor to arrive at the Oregon Allocated reductions of 21 

$2,304,897, $370,681, and $316,596. 22 
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Q. PLEASE EXPLAIN THE ADJUSTMENT MADE TO FAS 87 PENSION 1 

EXPENSE AND FAS 106 POST RETIREMENT BENEFITS. 2 

A. In UE 210 PacifiCorp calculates its pension expense and post retirement 3 

benefits using a 6.30 percent discount rate and a 7.75 percent estimated long 4 

term rate of return.  Staff proposes using a discount rate of 6.90 percent and an 5 

estimated long term rate of return of 8.25 percent.  Staff’s proposed increase 6 

the discount rate and estimated long term rate of return are supported by 7 

Attachment OPUC 198-1 and Confidential Attachment OPUC 198-27 provided 8 

by PacifiCorp in response to Staff Data Request No. 198.   9 

Attachment OPUC 198-1, which is dated February 4, 2009, specifically 10 

indicates that “PacifiCorp proposes a discount rate of 6.90% for its defined 11 

benefit pension and post retirement welfare benefits based on the Hewitt Top 12 

Quartile for each plan at December 31, 2008.”   13 

Attachment OPUC 198-1 indicates that PacifiCorp is assuming a 7.75 percent 14 

long term rate of return and that this is “within the range of rates being used by 15 

Hewitt’s utility clients and the EEI Standards Committee members.”  However, 16 

upon reviewing of the range of rates being used by Hewitt’s utility clients and 17 

EEI Standards Committee members, shown in Attachment 198-2, Staff found 18 

that PacifiCorp’s estimate was at the far low end of the range.  Staff’s 19 

adjustment moves PacifiCorp’s estimated long term rate of return closer to the 20 

middle of the ranges identified.   21 

                                            
7 Included in Exhibit Staff/203 
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Q. PLEASE EXPLAIN THE ADJUSTMENT MADE TO FAS 112 POST 1 

EMPLOYMENT BENEFITS. 2 

A. It appears that PacifiCorp calculated its FAS 112 post employment benefits by 3 

escalating budgeted amounts to 2010.  Specifically, PacifiCorp’s response to 4 

Staff Data Request No. 312 indicates that the “Plan for CY 2008” amount was 5 

escalated by 2.56 percent to arrive at a 2009 forecast, and the 2009 forecast 6 

was escalated by 3.08 percent to arrive at a 2010 forecast.  PacifiCorp then 7 

removed joint owner costs to arrive at the UE 210 expense of $6,502,600.   8 

  Staff disagrees with PacifiCorp’s forecast.  Rather than escalating budgeted 9 

amounts, Staff proposes to escalate the actual calendar year 2008 expense of 10 

$5,073,226 (which is net of joint owner costs) by 3 percent annually to arrive at 11 

a forecasted 2010 expense of $5,382,185.   12 

The main difference between the PacifiCorp and Staff methods for estimating 13 

the 2010 expense, as with many of the adjustments above, is that Staff starts 14 

with the actual 2008 expense and PacifiCorp starts with the budgeted 2008 15 

expense.   16 

ISSUE 5, STOCK/401(K)/ESOP EXPENSE ADJUSTMENT 17 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 18 

A. This adjustment is shown in Exhibit Staff/202, Ball/7 and focuses on 19 

PacifiCorp’s Stock/401(k)/ESOP expense.  Staff proposes the following 20 

adjustment: 21 

   Stock/401(k)/ESOP Expense   ($2,610,865) 22 
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In UE 210, PacifiCorp increase its Stock/401(k)/ESOP expense from the base 1 

period amount of $20,576,528 to $41,454,956 for 2010.  Staff recommends a 2 

2010 expense of $32,215,247.  As shown on Staff/202, Ball/7, the difference of 3 

$9,239,709 is allocated at the SO allocation factor to arrive at the Oregon 4 

Allocated reduction of $2,610,865, which is split between Capital and O&M. 5 

Q. PLEASE EXPLAIN THE ADJUSTMENT TO STOCK/401(K)/ESOP 6 

EXPENSE. 7 

A. PacifiCorp calculated their forecasted 2010 expense by applying an annual 8 

escalation factor of 4.7 percent to the 2008 budgeted expense and then 9 

applying estimated increases for pension plan conversions that have taken 10 

place.  A large portion of PacifiCorp’s projected increase is attributable to the 11 

conversions of various labor groups from the traditional pension plan to an 12 

enhanced 401(k) benefit.  It appears that these conversions (for PacifiCorp’s 13 

non-union, Local 695 and Local 125 employees) began during 2007 and were 14 

completed as of January 2009.    15 

    Staff disagrees with PacifiCorp’s forecast.  Actual information is available for 16 

the first quarter of 20098, a period of time when all of the above mentioned 17 

conversions were in effect.  Rather than using a budgeted 2008 amount as a 18 

starting point and then forecasting the effects of conversions, Staff used the 19 

actual expense from the first quarter of 2009 as its starting point for estimating 20 

the 2010 expense.  Staff annualized the first quarter 2009 Stock/401(k)/ESOP 21 

                                            
8 See PacifiCorp’s response to Staff Data Request No. 207.  Included in Staff/302. 
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expense to a calendar year 2009 amount and then applied a 2.5 percent 1 

escalation factor9.    2 

Q. DOES THIS METHOD ACCOUNT FOR INCREASES IN 3 

STOCK/401(K)/ESOP EXPENSE DUE TO PLAN CONVERSIONS? 4 

A. Yes.  Because the various conversions were implemented on or before 5 

January 1, 2009, the actual expenses for the first quarter of 2009 represent a 6 

period after these conversions were implemented.  Therefore, an adjustment 7 

for plan conversions is not necessary.  8 

Q. ARE THERE ANY OTHER ADJUSTMENTS THAT STAFF MADE TO 9 

PACIFICORP’S STOCK/401(K)/ESOP EXPENSE? 10 

A. Yes.  It was brought to Staff’s attention, through data requests, that as part of 11 

the conversions, employees who met certain criteria are to receive additional 12 

401(k) credits, which vary in amount (as a percentage of pay) as well as for the 13 

period of time that they will be received.   In many cases these additional 14 

401(k) credits are phased out, in a stair step fashion, over the period of time 15 

within which they are received.  It appears that the first reduction to the 16 

additional 401(k) credits, which is estimated by Hewitt Associates at 17 

approximately $700,00010, takes place during 2010.  As shown on Staff/202, 18 

Ball/7, Staff takes this reduction into consideration when forecasting the 2010 19 

expense.   20 

ISSUE 6, PENSION ADMINISTRATION EXPENSE ADJUSTMENT 21 

                                            
9 The source of Staff 2.5 percent escalation factor is Page 4.2.5 of Exhibit PPL/702. 
10 See PacifiCorp’s response to Staff Data Request No. 206, specifically Attachment OPUC 206 1st 
Supplemental. 
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Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 1 

A. This adjustment is shown in Exhibit Staff/202, Ball/8 and focuses on 2 

PacifiCorp’s pension administration expense.  Staff proposes the following 3 

adjustment: 4 

   Pension Administration Expense   ($59,820) 5 

In UE 210 PacifiCorp submitted a pension administration expense of 6 

$878,457 for 2010.  Staff recommends an expense of $666,759 for 2010.  As 7 

shown on Staff/202, Ball/8, the difference of $211,698 is allocated at the SO 8 

allocation factor to arrive at the Oregon Allocated reduction of $59,820, which 9 

is split between Capital and O&M. 10 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO PENSION 11 

ADMINISTRATION EXPENSE. 12 

A. In UE 210 PacifiCorp increased its pension administration expense from the 13 

base period amount of $622,557 to $878,457 for 2010.  The actual pension 14 

administration expense for calendar years 2007 and 2008 was $926,312 and 15 

$339,567 respectively.  In response to Data Request No. 208, PacifiCorp 16 

explains that the substantial change in expense over these two years is related 17 

to timing of union negotiations (during which costs were higher).  Due to the 18 

varying nature of this expense, Staff proposes to set the 2010 pension 19 

administration expense at $666,759, which is the level included in the base 20 

period (adjusted for inflation).  A simple average of the calendar year 2007 and 21 

2008 actual expenses results in an average expense over the past two years of 22 

$632,440, which is in line with Staff’s recommendation.   23 
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ISSUE 7, REGULATORY ASSET AMORTIZATION ADJUSTMENT 1 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 2 

A. This adjustment is shown in Exhibit Staff/202, Ball/9 and focuses on 3 

PacifiCorp’s regulatory asset amortization.  Staff proposes the following 4 

adjustments: 5 

   Regulatory Asset Amortization    ($6,137,657) 6 

   Remaining Separate Schedule Amortization   $1,945,214 7 

Q. PLEASE EXPLAIN YOUR REGULATORY ASSET AMORTIZATION 8 

ADJUSTMENT. 9 

A. PacifiCorp’s base period includes monthly amortizations of the “98 Early 10 

Retirement OR” and “Transition Plan OR” regulatory assets.  Based on the 11 

information available11, it appears that the amortization of the “98 Early 12 

Retirement OR” regulatory asset (of approximately $306,412 per month) ended 13 

during December 2007, and was fully recovered by PacifiCorp.  It also appears 14 

that the “Transition Plan OR” regulatory asset (monthly amortization of 15 

approximately $324,358) will have a remaining balance of approximately 16 

$1,945,214 as of February 2010, when rates go into effect.   17 

Staff proposes to remove both regulatory assets from the base period and to 18 

allow PacifiCorp to recover the remaining $1,945,214 balance on the 19 

“Transition Plan OR” regulatory asset (approximately 6 months of amortization) 20 

through a separate temporary schedule to ensure that the amortization 21 

terminates once fully recovered by PacifiCorp. 22 
                                            
11 The source data is the Transaction Ledger “Attach OPUC 197-1” as well as PacifiCorp’s 2007 and 
2008 FERC Form 1. 
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ISSUE 8, NON-LABOR A&G EXPENSE ADJUSTMENT 1 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 2 

A. This adjustment is shown in Exhibit Staff/202, Ball/10 and focuses on 3 

PacifiCorp’s non-labor A&G expense in FERC accounts 901-935.  Staff 4 

proposes the following adjustment: 5 

   Non-Labor A&G Expense    ($112,365) 6 

Q. PLEASE EXPLAIN YOUR NON-LABOR EXPENSE ADJUSTMENT. 7 

A. This adjustment removes 50 percent of Meals & Entertainment expense, 50 8 

percent of On-Site Meals & Refreshments expense, 100 percent of Challenge 9 

Grant expense, and 100 percent of AUC expense.  The adjustments to Meals 10 

& Entertainment, On-Site Meals & Refreshments, and AUC expenses are the 11 

same in nature as the adjustments proposed by Staff Michael Dougherty and 12 

are described in detail in Staff/300, Dougherty/3-6. 13 

  Regarding the 100 percent disallowance of Challenge Grant expense, it 14 

appears these expenses are related civic activities, which the Commission has 15 

not allowed regulated utilities to recovery from ratepayers.  Civic activities are 16 

discretionary, not required to provide safe and adequate service to customers, 17 

and Commission policy does not require ratepayers to support causes in which 18 

they to not believe12.   19 

ISSUE 9, RELIABILITY STANDARDS ADJUSTMENT 20 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 21 

                                            
12 See OPUC Order 87-406 at 40-41, Order 91-186 at 16, and Order 09-020 at 20-21. 
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A. This adjustment is shown in Exhibit Staff/202, Ball/11 and focuses on 1 

PacifiCorp’s reliability standards.  Staff proposes the following adjustment:: 2 

   Reliability Standards    ($388,244) 3 

In UE 210, PacifiCorp proposes to increase funding for enhanced reliability 4 

standards by $1,403,297 ($388,244 Oregon Allocated) for 2010.  Staff 5 

recommends that PacifiCorp’s requested increase be denied. 6 

Q. PLEASE EXPLAIN YOUR ENHANCED RELIABILITY STANDARDS 7 

ADJUSTMENT. 8 

A. In Staff’s view, PacifiCorp has not met its burden of proof to demonstrate why 9 

additional funding is necessary.  It does appear that PacifiCorp will incur costs 10 

associated with enhanced reliability standards during 2010, which were not 11 

incurred during the base period.  However, Staff believes that the current level 12 

of funding (adjusted for inflation) should be adequate, as significant costs 13 

incurred during the base period do not appear to be recurring in nature.  14 

  During 2007 and 2008 a significant number of reliability standards became 15 

mandatory and enforceable (June 2007 and January 2008).  Additionally, 16 

PacifiCorp’s base period (July 2007 through June 2008), includes a significant 17 

amount of costs directly related to these standards, which appear nonrecurring 18 

in nature, and are labeled as “planning.”13  It does not appear that PacifiCorp’s 19 

request for additional funding takes into consideration costs included in the 20 

base period which will not be incurred during 2010. 21 

ISSUE 10, NON-LABOR O&M EXPENSE ADJUSTMENT 22 

                                            
13 See Attachment OPUC 241 (included in Staff/203) 
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Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 1 

A. This adjustment, focusing on PacifiCorp’s non-labor O&M expense in FERC 2 

accounts 560-574, is very similar to the non-labor A&G expense adjustment 3 

and is shown in Exhibit Staff/202, Ball/12.  Staff proposes the following 4 

adjustment: 5 

   Non-Labor O&M Expense    ($407,716) 6 

Q. PLEASE EXPLAIN YOUR NON-LABOR EXPENSE ADJUSTMENT. 7 

A. This adjustment removes 50 percent of Meals & Entertainment expense, 50 8 

percent of On-Site Meals & Refreshments expense, 100 percent of AUC 9 

expense, and amortizes non-recurring legal fees associated with FERC 10 

Proceeding ER07-882 over a ten year period.  The adjustments to Meals & 11 

Entertainment, On-Site Meals & Refreshments, and AUC expenses are the 12 

same in nature as the adjustments proposed by Staff Michael Dougherty and 13 

are described in detail in Staff/300, Dougherty/3-6. 14 

  Regarding the amortization of the non-recurring legal fees associated with 15 

FERC Proceeding ER07-882, Staff proposes a ten-year amortization of the 16 

expense.  The expense was associated with the FERC Proceeding that 17 

resulted in new lease agreement for the Malin-Indian Springs contract, which 18 

has a ten year term.  Staff’s proposal is to amortize the expense over the term 19 

of the lease.  The effect of this adjustment is an Oregon allocated reduction of 20 

$158,837. 21 

ISSUE 11, PROPERTY TAX EXPENSE ADJUSTMENT 22 

Q. PLEASE SUMMARIZE THIS ADJUSTMENT. 23 
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A. This adjustment is shown in Exhibit Staff/202, Ball/13 and focuses on 1 

PacifiCorp’s property tax expense.  Staff proposes the following adjustment: 2 

   Property Tax Expense      ($2,340,011) 3 

In UE 210, PacifiCorp submitted a property tax expense for 2010 of 4 

$95,786,000.  Staff recommends an expense for 2010 of $87,504,828.  As 5 

shown on Staff/202, Ball/13, the difference of $8,281,172 is allocated at the 6 

GPS allocation factor to arrive at the Oregon Allocated reduction of 7 

$2,340,011. 8 

Q. PLEASE EXPLAIN YOUR PROPERTY TAX EXPENSE ADJUSTMENT. 9 

A. PacifiCorp forecasted the 2010 property tax expense using a method which 10 

estimates, jurisdiction specific, 2010 assessed property values, tax rates, and 11 

amount of property tax capitalized or charged to fuel expense.   12 

Staff disagrees with PacifiCorp’s forecast.  A comparison of 2007 and 2008 13 

PacifiCorp forecasts to actual property tax expense shows that the forecast in 14 

each of these years was significantly greater than the actual property tax 15 

expense.  Specifically, as stated in response to Data Request No. 282, for 16 

2007 and 2008 PacifiCorp forecasted its property tax expense at $85.3 million 17 

and $82.7 million respectively.  Actual property tax expense for 2007 and 2008, 18 

as shown in the results of operations report reports were $69.1 million and 19 

$77.5 million.   20 

  Staff proposes to set the 2010 property tax expense as a function of rate 21 

base, which is the main driver of the regulatory property tax expense.  This 22 
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method was previously approved by the Commission in Order No. 09-020, 1 

pages 23-24. 2 

Q. PLEASE DESCRIBE THE CALCULATION OF THE 2010 PROPERTY TAX 3 

EXPENSE. 4 

A. Staff began with the 2007 and 2008 actual property tax expenses as reported 5 

in PacifiCorp’s results of operations reports.  Because the Leaning Juniper 6 

wind project is exempt from property taxation under a three-year enterprise 7 

zone (for tax periods 07-08, 08-09, and 09-10), Staff increased the 2007 and 8 

2008 actual property tax expense to represent an estimate of what would have 9 

been paid had the property been fully taxed.  Staff then compared the property 10 

tax expense to rate base for 2007 and 2008, as shown in PacifiCorp’s results 11 

of operations reports.  Staff’s calculation resulted in a two year average ratio of 12 

0.8157 percent, which represents the average property tax expense as a 13 

percent of rate base for the past two years (2007 and 2008).   14 

  Staff then applied the factor of 0.8157 percent to PacifiCorp’s estimated 2010 15 

rate base of $10,801,328,048.  This resulted in a forecasted property tax of 16 

$88,104,828, which was also adjusted to reflect the enterprise zone (09-10 tax 17 

exemption) for Leaning Juniper.  It is important to note that, because the 18 

calculation uses a rate base figure that has not been agreed upon by all 19 

parties, this property tax adjustment will need to be revised for any changes to 20 

rate base through this proceeding.  Staff witness Deborah Garcia describes the 21 

property tax adjustment related to individual Staff adjustments. 22 

ISSUE 12, CIC, GRID WEST, AND AFDC EQUITY FLOW-THROUGH 23 
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Q. PLEASE EXPLAIN PACIFICORP’S PROPOSED TREATMENT OF CIC 1 

SEVERANCE COST AMORTIZATION, THE GRID WEST AMORTIZATION, 2 

AND THE FLOW-THROUGH TREATMENT OF AFDC EQUITY. 3 

A. In UE 210, PacifiCorp includes the amortization of CIC severance costs, the 4 

write-off of the amount receivable from Grid West, and proposes to treat AFDC 5 

Equity as a flow-through item. 6 

Q. DO YOU AGREE PACIFICORP’S TREATMENT OF THE CIC SEVERANCE 7 

COST AMORTIZATION? 8 

A. Staff agrees with the adjustment made by PacifiCorp as, in accordance with 9 

OPUC Order No. 07-211, CIC severance costs are to be amortized to expense 10 

through March 2012.  However, Staff proposes that the amortization of 11 

Deferred CIC costs be set up on a separate temporary schedule which will 12 

terminate March 2012, as shown below. 13 

   Reduce Cost-of-Service Amortization  ($2,125,245) 14 

   Separate Schedule Amortization      $2,125,245 15 

Q. DO YOU AGREE PACIFICORP’S TREATMENT OF THE GRID WEST 16 

AMORTIZATION? 17 

A. Staff agrees with the adjustment made by PacifiCorp as it is in accordance with 18 

OPUC Order No. 06-483.  However, Staff proposes that the amortization of 19 

Grid West be set up on a separate temporary schedule which will terminate 20 

December 2013, as shown below. 21 

   Reduce Cost-of-Service Amortization  ($344,703) 22 

   Separate Schedule Amortization      $344,703 23 
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Q. DO YOU AGREE PACIFICORP’S PROPOSED FLOW-THROUGH 1 

TREATMENT OF AFDC EQUITY? 2 

A. Staff supports the flow-through treatment of deferred taxes associated with 3 

AFDC.  Staff’s support is based on the understanding that this treatment is not 4 

intended to have any adverse effects on ratepayers through SB 408 filings.  In 5 

upcoming SB 408 filings, PacifiCorp should be required to specifically identify 6 

the effects of AFDC equity and demonstrate that ratepayers are not affected by 7 

the flow-through treatment. 8 

ISSUE 13, PACIFICORP’S O&M TO TARGET ADJUSTMENT 9 

Q. DOES STAFF RECOGNIZE PACIFICORP’S O&M TO TARGET 10 

ADJUSTMENT MADE ON PAGE 4.20 OF EXHIBIT PPL/702?  11 

A. Yes.  As shown on Exhibit Staff/202, Ball/1-2, Staff reduced its total 12 

adjustments proposed to A&G accounts as well as Transmission O&M 13 

accounts by PacifiCorp’s adjustments.  Staff’s Oregon allocated A&G 14 

adjustments totaling $15.507 million were reduced by $2.089 million to arrive at 15 

a net adjustment of $13.418 million, and Transmission O&M adjustments 16 

totaling $0.796 million were reduced by $0.544 million to arrive at a net 17 

adjustment of $0.252 million.   18 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 19 

A. Yes. 20 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Michael Dougherty.  I am the Program Manager for the Corporate 3 

Analysis and Water Regulation Section of the Public Utility Commission of 4 

Oregon.  My business address is 550 Capitol Street NE Suite 215, Salem, 5 

Oregon 97301-2551.   6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/301. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of this testimony is to describe my adjustments to PacifiCorp’s 11 

Distribution Operations and Maintenance (O&M) expenses and 12 

recommendations concerning the sale of Renewable Energy Certificates 13 

(RECs). 14 

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET? 15 

A. Yes.  I prepared: 16 

Exhibit Staff/302, consisting of 1 page; and 17 

  Exhibit Staff/303, consisting of 37 pages. 18 

Q. PLEASE PROVIDE A SUMMARY OF YOUR ADJUSTMENTS. 19 

A. The following table summarizes my adjustments to PacifiCorp’s Distribution 20 

O&M expenses. 21 
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 Table 1 – Summary of Distribution O&M Adjustments 1 
CWIP Write-offs $1,022,630
Meals and Entertainment $87,432
Total $1,110,063
Total Escalated to 2010 $1,136,704
Total increased for $26,099 $1,162,803

 2 
 Using PacifiCorp’s O&M “Operation” escalation rate of 2.4 percent,1 the 3 

adjustment escalates to a 2010 amount of $1,136,704.  I then took this amount 4 

and subtracted PacifiCorp’s 4.20 Adjustment, Adjust Non-Power Cost O&M to 5 

2010 Target, Distribution, Other Adjustments, Oregon-allocated amount of 6 

minus $26,099 to receive a total adjustment of $1,162,803.  7 

Q. PLEASE EXPLAIN YOUR USE OF THE ESCALATION FACTOR. 8 

A. In Exhibit PPL/702, page 4.8, PacifiCorp calculates the O&M escalation from 9 

June 2008 through December 2010 for accounts 500 to 935 (non-power cost 10 

accounts only) using industry specific escalation indices.  In Exhibit PPL/703, 11 

page 4.8.8, PacifiCorp actually provides two Distribution escalation rates,          12 

2.4 percent for Operations and a negative 1.3 percent for Maintenance.  Since 13 

CWIP write-offs and meals and entertainment are more akin to operations than 14 

maintenance,2 I used the operations escalation of 2.4 percent. 15 

Q. PLEASE EXPLAIN YOUR ADJUSTMENT CONCERNING PACIFICORP’S 16 

4.20 ADJUSTMENT, ADJUST NON-POWER COST O&M TO 2010 17 

TARGET. 18 

                                            
1 Exhibit PPL/703, page 4.8.8.   
2 CFR 18, Pt. 101 states on page 379 under 2. Maintenance “The cost of maintenance chargeable to 
various operating expense and clearing accounts include labor, materials, overheads, and other 
expenses incurred in maintenance work.”  The section lists items that are classified as maintenance. 
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A. In adjustment 4.20, PacifiCorp explains that the Company is not planning to 1 

spend more than the budgeted non-power cost O&M in calendar year 2010.  2 

As a result, the Company removes “Inflation and Labor Escalations” and “Other 3 

Adjustments” costs from different categories of expenses.  For Distribution, the 4 

Company actually adds back $91,901 in “Other Adjustments” ($26,099 5 

Oregon-allocated).  In order to account for  PacifiCorp’s expense adjustment, I 6 

subtracted this amount from my escalated adjustment.  Because PacifiCorp’s 7 

adjustment was a negative $26,099 (Oregon-allocated), my adjustment actually 8 

increases due to subtracting a negative amount. 9 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 10 

A. My testimony is organized as follows:  11 

Issue 1, Construction Work in Progress (CWIP) Write-off Expenses .......... 3 12 
 13 

Issue 2, Meals and Entertainment Expenses.............................................. 7 14 
 15 

Issue 3, Renewable Energy Certificates (RECs) ........................................ 8 16 
 

ISSUE 1, CONSTRUCTION WORK IN PROGRESS (CWIP) WRITE-OFF 17 
EXPENSES 18 

 19 
Q. PLEASE EXPLAIN THESE CONSTRUCTION WORK IN PROGRESS 20 

(CWIP) WRITE-OFF EXPENSES. 21 

A. According to PacifiCorp’s response to Staff Data Request No.  211,3 the 22 

charges are cancelled CWIP projects and reserve adjustments to expenses.  23 

PacifiCorp states (emphasis added): 24 

                                            
3 Included in Exhibit Staff/303. 
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The specific capital projects being written off are included in CWIP 1 
until such time as information is available that construction will 2 
not be completed and an asset not be placed in service.  At that 3 
time, the costs are written off by crediting CWIP and debiting 4 
expense. 5 
 6 

 In its response to Staff Data Request No. 296,4 PacifiCorp provided an 7 

extensive list of projects that were cancelled during the test year.  Although 8 

PacifiCorp does not record the reasons why the capital jobs were cancelled in 9 

its accounting data, I was able to classify the Oregon-labeled entries into four 10 

main categories: Oregon New Revenue, Oregon Mandated, Public 11 

Accommodations, and Other (Replace, Upgrades, Temporary Connects).  The 12 

following table summarizes the entries (also included in Staff Exhibit 303, 13 

Dougherty 6 - 9). 14 

 Table 2 – CWIP Write-offs 15 
Category Amount
Oregon – New Revenue $704,795
Oregon – Mandated $45,693
Oregon - Public Accommodations $120,238
Other (Replace, Upgrade, Temp Connects) $38,321
Total $909,047

 16 
 In its response to Staff Data Request No. 296, PacifiCorp notes that there are 17 

sometimes timing difference between the month cancelled and the month 18 

processed; however, the timing differences are relatively short.  Additionally, 19 

the above total number only references Oregon-labeled entries.  The difference 20 

between my Table 1 amount ($1,022,630) and the Table 2 amount ($909,047) 21 

results from both the timing difference and the system-labeled amounts. 22 

 23 

                                            
4 Included in Exhibit Staff/303. 



Docket 210 Staff/300 
 Dougherty/5 

 

Q. WHY SHOULD THESE EXPENSES NOT BE INCLUDED IN PACIFICORP'S 1 

REVENUE REQUIREMENTS? 2 

A. Although these CWIP projects were written off as expenses, they started as 3 

construction projects that were to be placed in plant.  PacifiCorp affirms this in 4 

its response to Staff Data Request No. 2115 by stating “construction will not be 5 

completed and an asset not be placed in service.”  Because the projects were 6 

not placed in service, the projects were not used for providing utility service to 7 

Oregon customers.  As a result, PacifiCorp should not be allowed to recover 8 

these expenses through customer rates.   9 

Q. IF NOT IN CUSTOMERS RATES, HOW WILL PACIFICORP RECOVER 10 

THESE EXPENSES? 11 

A. As the above table indicates, approximately 78 percent of the Distribution CWIP 12 

write-offs expenses were related to projects labeled “New Revenue”.  13 

PacifiCorp’s Rule 13 discusses Line Extensions and charges and allowances 14 

concerning line extensions.  In addition, PacifiCorp’s Schedule 300, lists 15 

PacifiCorp’s Facilities Charges, Temporary Service Charge, and Contract 16 

Administration Credit.6  As such, one way PacifiCorp could recover these 17 

expenses is to attempt to bill and recover the write-off amounts from the specific 18 

sources of new revenue.  These costs should not be spread to all Oregon 19 

customers.   20 

Concerning the projects listed as Mandated, Public Accommodations, and 21 

Other (Replace, Upgrade, Temporary Connections), PacifiCorp should not be 22 
                                            
5 Included in Exhibit Staff/303. 
6 Rule 13 and Schedule 300 are included in Staff/303. 



Docket 210 Staff/300 
 Dougherty/6 

 

allowed to recover these costs since these construction projects were never 1 

placed into service.  Ballot Measure 9 (ORS 757.355 (1)) precludes recovery of 2 

investments that are used and useful in providing service to customers.  3 

Q. DO YOU HAVE AN ALTERNATE RECOMMENDATION FOR THE 4 

COMMISSION TO CONSIDER? 5 

A. Yes.  As shown in Table 2, projects listed as Oregon – New Revenue total 6 

$704,795.  If the projects were successfully completed, the revenues would 7 

have been spread to all customers.  As such, an alternate recommendation 8 

would be to equally share these Oregon – New Revenue CWIP costs between 9 

customers and shareholders.  A 50 / 50 sharing between shareholders and 10 

customers for these projects would result in customers assuming $352,398 of 11 

these costs.  As a result, my total recommended Distribution O&M adjustments 12 

would be reduced to $810,405.   13 

Because Ballot Measure 9 (ORS 757.355 (1)) precludes recovery of 14 

investments that are used and useful in providing service to customers, I do not 15 

propose a sharing of the other CWIP cost categories. 16 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY ON CWIP WRITE-17 

OFF ADJUSTMENTS? 18 

A. Yes. 19 
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ISSUE 2, MEALS AND ENTERTAINMENT EXPENSES 1 
 2 

Q. PLEASE EXPLAIN YOUR MEALS AND ENTERTAINMENT EXPENSE 3 

ADJUSTMENTS. 4 

A. Staff routinely recommends a 50 / 50 sharing between shareholders and 5 

customers concerning meals and entertainment expenses.  The following table 6 

summarizes the meals and entertainment expenses in PacifiCorp’s Distribution 7 

O&M accounts.  These amounts are also listed in Staff/300, Dougherty/1. 8 

 Table 3 – Meals and Entertainment Expenses 9 
Category Amount
Catering $4,357
Meals & Entertainment $50,716
Off-site Rentals (Employee Appreciation) $7
On-site Meals $17,806
Other Employee Expenses (Emp. Appreciation) $14,547
Total $87,432

 10 
In Commission Order No. 09 – 020 (UE 197), the Commission agreed with 11 

Staff’s recommendation concerning meals and entertainment expenses and 12 

ordered the 50 percent sharing between customers and shareholders.  The 13 

Commission stated on page 21:7 14 

We agree with Staff that the costs for food and gifts are 15 
discretionary and should be shared equally by ratepayers 16 
and shareholders. 17 

 18 
As a result, I recommend a 50 / 50 sharing of meals and entertainment 19 

expenses between customers and shareholders. 20 

 21 

                                            
7 Included in Exhibit Staff/303. 
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Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY CONCERNING 1 

O&M EXPENSES? 2 

A. Yes. 3 

ISSUE 3, RENEWABLE ENERGY CERTIFICATIONS (RECS) 4 
 5 
Q. PLEASE EXPLAIN HOW PACIFICORP PLANS TO HANDLE REVENUE 6 

RECEIVED FROM THE SALE OF RENEWABLE ENERGY 7 

CERTIFICATES? 8 

A. In order to meet Oregon’s Renewable Portfolio Standard (RPS), PacifiCorp is 9 

currently banking Oregon’s share of RECs.  In adjustment 3.5, PacifiCorp 10 

allocates projected REC sales for the twelve months ending December 2010 11 

from Oregon to the Company’s remaining jurisdictions consistent with the       12 

Multi-state Process (MSP) Revised Protocol.  According to PacifiCorp’s 13 

response to Staff Data Request No. 230,8 the adjustment is necessary to avoid 14 

giving states with RPS requirements (Oregon and California) credit for REC 15 

sales for their portion of RECs that are being banked rather than sold.  16 

PacifiCorp has been banking Oregon RECs to meet the RPS requirement.  In 17 

its response to Staff Data Request No. 232,9 the Company estimates that based 18 

on current owned or contracted renewable resources, PacifiCorp estimates that 19 

it may have sufficient RECs allocated to Oregon to meet RPS requirements for 20 

years 2011 through 2016. 21 

                                            
8 Included in Exhibit Staff/303. 
9 Included in Exhibit Staff/303. 
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Q. HOW DID PACIFICORP TREAT THE SALES OF RECS IN ITS PREVIOUS 1 

GENERAL RATE CASE, DOCKET UE 179? 2 

A. The REC revenue generated included in PacifiCorp’s General Rate Case, 3 

Docket UE 170 was $444,001.10  This revenue was recorded in Account 456, 4 

Other electric revenue.  Because rates from UE 170 were effective January 1, 5 

2007, customers received benefits of REC sales for the years 2007, 2008, and 6 

2009. 7 

Q. DO YOU AGREE WITH PACIFICORP’S ADJUSTMENT? 8 

A. Yes.  However, because PacifiCorp estimates that it will have sufficient RECs 9 

allocated to Oregon to meet RPS requirements for years 2011 through 2016, if 10 

the Company is able to and chooses to sell Oregon-allocated RECs, the 11 

Company should place the gain on the sale to the property sales balancing 12 

account for refund to customers with interest accrual from the date of sale using 13 

the Commission approved rate of return until amortization begins.  This 14 

proposed treatment is consistent with Commission Order No. 07-083 (UP 15 

236),11 which established the sale of RECs as a property sale with gains on 16 

sale being placed in a property sales balancing account for return to customers.  17 

Additionally, PacifiCorp should report in its semi-annual Property Sales 18 

Balancing Account report any REC sales that occurred during the reporting 19 

period. 20 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 21 

A. Yes. 22 
                                            
10 Response to Staff Data Request No. 99.  Included in Exhibit Staff/303. 
11 Included in Exhibit Staff/303. 
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EMPLOYER:  PUBLIC UTILITY COMMISSION OF OREGON 
 
TITLE: PROGRAM MANAGER, CORPORATE ANALYSIS AND 
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EDUCATION: Master of Science, Transportation Management, Naval 

Postgraduate School, Monterey CA (1987) 
 
 Bachelor of Science, Biology and Physical Anthropology, 

City College of New York (1980) 
 
EXPERIENCE: Employed with the Oregon Public Utility Commission from 

June 2002 to present, currently serving as the Program 
Manager, Corporate Analysis and Water Regulation.  Also 
serve as Lead Auditor for the Commission’s Audit Program.   

 
Performed a five-month job rotation as Deputy Director, 
Department of Geology and Mineral Industries, March 
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 Employed by the Oregon Employment Department as 

Manager - Budget, Communications, and Public Affairs from 
September 2000 to June 2002. 

 
 Employed by Sony Disc Manufacturing, Springfield, Oregon, 

as Manager - Manufacturing, Manager - Quality Assurance, 
and Supervisor - Mastering and Manufacturing from April 
1995 to September 2000. 

 
 Retired as a Lieutenant Commander, United States Navy.  

Qualified naval engineer. 
 
 Member, National Association of Regulatory Commissioners 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS. 1 

A. My name is Ed Durrenberger.  I am a Senior Analyst in the Electric and Natural 2 

Gas Division of the Public Utility Commission of Oregon.  My business address 3 

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.  4 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 5 

EXPERIENCE. 6 

A. My Witness Qualification Statement is found in Exhibit Staff/401. 7 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 8 

A. My testimony has two purposes.  The first is to identify and explain several 9 

adjustments to the rate base proposed by Pacific Power (PacifiCorp or 10 

company) in its general rate case filing.  The second is to review the prudence 11 

of PacifiCorp’s decisions to acquire the Lake Side and Chehalis generating 12 

plants.  13 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 14 

A. Yes. I prepared Exhibit Staff/402, consisting of 5 pages. 15 

 16 

Rate Base Adjustments 17 

Q. PLEASE SUMMARIZE YOUR RATE BASE ADJUSTMENTS. 18 

A. I propose the following reductions to PacifiCorp’s proposed rate base: 19 

1. Transmission Plant Additions: 20 

 a. Three Mile Knoll Sub -$6.7 million 21 

 b. Chappel Creek/Cimarex Energy -$4.2 million 22 

 c. Glenrock Wind Interconnection -$3 million 23 
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 d. Eurus 7 Mile Hills Interconnection -$1.5 million  1 

 e. McClellan–Emigration Tap -$2 million 2 

2. Other Wind Plant Additions: 3 

 a. High Plains -$1.5 million 4 

 b. Seven Mile Hill II -$0.2 million 5 

 c. Glenrock III -$0.3 million 6 

Q. PLEASE DESCRIBE YOUR ADJUSTMENT TO THE COST OF THE THREE 7 

MILE KNOLL SUBSTATION.  8 

A. I propose that the capital costs allowed to be included in rate base for this 9 

project be reduced from $56 million to $32 million, resulting in an Oregon 10 

allocated reduction to rate base of $6.7 million.  The Three Mile Knoll 11 

Substation represents the single most expensive non-plant addition to rate 12 

base in the entire filing.  The company provided details of this project, including 13 

plans of the facility, in its response to Staff Data Requests 273 (See Exhibit 14 

Staff/402 Durrenberger/1-2).  The information provided suggests that 15 

PacifiCorp has included costs identified as part of a possible future expansion 16 

of the substation.  The Three Mile Knoll substation plans describe a 17 

transmission level substation with a single 230-138 kV transformer and other 18 

switching gear as described in the write-up that accompanies Section 8 of PPL 19 

Exhibit 702.  The company’s rate base request seems to include the cost for 20 

the fully built-out configuration, because they describe facilities such as a 21 

second 230-138 KV transformer, which plainly are identified as part of a 22 

possible future expansion.  Despite the further information provided in 23 
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response to Staff Data Request No. 332, (See Exhibit Staff/ 402 1 

Durrenberger/3-4), questions remain about what exactly is included in the 2 

substation budget.  As a check on the reasonableness of the substation costs, I 3 

asked the Bonneville Power Administration (BPA) for a cost range for similar 4 

transmission voltage substations.  The BPA indicated that budgetary numbers 5 

used for similarly situated substations would range from $17 to $25 million.   6 

Q. PLEASE DESCRIBE YOUR ADJUSTMENT TO THE COST OF THE 7 

CHAPPEL CREEK/ CIMAREX ENERGY LINE EXTENTION. 8 

A. I propose that the capital cost PacifiCorp included in rate base for this project 9 

be reduced by $4.2 million, on an Oregon allocated basis.  PacifiCorp provided 10 

a description of the various upgrades in response to Staff Data Request No. 11 

333 (See Staff Exhibit/ 402 Durrenberger/5).  The company appears to be 12 

upgrading a section of its current 69 kV distribution system to a 230 kV 13 

transmission level voltage and extending the line to the new customer’s facility.  14 

Normally, a new customer would receive a line extension allowance and be 15 

responsible for all additional costs for a new service connection.  Furthermore, 16 

general distribution system improvements in Wyoming would typically be paid 17 

for by Wyoming customers and is consistent with the Revised Protocol in that 18 

distribution costs are allocated state situs.  My adjustment attributes all the 19 

costs associated with the high voltage 230 kV lines and equipment to Cimarex 20 

Energy, applies the line extension allowance, and treats the other expansion 21 

costs as the company suggests.  This methodology results in an Oregon 22 
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allocated adjustment to rate base of $4.2 million from the company’s initial 1 

request. 2 

Q. PLEASE DESCRIBE YOUR ADJUSTMENTS TO THE COSTS OF THE 3 

GLENROCK WIND INTERCONNECTION AND THE SEVEN MILE HILLS 4 

INTERCONNECTION. 5 

A. I propose that the $3 million capital cost associated with the Glenrock Wind 6 

interconnection and the $1.5 million capital cost associated with the Eurus 7 7 

Mile Hills interconnection not be included in PacifiCorp’s rate base.  The plant 8 

additions to rate base for these two facilities already include expenses for the 9 

interconnections and PacifiCorp’s proposal would double count the expenses. 10 

Q. PLEASE DESCRIBE YOUR ADJUSTMENTS TO THE COSTS OF THE 11 

MCCLELLAND-EMIGRATION TAP UPGRADE. 12 

A. I propose that the costs of the McClelland- Emigration Tap be allocated solely 13 

to Utah customers.  This reliability upgrade serves a narrow subset of Utah 14 

customers and does not benefit Oregon customers in any way.  I propose a $2 15 

million reduction to PacifiCorp’s proposed rate base, on an Oregon allocated 16 

basis.  I view these costs are more akin to distribution costs and not 17 

transmission costs given the need and use of the line. 18 

Q. PLEASE DESCRIBE YOUR THREE ADJUSTMENTS ASSOCIATED WITH 19 

THE “OTHER WIND PLANT ADDITIONS”.  20 

A. The final three adjustments to wind plant capital costs are intended to remove 21 

costs not considered to be capital costs from “Other Wind Plan Additions to 22 

rate base”.  The costs are for “Capital Surcharge” and “Contingencies” which 23 
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were included in the overall wind plant costs are not appropriate additions to 1 

rate base.  This adjustment reduces Oregon allocated rate base buy $2 million. 2 

 3 

Lake Side 4 

Q. PLEASE DESCRIBE THE LAKE SIDE POWER PLANT THAT PACIFICORP 5 

INTENDS TO ADD TO RATE BASE. 6 

A. The Lake Side Power Plant (Lake Side), is located in Vineyard, Utah, a short 7 

distance south of Salt Lake City, near Orin Utah and east of Utah Lake.  The 8 

facility is a natural gas fueled combined cycle combustion turbine (CCCT)  9 

power plant comprised of two Siemens Westinghouse 501F gas turbine 10 

generators, two heat recovery steam generators a single steam turbine and the 11 

associated equipment and facilities.  The plant capacity is approximately 548 12 

megawatts (MW).  The plant operates as a baseload resource, but has the 13 

flexibility to operate as a peaking facility if required.  The Project was 14 

developed by Summit Energy on the site of an old steel mill.  The facilities were 15 

supplied and built by Siemens Westinghouse and PacifiCorp took over control 16 

and began operation of this plant in September 2007.   17 

Q,  IF THE PLANT HAS BEEN IN OPERATION SINCE 2007 WHY IS 18 

PACIFICORP JUST NOW REQUESTING THAT IT BE ADDED TO THE 19 

RATE BASE? 20 

A. The plant was not yet in operation at the time of PacifiCorp’s last general rate 21 

case, UE 179, which occurred in 2006.  Even though the test year in that case 22 

was 2007, parties agreed that Lake Side capital costs did not belong in the rate 23 
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base for that rate case.  However as part of a stipulation in that case, the 1 

dispatch benefits from operating the plant have been included in PacifiCorp’s 2 

net variable power costs and in rates since the plant began operation in 2007.  3 

PacifiCorp’s testimony at PPL/400 Tallman/8-9 discusses the treatment of Lake 4 

Side costs in rates so far.  The company contends that Oregon customers have 5 

already received significant benefits associated with the plant without the 6 

matching fixed costs. 7 

Q.  CAN YOU DESCRIBE THE PROCESS THAT WAS USED TO FIRST 8 

DETERMINE THE NEED FOR A NEW RESOURCE 9 

A. PacifiCorp uses an integrated resource planning (IRP) process to evaluate the 10 

load growth and resource need in its service areas.  In the case of Lake Side, 11 

the 2003 IRP, Docket No. LC 31, identified a need for supply side resources in 12 

the east-side of the PacifiCorp service territory for 2007.  The resource need 13 

was in response to a forecast that expected rapid growth in the number of new 14 

customers coming on the PacifiCorp system and expanding industrial load 15 

growth primarily in Utah’s Wasatch Front area.  The 2003 IRP identified, 16 

among other things, the need for a 570 MW baseload resource on the east-17 

side of the system beginning in 2007.  The Commission acknowledged the 18 

2003 IRP and the action item to acquire an east-side resource in Order  19 

No. 03-508.   For the purposes of my evaluation of the prudence of 20 

PacifiCorp’s decision to acquire the Lake Side resource, I have concluded that 21 

the 2003 IRP adequately establishes the need for the resource.   22 
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Q.  PLEASE DESCRIBE THE PROCESS THAT WAS USED BY PACIFICORP 1 

TO SELECT THE LAKE SIDE PROJECT.  2 

A. PacifiCorp selected the Lake Side CCCT as the winning bid from its 2003-A 3 

request for proposals (2003-A RFP).  The 2003-A RFP solicited bids for east-4 

side baseload resources.    5 

Q. DID PACIFICORP FOLLOW THE COMMISSION APPROVED BIDDING 6 

PROCESSES IN CHOOSING THE LAKE SIDE PLANT?  7 

A. Yes.  The 2003-A RFP was filed with the Commission.  In Order No 03-356, 8 

the Commission found the request to be consistent with the 2003 IRP and 9 

compliant with its competitive bidding guidelines.  In the order the Commission 10 

conditions its approval by requiring that PacifiCorp use an independent 11 

evaluator (IE) to audit the bid evaluation process.  PacifiCorp secured the 12 

services of Navigant Consulting (Navigant) as the independent evaluator.  13 

Navigant made sure PacifiCorp’s evaluation of the bids was reasonable, fair 14 

and unbiased.  The outcome of the 2003-A RFP was the Lake Side CCCT 15 

resource and the decision was reviewed and endorsed by the Oregon IE.  I 16 

conclude that PacifiCorp followed Commission requirements in selecting a 17 

preferred resource for meeting the need for an east-side baseload resource. 18 

Q. WHAT DID THE PLANT COST?  19 

A. The total capital cost for Lake Side is reported to be $1,477,780 in 2009.  Prior 20 

to the base year, in 2007, $338,432,481 was added to the recorded rate base 21 

as the capital costs for Lake Side.  The total amount that PacifiCorp wishes to 22 

include in rate base for Lake Side is $339.9 million; on an Oregon allocated 23 
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basis the Lake Side plant represents an increase to regulated rate base of $91 1 

million. 2 

Q. WHAT DO YOU CONCLUDE ABOUT THE PRUDENCE OF PACIFICORP’S 3 

DECISION TO ACQUIRE THE LAKE SIDE PLANT? 4 

A. I conclude that PacifiCorp’s decision to acquire the Lake Side CCCT was 5 

prudent.  My analysis has shown that Lake Side was acquired in response to a 6 

baseload resource need identified in the 2003 IRP.  The 2003 IRP action plan 7 

was acknowledged by the Commission in Order No, 03-508.  My analysis has 8 

also shown that Lake Side was the winning bid in the 2003-A RFP.  This 9 

competitive bidding process was guided by Commission Order No. 03-356 and 10 

overseen by an impartial IE.   Therefore, I conclude that the need for a plant 11 

was real, the bid process that selected Lake Side was reasonable, fair and 12 

unbiased, and that the plant costs, resulting from the competitive bidding 13 

process, represented a fair market value at the time the contract was signed.  14 

 15 

Chehalis 16 

Q. PLEASE DESCRIBE THE CHEHALIS POWER PLANT THAT PACIFICORP 17 

INTENDS TO ADD TO RATE BASE. 18 

A. The Chehalis Power Generating Plant (Chehalis or Plant) is a 520 MW natural 19 

gas fueled electric generation plant that consists of two GE 7FA dry, low NOx 20 

combustion turbine generators; two heat recovery steam generators that 21 

supply a single steam turbine generator.  The plant is located near the town of 22 

Chehalis Washington, 80 miles north of Portland, Oregon. It was built 23 
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approximately six year ago and has been in service since that time.  The power 1 

plant is interconnected to the Bonneville Power Administration transmission 2 

system. 3 

Q.  PLEASE DESCRIBE THE PROCESS THAT WAS USED BY PACIFICORP 4 

TO ACQUIRE THE CHEHALIS POWER PLANT. 5 

A. PacifiCorp has indicated that it had been aware of this plant as a possible 6 

acquisition since late 2006.  In early 2008, the plant owner informed the 7 

company that other parties were also looking at the plant.   At this point 8 

PacifiCorp took steps to enter into a fact-finding investigation and a non-9 

binding negotiation with the owner.  These negotiations ultimately lead to the 10 

purchase and sale agreement (PSA) executed in September of 2008.   11 

Q.  DID PACIFICORP SEEK A WAIVER OF THE COMMISSION’S 12 

COMPETITIVE BIDDING GUIDELINES BEFORE ACQUING THE CHEHALIS 13 

PLANT? 14 

  A. Yes.  Concurrent with entering into negotiations with the plant owner, 15 

PacifiCorp filed a petition, docketed as UM 1374, requesting a waiver of the 16 

Commission’s competitive bidding guidelines.   The Commission’s guidelines, 17 

prescribed in Order No. 06-446, provide that an exemption can be granted from 18 

the guidelines to allow a utility to take advantage of a time-limited resource 19 

opportunity that presents unique value to customers.  PacifiCorp contended 20 

that the Chehalis Plant represented such an opportunity.  The company 21 

indicated that the RFP process would take longer to complete than the time 22 
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limited deadline contained in the purchase and sale agreement and that 1 

customers would therefore lose the benefits of the acquisition. 2 

Q. DID THE COMMISSION GRANT PACIFICORP’S WAIVER REQUEST? 3 

A. Yes.  The Commission directed the company to allow the IE to evaluate the 4 

Chehalis opportunity. Staff performed its own review of the resource 5 

opportunity.  Both recommended the approval of the waiver petition and the 6 

Commission concurred in Order No. 08-376.   7 

Q. DID THE ORDER GIVE PACIFICORP PRE-APPROVAL TO BUY THE 8 

PLANT? 9 

A. No.  All Order No. 08-379 allowed for was a waiver of competitive bidding 10 

guidelines.  The decision to buy resources rests with the utility and the utility 11 

also bears the burden of proving, when it seeks to include the resource in 12 

rates, that the acquisition was prudent.  13 

Q. WHAT ARGUMENT DOES PACIFICORP OFFER MAKE TO INDICATE 14 

THAT ITS DECISION TO PURCHASE THE CHEHALIS PLANT WAS 15 

PRUDENT? 16 

A. The company argues that: 17 

1. The plant supplies the 2012 energy and capacity needs identified in the 18 

2007 IRP Update. 19 

2. The plant was purchased at a price point that was significantly lower than 20 

the current installation costs of a new plant, as well as the expected 21 

installation costs of a similar resource in 2012. 22 
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3. The purchase of the facility now at the negotiated price in the PSA rather 1 

than waiting to acquire a resource in 2012, as indicated in the 2007 IRP, 2 

reduces the present value of the resource portfolio by $142 million over 3 

the twenty year planning horizon. 4 

4. The acquisition of an existing resource reduces or eliminates certain 5 

risks associated with permitting and constructing a new plant, such as 6 

price escalation, construction delay costs, and unforeseen problems in 7 

securing permits, fuel delivery agreement and transmission rights. 8 

Q. PLEASE ELABORATE ON THE NEED IDENTIFIED IN THE 2007 IRP. 9 

A. The 2007 IRP and the subsequent 2007 IRP Update modeled load-resource 10 

balances for the next twenty years.  The models took in to account the 11 

company’s expectations for load growth and resource availability, including the 12 

expiration of a significant amount of long term power purchase agreements at 13 

the end of 2011 and the beginning of 2012.  By 2012, the deficit in peak 14 

capacity was expected to be 2,400 MW system-wide.  Subsequently in 2008, 15 

as part of the 2007 IRP Update, the capacity deficit was determined to be 16 

about 1,900 MW on a system-wide basis (See Exhibit PPL/604), with a 575 17 

MW deficit in PacifiCorp’s western control area (See Exhibit PPL/603, Table 9) 18 

where the Chehalis plant is located.    19 

Q. DOES THE CHEHALIS PLANT SATISFY THE NEED IDENTIFIED IN THE 20 

2007 IRP? 21 

A. Yes.  Although the Chehalis Plant does not satisfy the entire system deficit in 22 

2012, the company contends that the plant provides increasing benefits as 23 
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loads grow and existing contracts expire.  The plant also provides operational 1 

flexibility needed to integrate wind resources as they are added to meet 2 

renewable portfolio requirements.  Even though the load-resource balance 3 

does not show a need for the plant right away, PacifiCorp shows that it was 4 

available for purchase on a time limited basis at sufficiently favorable terms 5 

that provided compelling economic benefits to customers. The economic 6 

analysis provided as part of the company testimony (See Exhibit PPL/601 and 7 

Confidential Exhibit PPL/602), as well as the evaluation performed in UM 1374 8 

by the IE, both indicate that customers are better off with the Chehalis 9 

acquisition, than they would be waiting to acquire a similar resource in 2012.  10 

Q. WHAT DO YOU CONCLUDE ABOUT THE PRUDENCE OF PACIFICORP’S 11 

DECISION TO ACQUIRE THE CHEHALIS PLANT? 12 

A. I conclude that PacifiCorp’s decision to acquire the Chehalis plant was prudent.  13 

I agree with the findings of the IE that the Chehalis acquisition was a time 14 

limited resource opportunity that presented a unique value to customers.  15 

PacifiCorp has demonstrated through its IRP planning process that there is a 16 

need for resources on the west-side of its system.  PacifiCorp provided 17 

evidence in confidential Exhibit PPL/501 that it was able to enter into a PSA at 18 

terms favorable to the company relative to new plant costs.  Although I did not 19 

personally review any of the 2012 RFP proposals, the bid prices, in capital cost 20 

per kW are consistent with my independent research regarding the cost of new 21 

plants.  I conclude that the Chehalis plant was bought for a very good price and 22 

that on the basis of what was known at the time about expected loads, the 23 
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state of the technology, and market prices, the acquisition of the Chehalis Plant 1 

was prudent and it will provide benefits to Oregon customers both now and in 2 

the future.  3 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 4 

A. Yes. 5 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Lisa Gorsuch. I am employed by the Public Utility Commission of 3 

Oregon (OPUC) as a Utility Analyst in the Electric and Natural Gas Division.  4 

My business address is 550 Capitol Street NE Suite 215, Salem, Oregon 5 

97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/501. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A.  I am responsible for reviewing certain labor related expenses in PacifiCorp 11 

Corporation’s (PacifiCorp) rate case. Based upon my review, I propose an 12 

adjustment to test period expenses and rate base related to PacifiCorp’s 13 

employee incentives (S-9).   14 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 15 

A. Yes. In addition to my Witness Qualification Statement provided in Staff/501, I 16 

prepared Exhibit Staff/502, which provides documents and calculations 17 

supporting my proposed adjustment. Exhibit Staff/502 consists of ten pages.  18 

Q. PLEASE SUMMARIZE YOUR PROPOSED ADJUSTMENT FOR ISSUE  19 

 S-9. 20 

A. I propose to reduce PacifiCorp’s Operation and Maintenance Expense (O&M) 21 

by $3.552 million and its rate base by $1.419 million based on this 22 

Commission’s traditional sharing of employee incentive costs between 23 
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customers and shareholders. A summary of my proposed incentive adjustment 1 

is provided in Exhibit Staff/502, Gorsuch/1-2. 2 

Q.   WHAT INCENTIVE PLAN EXPENSES DID PACIFICORP INCLUDE IN  3 
 UE 210? 4 
 
 A.   PacifiCorp’s rate case includes approximately $33 million in incentive-related 5 

expenses on a systemwide basis ($9.7 million Oregon-allocated).  6 

Q.   DID PACIFICORP MAKE ANY ADJUSTMENTS TO PROJECTED TEST 7 

PERIOD INCENTIVE EXPENSES TO REFLECT THE COMMISSION’S 8 

POLICY ON ALLOWANCE OF INCENTIVE EXPENSES IN RATES?      9 

A.   No. PacifiCorp did not include any adjustments to reflect the Commission’s 10 

historical policies on sharing of incentive expenses between shareholders and 11 

customers. PacifiCorp states that it is seeking to include the full costs of the 12 

Annual Incentive Plan in rates. See PPL/800, Wilson/8. 13 

Q.   WHAT ARE THE COMMISSION’S HISTORICAL RATEMAKING POLICIES 14 

ON INCENTIVE EXPENSES? 15 

A.    The Commission’s policies are to disallow 100 percent of officers’ bonuses 16 

and incentives because typically they are based solely on increased earnings 17 

and the financial performance of the utility, which benefit shareholders; disallow 18 

75 percent of performance-based incentives because they are generally 19 

focused on increased earnings and, therefore, are more beneficial to 20 

shareholders; and disallow 50 percent of merit-based bonuses because they 21 

equally benefit shareholders and ratepayers. See generally, UG 132, Order  22 

No. 99-697(relevant pages), provided in Exhibit Staff/502, Gorsuch/3-4. 23 
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Q.   IS YOUR PROPOSED ADJUSTMENT BASED ON THE COMMISSION’S 1 

POLICIES ON ALLOWANCE OF INCENTIVE EXPENSES? 2 

A.   Yes. My adjustment proposes to disallow 100 percent of UE 210 expenses 3 

related to officers’ incentives and 50 percent of non-officers’ merit-based 4 

incentives, consistent with the Commission’s general policies on incentives. My 5 

adjustment also takes into consideration the ratemaking recommendations of 6 

PacifiCorp’s incentive programs in Staff Audit Report of PacifiCorp, Audit 7 

Number 2008-002 dated March 11, 2009 at 18-20. (Staff Audit Report). The 8 

Staff Audit Report summarizes PacifiCorp’s incentive plans following the 9 

acquisition of PacifiCorp by MidAmerican Energy Holdings Company (MEHC).1 10 

According to the Company, PacifiCorp does not have a long term incentive 11 

plan. While MEHC does have a long term incentive plan, PacifiCorp states that 12 

it will not seek recovery of these costs from Oregon customers. The Staff Audit 13 

Report pages are included in Exhibit Staff/502, Gorsuch/5-7.  14 

Q.   WHAT ARE YOUR CONCLUSIONS AFTER REVIEWING PACIFICORP’S 15 

RESPONSES TO STAFF’S DATA REQUESTS FOR DETAILS OF 16 

PACIFICORP’S CURRENT INCENTIVE PLANS UNDER MEHC VERSUS 17 

THE INCENTIVE PLANS PRIOR TO THE ACQUISITION IN 2006?  18 

A.    PacifiCorp’s response to Staff’s Data Request 324 supports PacifiCorp’s 19 

statements regarding the structure of the test period incentive plans providing 20 

benefits to customers. However, the incentive plans equally benefit 21 

shareholders. For this reason, it is appropriate to disallow 50 percent of  22 
                                            
1 Pursuant to OAR 860-014-0050(1) (e), Staff requests that the Commission take official notice of the 
Staff Audit Report. 
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merit-based bonuses consistent with the Commission’s historical policies 1 

related to incentive expenses in rates. I recommend the Commission adopt 2 

Staff’s proposed reductions to test period incentive expense of $3.552 million 3 

and to rate base of $1.419 million. See Exhibit Staff/502, Gorsuch/8-12. 4 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 5 

A. Yes. 6 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Ming Peng.  My business address is 550 Capitol Street NE Suite 3 

215, Salem, Oregon 97301-2551.  4 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 5 

EXPERIENCE. 6 

A. My Witness Qualification Statement is found in Exhibit Staff/601. 7 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 8 

A. I recommend adjustments to test year 2010 depreciation expenses and 9 

reserves, and amortization expense and reserves from those submitted in 10 

PacifiCorp’s (Company, PPL) UE 210 filing. I review the depreciation and 11 

amortization filing submitted by Company witness R. Bryce Dalley in Exhibit 12 

PPL/700. 13 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 14 

A. Yes. My Witness Qualification Statement is in Exhibit Staff/601. 15 

Q. WHAT IS A SUMMARY OVERVIEW OF YOUR TESTIMONY? 16 

A. In general, PacifiCorp has been appropriately using the depreciation rates 17 

adopted by the Commission docket UM 1329, effective January 1, 2008.  My 18 

adjustments in this case relate to corresponding changes in depreciation 19 

expense resulting from I recommended changes to plant.  20 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 21 

A. My testimony is organized as follows: 22 

1. Adjustment identification............................................................................... 2 23 
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2. Calculation of the impacts of each adjustment ............................................ 4 1 
 

   ADJUSTMENT IDENTIFICATION 

Q.  PLEASE DESCRIBE THE PROCESS YOU USED IN PREPARING THIS 2 

TESTIMONY. 3 

A. I requested the Company provide me with data used to calculate the composite 4 

depreciation and amortization rates used in the Company’s filing. I prepared 5 

data requests and reviewed the Company’s responses. I also attended two 6 

Company-sponsored workshops to acquire a better understanding of materials 7 

submitted with the filing.  8 

Q. WHAT FACTORS AFFECT CALCULATIONS OF DEPRECIATION EXPENSE 9 

AND RESERVES, AND AMORTIZATION EXPENSE AND RESERVES? 10 

A. Relevant factors include depreciation and amortization rates; accumulated 11 

depreciation and amortization balances; the dates and amounts of capital 12 

additions, retirements, and transfers; and Oregon allocation factors. 13 

Q. WHAT TEST PERIOD DID THE COMPANY USE TO DETERMINE THE 14 

REVENUE REQUIREMENT IN THIS CASE? 15 

A. The forecast test period used by the Company in this proceeding is the twelve 16 

month period ending December 31, 2010. 17 

Q. PLEASE SUMMARIZE THE PROCESS USED TO ADJUST DEPRECIATION 18 

EXPENSE AND RESERVES, AND AMORTIZATION EXPENSE AND 19 

RESERVES.  20 
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A. The depreciation and amortization expenses for the 2010 test period are 1 

calculated by applying functional composite depreciation and amortization 2 

rates to projected plant balances. My analysis included the steps described 3 

below. 4 

1. I reviewed the composite depreciation and amortization rates for each 5 

FERC account. Rates generated and used in my analysis complied with 6 

those approved by the Commission in Docket UM 1329, effective January 1, 7 

2008.  8 

2. I reviewed accumulated depreciation and amortization balances, including 9 

the balances as of the end of relevant periods beginning December 31, 10 

2006 (the ending date from Docket UM 1329) through June 30, 2008 11 

(July 1, 2008 is the beginning date of the base period in this proceeding). 12 

3. I requested and reviewed Company-provided data associated with the dates 13 

and amounts of capital additions, retirements, and transfers. 14 

4. I calculated the expenses of and reserves for both depreciation and 15 

amortization based on Staff adjustments to capital additions and to the 16 

Company’s Oregon allocation factors. These adjustments were provided by 17 

Staff sponsoring testimony in Exhibits Staff/100 (Garcia) and Staff/1000 18 

(Clark), respectively. As I used the Oregon allocation factors from the 19 

Company’s filing for purposes of this testimony, my adjustments may be 20 

revised should Staff propose a change to one or more of the Company’s 21 

allocation factors. Calculations supporting my adjustments are found in my 22 

workpapers. 23 
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IMPACTS OF ADJUSTMENTS 1 

Q. WHAT ADJUSTMENTS TO EXPENSES OF AND RESERVES FOR 2 

DEPRECIATION AND AMORTIZATION DO YOU RECOMMEND? 3 

A. My recommended adjustments are set forth below in Table 1. A description of 4 

the adjustment follows Table 1. 5 

Table 1 6 

Adjustments related to Depreciation and Amortization  7 

based on projected Plant as of 12/31/2010, Dollars in (000's) 8 

 9 

Description/ Account 
No.  

PPL/702 Tab 
6 Line# PPL Oregon Staff Proposed 

Staff 
Adjustment1

          
Expense         

Depreciation Expense 22 26,581 23,804 ($2,777)
Amortization Expense 23 494 -123 ($617)

Reserve        
Depreciation Reserve 51 -183,568 -181,057 $2,511 
Amortization Reserve 52 -21,759 -21,288 $471 

 10 

Depreciation Expense Adjustment -$2.8 million 11 

I reduced the Company's depreciation expense by $2.8million based on Staff 12 

Plant Addition adjustments. My adjustment represents the Oregon allocated 13 

portion. Calculations are based on monthly balances.  14 

                                            
1 Staff’s adjustments to Amortization Expense were based the Company’s response to Staff Data 
Request #173-2, which listed 70 items of intangible plant, not on the 28 items in the Company’s "Lead 
Sheet 6.1.1." 
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Amortization Expense Adjustment -$617,000 1 

I reduced the Company's amortization expense by $617,000 based on Staff 2 

adjustments to Intangible Plant. My adjustment represents the Oregon  3 

allocated portion.  Calculations are based on monthly balances.  4 

 5 

Depreciation Reserve Adjustment $2.5 million 6 

I reduced the Company’s depreciation reserve, or accumulated depreciation, 7 

based on Staff Plant adjustments. Calculations are based on monthly 8 

balances. 9 

  10 

Amortization Reserve Adjustment       $471,000  11 

I reduced the Company’s amortization reserve, or accumulated amortization, 12 

based on Staff adjustments to Intangible Plant. Calculations are based on 13 

monthly balances.  14 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 15 

A. Yes. 16 
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WITNESS QUALIFICATION STATEMENT 

 

NAME:  MING PENG (Ms.) 

EMPLOYER: PUBLIC UTILITY COMMISSION OF OREGON 

TITLE:  SENIOR ECONOMIST 

ADDRESS: 550 CAPITOL ST. N.E. SUITE 215, SALEM, OR 97301-2551 

EDUCATION & TRAINING: 
 

Certified Rate of Return Analyst (CRRA)   
Society of Utility and Regulatory Financial Analysts  2002 
 
NARUC Annual Regulatory Studies Program 
Michigan State University, East Lansing   1999 
 
Master of Science, Agricultural Economics 
University of Idaho, Moscow      1990 
 

  Bachelor of Science, Statistics  
People’s University of China, Beijing    1983 

 
EXPERIENCE: 

 
SENIOR ECONOMIST     1999 - present 
Public Utility Commission of Oregon.  Working in areas including 
Industrial Property Retirement and Depreciation Rates, Cost of Capital 
Analysis, Fixed Income Security Analysis, Financial Risk Analysis on 
Merger & Acquisition, Electricity Load and Price Forecasting, Weather 
Normalization, Public Utility Auditing, Market Competition Survey Analysis 
for Telecom Industry, Sampling Design for Revenue Issues. 
 

  INDUSTRY ANALYST     1996-1998 
Weyerhaeuser Company.  Forecasted product demand, price trends, and 
price elasticity.  Established the process (specific methods and 
techniques) for market, investment, and economic analyses.  Selected 
the analytical techniques most appropriate for any given problem.   

 
  ECONOMIST (Natural Resources)    1992-1996 

Idaho Department of Water Resources.  Conducted economic research.  
Developed analysis in evaluating policy and planning alternatives; 
determined the financial and economic feasibility of proposed natural 
resource projects using economic modeling and investment analysis. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Paul Rossow.  I am a Utility Analyst employed by the Public Utility 3 

Commission of Oregon.  My business address is 550 Capitol Street NE Suite 4 

215, Salem, Oregon 97301-2551. 5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/701, Rossow/1. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to explain, on an Oregon basis, Staff’s 10 

recommended Uncollectible Expense adjustment to PacifiCorp’s rate case 11 

filing in Docket UE 210. 12 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 13 

A. Yes, I prepared Exhibit Staff/701, consisting of 1 page. 14 

Q. PLEASE SUMMARIZE YOUR ADJUSTMENT. 15 

A. My adjustment focuses on PacifiCorp's Uncollectible Expense.  I propose an 16 

adjustment that reduces PacifiCorp's Uncollectible Expense by $963,000 17 

(Issue S-2).  In addition, I am recommending that the uncollectible rate used in 18 

determining revenue sensitive costs be reduced from 0.531 percent, as 19 

proposed by PacifiCorp, to 0.430 percent (Issue S-2.1). 20 

Q. DID PACIFICORP MAKE ANY UNCOLLECTIBLE ACCOUNTS EXPENSE 21 

ADJUSTMENT TO FERC ACCOUNT 904? 22 
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A. No.  The requested price change in this proceeding reflects a percentage of 1 

uncollectible expense in the gross-up factor as shown on page 1.3 of Exhibit 2 

PPL/702 at the rate of 0.531 percent.  This percentage is calculated using the 3 

percentage of uncollectible expenses in the test period divided by the test year 4 

General Business Revenues.  5 

Q. DOES STAFF AGREE WITH PACIFICORP THAT ITS OREGON SITUS 6 

EXPENSE AMOUNT OF $5,042,637 IS A REASONABLE AMOUNT TO 7 

USE FOR ITS ONGOING LEVEL OF UNCOLLECTIBLE ACCOUNTS 8 

EXPENSE? 9 

A. No. 10 

Q. PLEASE EXPLAIN. 11 

A. The $5,042,637 is the amount PacifiCorp expensed on its books during the test 12 

year.  However, that is only a factor in determining an appropriate rate case 13 

expense.  In addition to the $5,042,637 PacifiCorp projects as book expense 14 

for December 2010 Pro Forma results, reinstatements and cash recoveries 15 

should be removed to have a proper level of uncollectible accounts expense for 16 

rate making purposes.  PacifiCorp should not be allowed double recovery; 17 

once from customer reimbursements and once from rate payers in the 18 

uncollectible rate. 19 

 Q. WHAT WOULD BE A REASONABLE LEVEL OF UNCOLLECTIBLE 20 

ACCOUNTS EXPENSE FOR PACIFICORP? 21 

A. The most reasonable method of determining uncollectible expense for rate 22 

making purposes is to first take the gross charge-offs less the reinstatements 23 
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and cash recoveries, which will give the net write-offs for the year.  The net 1 

write-offs should then be divided by the general business revenues, which will 2 

provide the proper rate that should be used for calculating uncollectible 3 

accounts expense for both the ongoing level and pro forma. 4 

     I used PacifiCorp’s actual net write-off amounts of $3,568,696 in 2006, 5 

$3,641,030 in 2007, and $4,649,323 in 2008 to come up with a three year 6 

average level of net write-offs of $3,953,016.  The three year average of net 7 

write-offs is then escalated by using PacifiCorp’s Global Insight Customer 8 

Accounts factor to arrive at an escalated 2010 uncollectible expense amount of 9 

$4,079,513.  Once the escalated 2010 uncollectible expense was calculated, I 10 

then divided the $4,079,513 by PacifiCorp’s test year-adjusted general 11 

business revenues in the amount of $949,341,303, resulting in an uncollectible 12 

rate of 0.430 percent. 13 

Q. DOES PACIFICORP APPLY ENERGY ASSISTANCE FUNDS TO 14 

OREGON CUSTOMERS’ ACCOUNTS? 15 

A. Yes.  For the years 2006, 2007, and 2008 PacifiCorp has applied energy 16 

assistance funds to customers’ accounts in the amounts of $7,855,454, 17 

$8,694,727, and $10,541,485, respectively.   These funds can be applied 18 

towards customers’ electric bill payment assistance and will continue to aid in 19 

the reduction of uncollectible expense.  20 

Q. WHAT IS STAFF’S UNCOLLECTIBLE ADJUSTMENT 21 

RECOMMENDATION? 22 
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A. I recommend that the Commission apply the procedure of using a three year 1 

average of net write-offs when calculating an uncollectible rate.  This would 2 

provide PacifiCorp with an uncollectible rate of 0.430 percent, which provides 3 

an uncollectible expense of $4,079,513.  The adjustment provides a 4 

reasonable estimate for the expected level of this expense after properly 5 

removing reinstatements and cash recoveries.  This overall adjustment is to 6 

decrease uncollectible accounts expense to better reflect the actual cost to 7 

PacifiCorp. 8 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 9 

A. Yes. 10 
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WITNESS QUALIFICATION STATEMENT 
 

 
NAME: Paul Rossow    
 
EMPLOYER: Public Utility Commission of Oregon 
 
TITLE: Utility Analyst, Electric and Natural Gas Division, Rates and Tariffs  
 
ADDRESS: 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2115. 
 
EDUCATION: Professional Accounting and Computer Application Diplomas 
         Trend College of Business 1987 
 
   
EXPERIENCE: I have been employed with the Public Utility Commission of Oregon 

as a Utility Analyst since October of 2002.  Current responsibilities 
include research issues relating to energy utilities.  I have actively 
participated in regulatory proceedings in Oregon, including UE 147, 
UE 167, UE 170, UE 179, UE 180, UE 197, UG 152, UG 153, and 
UG 181. 

 
    I have attended the Utility Rate School sponsored by the Committee on 

Water of the National Association of Regulatory Utility Commissioners 
in May of 2005 and the Institute of Public Utilities sponsored by the 
National Association of Regulatory Utility Commissioners at Michigan 
State University in August of 2005.    
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Steve Storm. I am employed by the Public Utility 3 

Commission of Oregon as the Program Manager of the Economic and 4 

Policy Analysis Section. My business address is 550 Capitol Street NE 5 

Suite 215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 7 

WORK EXPERIENCE. 8 

A. My Witness Qualification Statement is included as Exhibit Staff/801. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. I develop the cost of common equity1 estimates for the rate-regulated 11 

property of PacifiCorp dba Pacific Power and Light (“PacifiCorp”). I 12 

provide a point estimate recommendation, as well as a range of 13 

estimates, of PacifiCorp’s cost of common equity for consideration by 14 

the Public Utility Commission of Oregon (“Commission”) in establishing 15 

PacifiCorp’s authorized return on equity (ROE) within PacifiCorp’s 16 

current general rate case in Docket No. UE 210. Additionally, I provide 17 

a recommended capital structure associated with the recommended 18 

ROE and the recommended rate of return (ROR) based on 19 

recommendations in my testimony and the recommended costs of 20 

                                            
1  Common equity, or common stock, is an “ownership” investment of, say, a 

corporation, where stockholders “have a general preemptive right to anything of value 
that the company may wish to distribute.” Holders of common stock are the owners of 
the corporation, unlike holders of preferred stock or debt securities of the corporation. 
See Brealey and Myers; Principals of Corporate Finance, 3rd Edition, 1988, page 305. 
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preferred stock and of long-term debt as presented in Staff/900, 1 

Ordonez. The costs of long-term debt, of preferred equity, of common 2 

equity, and PacifiCorp’s capital structure are collectively identified as 3 

issue S-0. 4 

  My testimony constitutes Staff’s response, in part, to that provided 5 

by PacifiCorp witnesses Hadaway (PPL/200) and Williams (PPL/300). 6 

Q. DID YOU PREPARE ANY EXHIBITS FOR THIS DOCKET? 7 

A. Yes. I prepared Exhibit Staff/802, consisting of 30 pages; Exhibit 8 

Staff/803, consisting of seven pages; Exhibit Staff/804, consisting of 21 9 

pages; Exhibit Staff/805, consisting of 26 pages; Exhibit Staff/806, 10 

consisting of one page; Exhibit Staff/807, consisting of one page; 11 

Exhibit Staff/808, consisting of 40 pages; Exhibit Staff/809, consisting 12 

of 28 pages; Exhibit Staff/810, consisting of 39 pages; and Exhibit 13 

Staff/811, consisting of two pages. 14 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 15 

A. The organization of my testimony is as follows: 16 

A. A summary of recommendations; 17 

B. A brief discussion of return and risk associated with investments in 18 

common equity; 19 

C. A discussion of my cost of equity estimation, including the 20 

Discounted Cash Flow (DCF) model, comparable companies used, 21 

inputs and sensitivities, and capital structure implications; 22 
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D. A discussion of PacifiCorp’s DCF models and associated 1 

PacifiCorp-recommended rates of return on common equity;2 and 2 

E. A discussion of other methods used by PacifiCorp to estimate cost 3 

of equity. 4 

 
SUMMARY OF RECOMMENDATIONS 5 

Q. WHAT ARE YOUR SUMMARY RECOMMENDATIONS? 6 

A. Table 1 (following) illustrates returns on long-term debt, preferred 7 

stock, and common stock; as well as capital structure; as currently 8 

authorized, as proposed in PacifiCorp’s direct testimony, and as 9 

recommended in this testimony.  10 

  I recommend a return on equity of 9.4% with a capital structure as 11 

proposed by PacifiCorp;3 i.e., 51.2% common stock, 0.3% preferred 12 

stock, and 48.5% long-term debt. This results in a recommended rate 13 

of return, when combined with Staff’s recommendations4 for the cost of 14 

preferred stock and the cost of long-term debt, of 7.68%. The 15 

recommended ROE of 9.4% for PacifiCorp meets the Hope and 16 

Bluefield standards, as well as those established by Oregon Revised 17 

Statue (ORS) 756.040. This level of authorized return on equity for 18 

                                            
2  Reference to “common equity” and “equity” within this portion of testimony are meant 

to be synonymous. Where reference to some other form of equity is intended, the 
form will be specified. Similarly, the terms “common stock” and “stock” within this 
portion of testimony are used synonymously and are equivalent to “common equity” 
and “equity.” 

3  See PPL/300 Williams/3. 
4  See Staff/900 Ordonez for Staff’s recommended costs of preferred equity and of 

long-term debt. 
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PacifiCorp supports establishing “fair and reasonable rates” that are 1 

both “commensurate with the return on investments in other 2 

enterprises having corresponding risks” and “sufficient to ensure 3 

confidence in the financial integrity of the utility, allowing the utility to 4 

maintain its credit and attract capital.”5 5 

Table 1 6 

PacifiCorp Capital Structure and Component Returns 

  Percent Authorized Weighted 
  of Total Return Average 
     
Currently Authorized (UE-179)   
Component       
Long Term Debt   49.00% 6.320% 3.097% 
Preferred Stock   1.00% 6.300% 0.063% 
Common Stock   50.00% 10.000% 5.000% 
  Total 100.00%   8.16%
     
PacifiCorp Proposed (UE-210)   
Component       
Long Term Debt   48.50% 5.979% 2.900% 
Preferred Stock   0.30% 5.414% 0.016% 
Common Stock   51.20% 11.000% 5.632% 
  Total 100.00%   8.55%
     
Staff Recommended (UE-210)    
Component       
Long Term Debt   48.50% 5.882% 2.853% 
Preferred Stock   0.30% 5.048% 0.015% 
Common Stock   51.20% 9.400% 4.813% 
  Total 100.00%   7.68%
 

                                            
5  See ORS 756.040(1)(a) and (b). 
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 RISKS AND RETURNS OF COMMON EQUITY INVESTMENTS 1 

Q. WHAT DOES “RISK” MEAN WITH RESPECT TO COMMON EQUITY 2 

INVESTMENTS? 3 

A. The literature of finance6 typically defines risk as the variability in 4 

outcomes, where outcomes are divergent investor returns7 over some 5 

holding period when compared with an expected return for the asset 6 

held. Risk has two aspects: unique risk and market risk. Unique risk is 7 

that applicable to only to the common stock of a specific company;8 8 

i.e., “unique” to that company. The terms unsystematic risk, 9 

idiosyncratic risk, and diversifiable risk are other terms by which the 10 

concept of unique risk is known. Unique risk potentially can be 11 

eliminated by the addition of diversifying investments9 to an investment 12 

portfolio. As emphasized by the authors of a widely used corporate 13 

finance textbook,10 “the risk of a well-diversified portfolio depends on 14 

the market risk of the securities included in the portfolio” (emphasis 15 

added). 16 

                                            
6  This discussion follows that in Brealey and Myers, op. cit., especially that on page 

132ff. 
7  Investor returns are total returns; i.e., those resulting from dividends paid as well as 

from realized gains or losses due to security price changes. 
8  I recognize companies can and do have different classes of common stocks, typically 

differing in voting rights. 
9  A diversifying investment in this context is one whose returns are imperfectly 

correlated with the portfolio as a whole. 
10  Brealey and Myers, op. cit., page 134. 
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Q. HOW IS THE MARKET RISK OF A SPECIFIC STOCK MEASURED? 1 

A. The market risk11 of a specific stock, in a well-diversified portfolio, is 2 

the sensitivity of the stock’s return to those of the stock market as a 3 

whole. This measure of sensitivity is termed “beta” and is typically 4 

represented by the Greek letter β, or beta.12 5 

Q. WHAT IS A “WELL-DIVERSIFIED PORTFOLIO?” 6 

A. A well-diversified stock portfolio is one whose dispersion of returns, 7 

measured by standard deviation, approaches that of the stock market 8 

as a whole. The stock market as a whole, by definition, has a beta of 9 

1.0, so a well-diversified portfolio also has a beta of 1.0 (or very nearly 10 

so). If returns of a stock portfolio are perfectly (and positively) 11 

correlated13 with the stock market as a whole, the portfolio has a beta 12 

                                            
11  Market risk is also known as systematic risk and as undiversifiable risk. 
12  The beta (β) of an asset or portfolio is a number describing the relation of its returns 

with that of the market as a whole. An asset with a beta of zero (0) means that its 
returns are not at all correlated with the market; the returns of the asset are 
independent from those of the market. A positive beta means that the asset’s returns 
generally follow those of the market. A negative beta shows that the asset’s returns 
inversely follow those of the market; the asset generally decreases in value if the 
market goes up and vice versa. 

  The formula for the beta of an asset within a portfolio is 

  ,  
 where ra measures the rate of return of the asset, rp measures the rate of return of 

the portfolio, and Cov(ra,rp) is the covariance between the rates of return. In the 
Capital Asset Pricing Model (CAPM) formulation, the portfolio is the market portfolio 
that contains all risky assets, and so the rp terms in the formula are replaced by rm, 
the rate of return of the market. 

  Beta is also referred to as financial elasticity or correlated relative volatility, and 
can be thought of as a measure of the sensitivity of the asset's returns to market 
returns, and the asset’s non-diversifiable risk (or systematic risk or market risk). 

13  Perfectly (and positively) correlated means the correlation coefficient (a statistical 
measure) between portfolio returns and market returns is +1.0. 
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of exactly 1.0. Additionally, since the market beta is 1.0, the beta of the 1 

“average” stock is 1.0.  2 

Q. HOW, WITHIN THE CONSTRUCT OF A WELL-DIVERSIFED 3 

PORTFOLIO, ARE RISK AND RETURN RELATED? 4 

A. The answer to this question forms a good deal of that part of finance 5 

theory concerned with investments.14 A basic conclusion is that 6 

investments with higher undiversifiable risks require, in well-functioning 7 

capital markets, a higher expected rate of return than do investments 8 

having lower nondiversifiable risks. 9 

Q. WHY IS THE RELATIONSHIP BETWEEN RISK AND RETURN 10 

IMPORTANT TO CONSIDER WHEN ESTABLISHING A RATE OF 11 

RETURN REGULATED UTILITY’S AUTHORIZED RETURN ON 12 

EQUITY? 13 

A. Understanding this relationship serves to define boundaries around a 14 

fair rate of return on common equity for utilities operating under one or 15 

more rate of return regulatory regimes. The average annual return,15 16 

including dividends, of Standard & Poor’s S&P 500 index16 from 1926 17 

                                            
14  A working definition of investment theory might be that it is the body of knowledge 

used to support the decision-making process of choosing investments for various 
purposes. Topics included are portfolio theory, a variety of asset pricing models, and 
the efficient market hypothesis. 

15  Average annual returns cited in my testimony, unless otherwise specified, are of the 
geometric mean construction. 

16  The S&P 500 is a market capitalization-weighted index of 500 large companies and is 
used as a proxy for the entire U.S. stock market. See the S&P 500 fact sheet at 
http://www2.standardandpoors.com/spf/pdf/index/SP_500_Factsheet.pdf . 
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through 2000 was 10.7%.17,18 This index has performed less well since 1 

2000, as implied by the following quote from Standard & Poor’s: 2 

“From January 1926 through March 2009 the annualized total 3 

return for the S&P 500 was 9.51% per year vs. 9.69% for 4 

December 2008. The dividend component consists of 44.00% of 5 

the return vs. 43.27% for December 2008. The annualized 6 

return consists of both capital appreciation and dividends 7 

reinvested.”19 8 

  Assuming the S&P 500 index is an adequate representation of the 9 

U.S. stock market,20 the average beta of stocks in the index is 10 

(positive) 1.0. Betas21 from the Value Line Investment Survey (Value 11 

Line) for companies in both mine and PacifiCorp’s groups of 12 

comparable companies22 average less than 1.0, at 0.70 and 0.69, 13 

                                            
17  See in Exhibit Staff/802 a prepublication version of Roger Ibbotson’s “Stock Market 

Returns in the Long Run: Participating in the Real Economy,” page 4. The 10.7% 
annual average total return was calculated on a geometric basis. See also “Long-Run 
Stock Returns: Participating in the Real Economy,” by R. Ibbotson and P. Chen, 
Financial Analysts Journal, January/February 2003, Vol. 59, No. 1: pages 70 – 87. 

18  See also PPL/212 Hadaway/1, where the annual average total return of “large 
company stocks” over the period 1926 – 2007 on a geometric basis is 10.4%. 

19  From the Standard & Poor’s website at 
http://www2.standardandpoors.com/portal/site/sp/en/us/page.topic/indices_500divide
nd/2,3,2,2,0,0,0,0,0,1,1,0,0,0,0,0.html . 

20  Stocks in the S&P 500 index account for approximately 75% of the U.S. equity 
market’s total value. See 
http://www2.standardandpoors.com/spf/pdf/index/SP_500_Factsheet.pdf . 

21  Per Value Line at http://www.valueline.com/sup_glossb.html , Value Line betas are 
based on “the historical sensitivity of the stock's price to overall fluctuations in the 
New York Stock Exchange Composite Index.” Notably, composition of the NYSE 
Composite Index is less than 64% U.S. companies; i.e., a considerable part of the 
index consists of non-U.S. stocks. See 
http://www.nyse.com/about/listed/nya_characteristics.shtml . 

22  I use the terms “comparable companies,” “peer companies,” and “cohort companies” 
synonymously in this testimony. A discussion of my comparable companies and a 
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respectively. This indicates the comparable companies, whether those 1 

of Staff or of PacifiCorp, on average have less market risk than the 2 

stock market as a whole. A logical conclusion is that a forward-looking 3 

long-term fair rate of return on equity (ROE), all else being equal,23 is 4 

less than the historical (1926 forward) annual average return, including 5 

dividends, of the S&P 500 index. This would seem to hold whether the 6 

historical rate of return on the index is the 10.7% annual average rate 7 

from 1926 through 2000 or the lower (than 10.7%) annual average rate 8 

from 1926 through the more recent past; e.g., 9.7% through 9 

December, 2008. Less risk implies a lower expected return on equity 10 

required by investors. 11 

 12 

STAFF’S COST OF EQUITY ESTIMATION 13 

Q. DID YOU USE VALUES FROM COMPARABLE COMPANIES TO 14 

ESTIMATE PACIFICORP’S COST OF EQUITY? 15 

A. Yes. As PacifiCorp is indirectly and wholly owned by MidAmerican 16 

Energy Holdings Company (MEHC), PacifiCorp’s common stock is not 17 

publicly traded. Therefore, market valuation of PacifiCorp is not directly 18 

observable. 19 

                                                                                                                             
brief discussion regarding certain attributes of PacifiCorp’s comparable companies 
are presented later in this testimony. 

23  Implications of relaxing certain ceteris paribus assumptions, such as that pertaining 
to capital structure, are discussed later in this testimony. 
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  I selected a group of peer companies by starting with the 54 electric 1 

utilities covered by Value Line. The screening criteria were sequentially 2 

applied,24 reducing the 54 companies to a 13 company cohort group. 3 

My criteria were: 4 

1. No dividend decline in past five years;25 5 

2. Value Line forecast of dividend growth ≥ 0%; 6 

3. S&P Issuer credit rating of BBB or better; 7 

4. Long-term debt between 45% and 55% of capital structure; 8 

5. No mergers within the past five years; and 9 

6. Revenue from regulated activities ≥ 70% of total revenues. 10 

  I also removed Hawaiian Electric Industries, Inc., which survived 11 

each of the six screens, due to the special circumstances of this 12 

company.26 Table 2 (following) lists the 12 companies I found to be 13 

“comparable” to PacifiCorp27 and those companies PacifiCorp found 14 

“comparable.” 15 

                                            
24  Data used for screening companies included both year-end 2007 and year-end 2008 

data. 
25  This criterion eliminates companies that, within the past five years, have reduced or 

eliminated dividends. Dividend growth rates for such companies, including 
companies re-establishing dividend payments previously eliminated, may be 
uncharacteristically high, even “exceptionally high.” See, in Docket No. UE 147, 
PPL/200 Hadaway/14 beginning at 16. 

26  Hawaiian Electric Industries (HEI) was removed as the company’s banking 
subsidiary, American Savings Bank (ASB), is an unusual business for a “utility 
company” to own. ASB’s 2008 earnings included a $35.6 million net charge related to 
a balance sheet restructuring per HEI’s 2008 Annual Report to Shareholders. 

27  See also Exhibit Staff/803, which contains Value Line data and certain calculated 
results for both my comparable companies and those of PacifiCorp. 
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Table 2 1 

Companies Comparable to PacifiCorp 

 Ticker Staff Company 

Allete Inc. ALE   
Alliant Energy Corp LNT   
Consolidated Edison, Inc. ED   
DPL Inc. DPL   
DTE Energy Co. DTE   
Duke Energy Corp. DUK   
Edison International EIX   
Empire District Electric Co. EDE   
Entergy Corp. ETR   
FirstEnergy Corp. FE   
FPL Group Inc. FPL   
Idacorp, Inc. IDA   
NSTAR NST   
PG&E Corp. PCG   
Portland General POR   
Progress Energy Inc. PGN   
Sempra Energy SRE   
Southern Co. SO   
Vectren Corporation VVC   
Wisconsin Energy Corporation WEC   
Xcel Energy, Inc XEL   
    

Total  12 19 

Q. WHAT TYPES OF MODELS DID YOU USE TO DEVELOP STAFF’S 2 

RECOMMENDED RETURN ON EQUITY FOR PACIFICORP? 3 
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A. I relied on a multistage DCF model28 for estimating the expected return 1 

on common equity required by PacifiCorp’s investors. Staff used this 2 

type of DCF model in previous dockets, including those involving 3 

PacifiCorp.29 The model is a three-stage DCF model30 requiring the 4 

following metrics as inputs: a “current” market price per share; a 5 

“current” book value per share; estimates for the years 2009 through 6 

2014 for book value per share, earnings per share (EPS), and 7 

dividends per share (DPS); and a forecast long-term sustainable 8 

growth rate.31 The three stages of the model refer to the period of 9 

years 2009 through 2014 (1st Stage), which uses Value Line forecasts 10 

for the non-current values listed above; a long-term growth period of 11 

2015 through 2048 (2nd Stage); and a terminal valuation in 2048 12 

(3rd Stage).32 My multistage DCF model has a 40 year valuation 13 

timeframe. 14 

  The “current” market price used for the analysis was the average of 15 

the closing prices for each comparable company (see Table 2) on 16 

three consecutive Tuesdays in June of this year: the 16th, 23rd, and 17 

                                            
28  See Exhibit Staff/811 for the mathematical expression of my multistage DCF model. 
29  See the Commission’s discussion of multistage versus single stage DCF models in 

Order No. 01-777, page 27. 
30  My DCF model might also be described as a two-stage model with a terminal 

valuation. 
31  My multistage DCF model directly applies the long-term growth estimate to earnings 

per share over the 2015 through 2048 period. Earnings per share for the 2009 
through 2014 period are from Value Line. 

32  The terminal valuation produces an explicit estimation of the stock price, which is 
then “sold,” producing the terminal “cash flow.” 
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30th. The “current” book value is the average of the comparable 1 

companies’ 2008 figures as provided by Value Line.33 2 

Q. HOW ARE STOCK PRICES AND VALUE LINE-PROVIDED ACTUAL 3 

AND ESTIMATED FINANCIAL METRICS FOR THE COMPARABLE 4 

COMPANIES USED IN STAFF’S MULTISTAGE DCF MODEL? 5 

A. All model inputs34 from the comparable companies are averaged, 6 

producing a “composite” company from the group of companies; i.e., 7 

for a given input variable, the DCF model uses the mean of values for 8 

the comparable companies. 9 

Q. DID YOUR ANALYSIS PRODUCE A RANGE OF RETURNS ON 10 

EQUITY? 11 

A. Yes. Depending on the combinations of input variable values chosen, 12 

the model produces a range of ROE estimates, including my 13 

recommended range of ROE for Commission consideration of 8.7% to 14 

10.1%. Notably, using values from PacifiCorp’s group of comparable 15 

companies in my multistage DCF model,35 with the same method and 16 

timing for calculating stock prices and the same timing of Value Line 17 

                                            
33  Using an average of the 2008 and projected 2009 Value Line Book Values, to more 

closely correspond with the June, 2009 prices, changed the estimated ROE by 1 
basis point, or 0.01% 

34  These inputs included Value Line data on the year-end 2008 book value and 2009 
through 2014 forecasts of book value, earnings per share, and dividends per share. 

35  Of the 19 companies in PacifiCorp’s group of comparable companies, 10 appear in 
my group of comparable companies; i.e., 10 of my 12 comparable companies are in 
PacifiCorp’s group as well. See Table 2. 
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inputs,36 produced the same 9.4% ROE I recommend. Somewhat 1 

similarly, modifying the design of my model from the 40 year valuation 2 

timeframe to the 150 year valuation timeframe two-stage design used 3 

in PacifiCorp’s multistage DCF model also produced the same 9.4% 4 

ROE result. 5 

Q. WHAT DO YOU CONCLUDE FROM THESE RESULTS? 6 

A. I conclude that differences in valuation horizon37 and selection of 7 

comparable companies38 are not responsible for any material 8 

differences in results between PacifiCorp’s multistage DCF model and 9 

mine. 10 

Q. GIVEN THIS RESULT OF COMPARABLE COMPANY ANALYSIS, 11 

WHAT ARE, FOR THIS CASE, THE IMPORTANT 12 

CONSIDERATIONS IN YOUR THREE-STAGE DCF MODEL? 13 

A. A very important consideration is how to choose or develop the long-14 

term sustainable growth rate39 used in my DCF model for growing both 15 

                                            
36  That is to say, the same three (for East, Central, and West) issues of the Value Line 

publication. 
37  That is, the difference between my 40 year valuation horizon with terminal valuation 

in year 2048 multistage DCF model and my 150 year valuation horizon through year 
2158 multistage DCF model. 

38  My conclusion as to the group of comparable companies is qualified in that it is 
specifically based on these two groups of comparable companies. Other groups of 
comparable companies could be selected that would not necessarily support this 
same conclusion. Additionally, my conclusion is qualified by being limited to the data 
used in parameter values for both PacifiCorp’s models and mine. 

39  This conclusion has been reached before. See, in Docket No. UE 179, Staff/800 
Morgan/4 at 16: “…the main driver of the differences in DCF results are related to the 
input assumptions related to growth rates…” 
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earnings and dividends (investor “cash flows”) over the period 2015 1 

through 2048. 2 

  Additionally, my multistage DCF model is somewhat sensitive to the 3 

stock price parameter. As an example, making no other adjustments 4 

other than reducing the stock prices for the comparable companies by 5 

10% increased the ROE from my recommended 9.4% value to 10.0%; 6 

alternatively, increasing the stock prices by 10% reduced the ROE 7 

from 9.4% to 9.0%. 8 

Q. HOW DID YOU ESTIMATE THE APPROPRIATE LONG-TERM 9 

SUSTAINABLE GROWTH RATE? 10 

A. I considered alternative approaches to estimating a long-term 11 

sustainable earnings growth rate. First, historical earnings per share 12 

growth were examined for the cohort group of companies. For all but 13 

two of my comparable companies, earnings per share (EPS) data from 14 

Value Line were available for 1993 forward. The remaining two 15 

companies had Value Line earnings available from 1999 forward. I 16 

developed compound average annual growth rates in EPS from this 17 

data. The 12 comparable companies, on average, experienced an 18 

average annual growth rate in earnings per share of 2.4%, using both 19 

timeframes of 9 and 12 years.40 The average growth rate for the 10 20 

companies’ earnings per share over the 15 year (1994 – 2008) period 21 
                                            

40  This rate is the average for all 12 of the comparable companies of the historical 
average annual growth rate regardless of the length of time over which any 
companies’ rate was computed; i.e., two of the companies had only a nine year 
history. 
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was 2.1% and average values by company ranged from a negative 1 

1.3% to a positive 7.5%. Even though earnings growth is necessary to 2 

sustain long-term growth in dividends,41 I concluded 2.4% was too low 3 

for use as the long-term sustainable growth rate as it yields implausible 4 

results.42 5 

  Next, I assessed Value Line’s estimated 2012 – 2014 average rate 6 

of earnings per share growth over the period 2006 – 2008 for the 7 

comparable companies. I do not view the 6.1% average of Value Line’s 8 

forecast near-term annual average earnings per share growth rates as 9 

sustainable over the long-term,43 as it approximates long-term 10 

forecasts of annual average nominal44 GDP growth that I consider 11 

highly optimistic.45 Additionally, the forecast near-term future annual 12 

average growth rates for the 10 comparable companies having 13 

                                            
41  While dividends paid can, for a period of time, exceed aggregate earnings for one or 

more preceding periods, over a sufficiently long period earnings must exceed 
dividends; i.e., the long-term payout ratio must be no more than 1.0. Additionally, the 
growth rate in earnings must be no less than the growth rate in dividends over some 
long, but finite term. 

42  This rate of long-term growth produces an ROE estimate of 5.6%. Note that the 
average earnings per share growth rate over the 15 year period averaged 2.3% for 
the nine companies appearing in both Staff’s and PacifiCorp’s groups and having 
available 1994 – 2008 annual average growth rates. 

43  I discuss the use of an annual average growth rate exceeding 6% for the long-term 
sustainable growth rate later in this testimony. 

44  A nominal growth rate is one that includes the effect of changes in price level; a real 
growth rate is one not including such an effect. 

45  An annual growth rate of 6.1% may, in some economic environments, be a 
reasonable near-term nominal GDP growth estimate; e.g., as the economy recovers 
from a recession. This would be most plausible over shorter periods, such as growth 
for one or two calendar quarters (on a seasonally adjusted annualized basis). 
Similarly, Value Line’s 6.1% earnings growth forecast, essentially a five years forward 
forecast, does not seem an unreasonable rate of earnings growth for regulated 
electric utilities, on average, as their businesses recover from the current recession. 
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available 1994 – 2008 annual average growth rates averaged 6.4%, a 1 

rate that is over 300% of the 2.1% average annual earnings growth 2 

rate experienced by these same 10 companies, on average, over the 3 

15 year 1994 – 2008 period. The historical annual average growth rate 4 

for the 14 companies in the PacifiCorp group of comparable 5 

companies having available 1994 – 2008 annual average growth rates 6 

was 3.2% over the 1994 – 2008 period, and averaged 6.1% annually 7 

for the near-term future; i.e., the near-term future average earnings per 8 

share growth rate, as forecast by Value Line for these 14 companies, 9 

is almost twice (190% of) their historical 15 year average annual 10 

earnings growth rate. Acknowledging that perhaps earnings per share 11 

growth over the last 15 years have been atypical, on average, for these 12 

companies, I believe a long-term sustainable annual average growth 13 

rate exceeding 6% to be highly unlikely. 14 

  I considered different versions of GDP forecasts for use in 15 

estimating the long-term sustainable earnings growth rate. One 16 

estimate used the average of three forecasts of nominal GDP for the 17 

five-year period 2014 through 2019. Forecasts of nominal GDP, by the 18 

Office of Management and Budget (OMB), the Congressional Budget 19 

Office (CBO), and the April, 2009 Blue Chip Consensus (See Table 12-20 

2 on page 172 of the document in Exhibit Staff/804) were analyzed.46,47 21 

                                            
46  This analysis consisted of averaging the three nominal GDP forecasts for 2019 and 

for 2014. From these two calculations, a compound annual growth rate (CAGR) of 
4.4% for the period 2015 through 2019 was calculated. 
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This yielded an average annual growth rate of 4.4% over the 2015 – 1 

2019 period, which, when used as the long-term sustainable average 2 

annual growth rate, produced an estimated PacifiCorp ROE of 8.7%. 3 

  This approach has two issues. First, inflation is not directly 4 

considered, in that growth rates in forecast nominal GDP are used. 5 

Secondly, projecting a forecast of 5 to 10 years in the future (2014 to 6 

2019)48 forward for up to 40 years49 into the future (through 2048) 7 

appears to be an insufficiently robust methodology in light of available 8 

alternatives. 9 

Q. HOW DID YOU OVERCOME THESE TWO ISSUES IN ESTIMATING 10 

AN APPROPRIATE LONG-TERM SUSTAINABLE GROWTH RATE? 11 

A. I developed a forecast of inflation using the TIPS50 breakeven 12 

approach of estimating inflationary expectations.51 This involved 13 

                                                                                                                             
47  These forecasts were relatively similar; in fact, surprisingly so. OMB’s CAGR is 4.4%, 

CBO’s is 4.0%, and the Blue Chip Consensus’ is 4.8%. OMB forecasts of nominal 
GDP are not typically considered to be “severely depressed” (see PPL/200 
Hadaway/32 lines 20 through 22) and this may be particularly true in an environment 
of rapidly growing Federal budget deficits. 

48  The source for the OMB, CBO, and Blue Chip Consensus forecasts did not provide 
nominal GDP forecasts beyond 2019. 

49  Projection over an even longer period, such as 150 years, would seem to be even 
more problematic. 

50  Treasury Inflation-Protected Securities (or TIPS) are the inflation-indexed notes and 
bonds issued by the U.S. Treasury. The principal is adjusted to the Consumer Price 
Index, the commonly used measure of inflation. The coupon rate is constant, but 
generates a different amount of interest when multiplied by the inflation-adjusted 
principal, thus protecting the holder against inflation. TIPS are currently offered in 5-
year, 7-year, 10-year and 20-year maturities. 

51  See, in Exhibit Staff/805, “Inflationary Expectations: How the Market Speaks,” 
S. Kwan, Federal Reserve Bank of San Francisco’s Economic Letter, Number 2005-
25, October 3, 2005. See also in Exhibit Staff/805 “Empirical TIPS,” R. Roll, Financial 
Analysts Journal, January/February 2004, Vol. 60, No. 1: pages 31 - 53 
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constructing a forward curve of dollars, priced in terms of today’s 1 

dollar;52 i.e., a forecast of future price levels. This inflation forecast 2 

provided an average annual inflation rate forecast for 2015 through 3 

2029 of 2.3%.53 An advantage is that such a forecast is actually “being 4 

made” by economic agents (investors) collectively having considerable 5 

amounts (trillions of dollars) at risk. The market for debt securities 6 

issued by the U.S. Treasury is almost certainly the world’s largest 7 

financial market for securities of a single issuer.  8 

 The 2.3% result was extended an additional 19 years to apply to 9 

the long-term growth rate for the entire Stage 2 period (2015 – 2048, or 10 

the remaining valuation horizon) of my multistage DCF model. 11 

  Next, I developed real growth rates by analyzing historical growth 12 

rates in real GDP for a variety of periods. These periods and growth 13 

rates are presented in Table 354 (following).  14 

  The average annual rate of real growth I selected is 2.8%. This was 15 

the growth rate for both55 the 1979 through 2008 period, as well as for 16 

the 1989 through 2008 period; both periods spanning multiple 17 

decades. Periods including the period 1959 through 1968 were not 18 

                                            
52  This analysis used U.S. Treasury securities’ interest rate averages for the months of 

May and June, 2009, available in the Federal Reserve’s Statistical Release H.15. I 
rounded-up the resulting average of 2.24% to 2.3%. 

53  See Exhibit Staff/806 for the graph of the forecasted future price levels produced by 
this method, using the average interest rates for June, 2009. 

54  See also the chart of these growth rates in Exhibit Staff/807. Real GDP growth rates 
have declined over the 1949 through 2008 period. 

55  The two growth rates are equal after rounding to one decimal place. 
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chosen due to the significant impact on the economy of U.S. military 1 

involvement in southeast Asia. For different reasons,56 I also excluded 2 

the period 1969 through 1978. 3 

Table 3 4 

U.S. Real Gross Domestic Product 

Historical Period 
Annual Average 

Real GDP Growth 

1949 – 2008 3.3% 
1959 – 2008 3.3% 
1969 – 2008 2.9% 
1979 – 2008 2.8% 
1989 – 2008 2.8% 
1999 – 2008 2.6% 

Source: Federal Reserve  
   

  Charts 1 and 2 (following) illustrate actual and trend real GDP over 5 

the periods 1949 through 2008 and 1979 through 2008, respectively.57 6 

Note, in Chart 1, that actual real GDP was above trend for most of the 7 

period. One observation is that the cumulative excess of actual over 8 

trend in the early years of this period was reduced later in the period; 9 

i.e., the growth rate was higher in the earlier part of this period than in 10 
                                            

56  This “decade” was unusual in several respects. In particular, average annual inflation, 
as measured by the GDP Implicit Price Deflator, was 6.3% over this period. The 
period had an extremely large price shock related to energy costs, which contributed 
to at least a portion of this period being contemporaneously described as one of 
“stagflation.” For a discussion involving the non-transitory effect of the 1973 oil price 
shock on the growth rate of the U.S. economy, see in Exhibit Staff/808 “The Great 
Crash, the Oil Price Shock, and the Unit Root Hypothesis,” by P. Perron, 
Econometrica, Vol. 56, No. 6 (November, 1989), page 1362. 

57  While the growth rates are presented as annual percents rounded to a single decimal 
place, growth rates used to construct the real GDP trend lines in Charts 1 and 2 were 
not rounded. 
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the later. (See John Cochrane’s “How Big is the Random Walk in GNP” 1 

from the October, 1988 Journal of Political Economy in Exhibit 2 

Staff/809 for an assessment of real GNP58 growth having mean-3 

reversionary versus random walk qualities.)  4 

  Also, note that the 1979 through 2008 period captures several 5 

business cycles, with peaks identified by the National Bureau of 6 

Economic Research in January, 1980; July, 1981; July, 1990; March, 7 

2001; and December, 2007.59 8 

  The combination of the 2.3% projected annual inflation rate for the 9 

2015 – 2048 period and the projected 8% annual rate of real GDP 10 

growth over the same period provides a nominal GDP annual growth 11 

rate of 5.16%.60 12 

 13 

                                            
58  While Cochrane’s paper pertains to fluctuations in real per capita Gross National 

Product (GNP) (see page 898), I assume the same or very similar assessments hold 
for my estimated trend for real Gross Domestic Product (GDP). The key difference 
between the two measures revolves around “who does what where;” i.e., GDP is the 
total output of a region (e.g., the U.S.), and GNP is the total output of all nationals of 
a region (e.g., of all Americans). 

59  See “US Business Cycle Expansions and Contractions,” at 
http://wwwdev.nber.org/cycles/cyclesmain.html . 

60  By “compounding,” or multiplying, the two rates; i.e., (1 + 0.023) X (1 + 0.028) – 1 = 
0.0516, or 5.16% (rounded to two decimal places). 



Docket UE 210 Staff/800 
 Storm/22 

 

Chart 1 1 

Trend of 3.3% Annually 

Real GDP  1949 - 2008
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Chart 2 2 
Trend of 2.8% Annually 

Real GDP 1979 - 2008
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Q. IS 5.16% YOUR ESTIMATED LONG-TERM SUSTAINABLE 1 

ANNUAL GROWTH RATE FOR THE COMPARABLE COMPANIES? 2 

A. No. The electric utility industry in the U.S. is a mature industry. Chart 4 3 

is a conceptual graph of the successive phases of growth through 4 

which a product or service, a product (or service) line, or an industry 5 

pass.61 6 

Chart 3 7 
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  The U.S. electric utility industry is well past the “high growth”62 8 

phase of the industry’s lifecycle and is in the “mature” phase; i.e., the 9 

right-hand portion of the graph in Chart 3. This phase is characterized 10 

by slower growth and is well represented in the graph in Exhibit 11 

                                            
61  The functional (mathematical) form of the equation producing this graph is a logistic 

function. 
62  The “high growth” phase is the steep section of the curve in the middle of the graph. 

Slower rates of growth pertain to both a nascent and to a mature industry, which are 
respectively positioned on the left and right portions of the curve. 
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PPL/209 Hadaway/23,63 where total kilowatt hour (kWh) electricity 1 

sales, a unit measure, is clearly shown to be growing at a materially 2 

slower rate than real GDP over the 1984 through 2008 period.64 This 3 

long-term secular trend will continue. Therefore, the future long-term 4 

growth rate in nominal earnings for the industry is highly likely to be 5 

less than the future long-term growth rate in nominal GDP.65 6 

  The following regarding electric utility stocks is from the 7 

February 26, 2009 Standard and Poor’s Industry Surveys – Electric 8 

Utilities: “For firms in the S&P Electric Utilities index…shares tend to 9 

trade at a discount to the market multiple because of the slow-growth 10 

nature of utilities’ regulated operations”66 (emphasis added). 11 

Presumably, by “slow-growth nature,” Standard and Poor’s is making 12 

an implicit growth comparison with an average of all industries or the 13 

economy as a whole. 67,68 14 

                                            
63  The graph is on page 26 of the cited document. 
64  Note in particular the “less than real GDP” rate of growth in kWh sales from, say, 

1992 forward. 
65  The only way this is not possible is if electricity unit prices increase not only at a 

higher rate than general inflation, but also at a rate sufficiently high to more than 
offset lower than real GDP rate of growth in electricity volumes. See also the graph 
“Cost of Electricity vs. Consumer Prices” in Exhibit PPL/209 Hadaway/17, where, by 
visual inspection, it appears the “electricity component of CPI” price measure has not 
risen at a rate greater than the rate of overall price inflation as measured by the 
Consumer Price Index (CPI) over the 1992 through 2008+ period. In other words, 
over the past 16 years, the price of electricity has increased at a rate similar to (not 
greater than) consumer prices generally. 

66  See Exhibit PPL/209 Hadaway/28 (page 26 of the document, last paragraph). 
67  Arguably, S&P is, contrary to my interpretation, comparing “slow-growth nature of 

utilities’ regulated operations” with the growth for electric utilities overall or for electric 
utilities’ non-regulated operations. This is, in part, the reason my screen of 
comparable companies includes a criterion that revenue from regulated activities 
account for 70% or more of the total revenue. 
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  I reduced the projected rate of growth in nominal GDP by 5 percent 1 

to reflect earnings of the comparable companies growing at a lower 2 

long-term sustainable rate than nominal GDP. Another way of stating 3 

this is that my expectation for the long-term sustainable earnings 4 

growth rate of my comparable companies is, on average, 5 percent 5 

less than my expectation of the long-term growth rate for nominal 6 

GDP. After this reduction, my estimated long-term sustainable organic 7 

growth rate69 for the comparable companies is 4.91%.70,71 8 

  I will continue reviewing information regarding both historical and 9 

projected rates of growth for the U.S. electric utility industry. Should I 10 

become aware of information which results in an updated estimation of 11 

a long-term sustainable rate of growth for use in my DCF model, such 12 

information will be incorporated within my subsequent testimony and, if 13 

appropriate, my recommended ROE. 14 

                                                                                                                             
68  Also note that this “slow-growth nature” pertains to future growth; the market 

establishes stock prices on a forward-looking basis. While S&P may be describing 
historical growth, they must also be describing a “slow growth” future; otherwise 
market multiples for electric utility stocks would be higher.  

69  This growth rate is applicable, within my three-stage DCF model and on a per share 
basis, to the averages of the comparable companies’ dividends, earnings, book 
value, retained earnings, and market price over the 2015 through 2048 period. 

70  This estimate of long-term sustainable growth is consistent with Staff estimates in 
prior proceedings. Staff’s witness in Docket No. UE 179 recommended a “range of 
long-term growth rates of 4.0 to 5.0 percent, which is based upon a principled review 
of analysts’ forecasts, sustainable growth, and historic growth.” See, in UE 179, 
Staff/800 Morgan/22 at 22. 

71  Note that this rate (4.91%) is much higher than the historic rates of earnings per 
share growth for the 15 year (1994 through 2008) period discussed above; i.e., rates 
averaging 2.1% for 10 of my comparable companies and 3.2% for 14 of PacifiCorp’s 
comparable companies. 
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  I view a long-term sustainable growth rate equaling 95% of the 1 

long-term nominal GDP growth rate as almost certainly the upper 2 

threshold given the apparent maturity of the U.S. electric utility 3 

industry. 4 

Q. WHAT IS YOUR RECOMMENDED ROE CONSISTENT WITH 5 

ASSUMING A LONG-TERM SUSTAINABLE ANNUAL AVERAGE 6 

GROWTH RATE OF 4.91%? 7 

A. The 4.91% annual average growth rate provides an ROE of 9.62%, to 8 

which an adjustment was required in order to reflect differing levels of 9 

risk associated with different capital structures.  10 

  I reviewed the 2010 capital structures for the comparable 11 

companies projected by Value Line72,73 and found the difference in the 12 

proportion of capital structure in common equity between that 13 

proposed by PacifiCorp and the average of my comparable companies 14 

is sufficient for a downward adjustment to my estimated ROE of 15 

9.62%, derived above; i.e., the 9.62% result was derived using a group 16 

                                            
72  That forward-looking capital structures for the comparable companies are appropriate 

to use, as compared with, say, year-end 2008, is clear. PacifiCorp’s test year is 2010 
and PacifiCorp’s proposed capital structure is for 2010. Additionally, the Value Line 
2010 projections used by Staff have been available for some time; any impact of 
these projections (including the market’s assessment regarding the accuracy of 
Value Line’s projections) has been incorporated into the stock price of each of the 
comparable companies. 

73  While my comparable companies screen has a criterion of long-term debt being 
between 45% and 55% of total capital structure, the screening used data from both 
2007 and 2008 Form 10-Ks. Value Line projects long-term debt as a percent of the 
2010 total capital structure for two companies in Staff’s group to be outside the range 
of the screening criterion: Consolidated Edison, Inc. (40% long-term debt) and 
Entergy Corp. (60% long-term debt). 
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of companies having, on average, more risk than PacifiCorp due to the 1 

lower portion of capital structure in common equity than that proposed 2 

by PacifiCorp,74 as documented in Table 4 (following). I based the 3 

reduction on Commission guidance, as provided in Order No. 01-777: 4 

“It is well understood by finance practitioners and theoreticians 5 

that the cost of equity drops as the percentage of common 6 

equity in the capital structure increases. Because the average 7 

amount of common equity in the capital structure of the 8 

comparable group of electric companies was 45.14 percent 9 

compared to 52.16 percent for PGE, it necessarily follows that 10 

PGE has a lower cost of equity. PGE’s capital structure is 11 

therefore less risky, and its cost of common equity should be 12 

adjusted accordingly.”75 13 

  The Commission reduced PGE’s authorized ROE 25 basis points 14 

(bps), or 3.56 bps per percent increase in the capital structure 15 

represented by common equity of the comparable (to PGE) companies 16 

vis-à-vis that of PGE. This equates to a 0.18% reduction from the 17 

9.62% ROE estimated for my comparable companies at their average 18 

prospective 2010 capital structure, or 9.44%; which I round to 9.4% as 19 

the recommended point estimate of PacifiCorp’s cost of common 20 

equity. 21 
                                            

74  This follows from Proposition II of the Miller-Modigliani (M & M) theory, where the 
expected rate of return on the common stock of a firm using leverage (having debt) 
increases in proportion to the debt-equity (D/E) ratio. If debt decreases and equity 
increases (the situation pertaining here, going from the capital structure of my 
comparable companies to PacifiCorp’s less-leveraged proposed capital structure), 
then the D/E ratio declines, as does the expected rate of return to common stock (or 
equity). See Brealey and Myers, op. cit., page 391. 

75  Order No. 01-777 at 36. 
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Table 4 1 

Estimated 2010 Capital Structure 

 

Pacificorp76 
Proposed

Average of 
Staff’s 

Comparable 
Companies77

Common Equity 51.2% 46.2%

Preferred Equity 0.3% 1.3%

Long-term Debt 48.5% 52.5%

Total78 100.0% 100.0%

Q. WHAT SENSITIVITIES AROUND THE RECOMMENDED 2 

PACIFICORP ROE OF 9.4% DID YOU DEVELOP FROM YOUR 3 

MULTISTAGE DCF MODEL? 4 

A. Several sensitivities were developed using my multistage DCF model 5 

(see Table 5, following). The principal consideration centered on the 6 

long-term sustainable growth rate, as previously discussed. In addition 7 

to the 2.3% inflation rate in the base case,79 four sensitivities were 8 

developed with a 2.5% inflation rate, which provided a 5.37% nominal 9 

                                            
76  See Exhibit PPL/300 Williams/3 for the PacifiCorp’s proposed 2010 test year capital 

structure (actually the capital structure as of December 31, 2009; see PPL/300 
Williams/2). 

77  The means of the comparable companies’ common equity percents and long-term 
debt percents were used, consistent with the methodology for developing inputs from 
the comparable companies used in my multistage DCF model. The sum of the two 
means was subtracted from 100% to derive the percent of the comparable 
companies’ capital structure composed of preferred equity, which is not supplied by 
Value Line, 

78  The average capital structure for my group of comparable companies, using percents 
rounded to one decimal, totals 100.1%. The percent of Common Equity was rounded 
down (from 46.25% to 46.20%) to achieve a total of 100.0%. 

79  Base case refers to the combination of input values providing Staff’s recommended 
ROE of 9.4%. 
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GDP growth rate. As can be seen in Table 5, increasing the rate of 1 

long-term inflation by 20 bps versus the base case served to increase 2 

the ROE from the recommended 9.4% to 9.7%. Increasing the long-3 

term sustainable annual growth rate from 4.91% to 5.16%, which is the 4 

growth rate not reflecting any adjustment for industry “maturity,” 5 

increased the ROE from the recommended 9.4% to 9.8%. 6 

Table 5 7 

ROE Sensitivities 

Inflation 
Rate 

Real 
GDP 

Growth 

Nominal 
GDP 

Growth 

Industry 
Growth 

Relative 
to GDP

Long-
Term 

Annual 
Growth 

Rate
Modeled 

ROE

Adjust for 
PacifiCorp-

proposed 
Capital 

Structure 
Adjusted 

ROE
        
  4.40% 100% 4.40% 8.88% -0.18% 8.7%

2.3% 2.8% 5.16% 100% 5.16% 9.98% -0.18% 9.8%

2.3% 2.8% 5.16% 95% 4.91% 9.62% -0.18% 9.4%

2.3% 2.8% 5.16% 90% 4.65% 9.25% -0.18% 9.1%

2.3% 2.8% 5.16% 85% 4.39 8.87% -0.18% 8.7%

2.5% 2.8% 5.37% 100% 5.37% 10.28% -0.18% 10.1%

2.5% 2.8% 5.37% 95% 5.10% 9.90% -0.18% 9.7%

2.5% 2.8% 5.37% 90% 4.83% 9.51% -0.18% 9.3%

2.5% 2.8% 5.37% 85% 4.56% 9.12% -0.18% 8.9%
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PACIFICORP’S MULTISTAGE DCF MODEL 1 

Q. SHOULD THE COMMISSION CONSIDER PACIFICORP’S SINGLE-2 

STAGE DCF MODEL? 3 

A. No. I recommend the Commission not consider results from single-4 

stage, constant growth DCF models in this proceeding due to the 5 

inherent limitations of this form of DCF model.80 6 

Q. PACIFICORP USED 6.2% AS THE LONG-TERM SUSTAINABLE 7 

AVERAGE ANNUAL GROWTH RATE IN ITS TWO-STAGE DCF 8 

MODEL. WHAT ARE YOUR THOUGHTS REGARDING USE OF 9 

THIS RATE? 10 

A. I view the use of 6.2% as the long-term sustainable average annual 11 

growth rate in Stage 2 of PacifiCorp’s two-stage DCF model to be 12 

highly problematic. First, consider Dr. Hadaway’s “trend” in using 13 

nominal GDP growth rates based on historical growth in nominal GDP. 14 

Dr. Hadaway used the average historic nominal GDP growth rate of 15 

multiple and overlapping periods in Docket No. UE 170, where his 16 

long-term sustainable growth rate was 6.6%.81 In Docket No. UE 179 17 

his long-term sustainable growth rate was also 6.6%.82,83 Dr. Hadaway 18 

                                            
80  See Order No. 01-777 at 27, where the Commission in a previous docket rejected 

consideration of results from parties’ single-stage DCF models. The Commission also 
rejected consideration results from parties’ single-stage DCF models in UE 116. See 
Order No. 01-787 at 24. 

81  See, in Docket No. UE 170, PPL/200 Hadaway/23 at 6 and, in the same docket, 
PPL/203 Hadaway/4. 

82  See, in Docket No. UE 179, Staff/800 Morgan/19. 
83  The long-term (nominal) GDP growth rate used by Dr. Hadaway in a DCF model in a 

recent Utah docket was 6.5%. See, in Exhibit Staff/810, the testimony of Committee 
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has two different long-term nominal GDP growth rates in testimony in 1 

this proceeding. The first is 6.9%,84 which he reduces by 70 basis 2 

points to 6.2% based on the reasoning that: 3 

 “(t)he data also show, however, that in the more recent years 4 

since 1980, lower inflation has resulted in lower overall GDP 5 

growth. For this reason, I gave more weight to the more recent 6 

years in my GDP forecast. This approach is consistent with the 7 

concept that more recent data should have a greater effect on 8 

expectations and with generally lower near- and intermediate-9 

term growth rate forecasts that presently exist.”85 10 

  I calculate the annual average growth rate for real GDP (without 11 

inflation) for the period 1949 through 2008 as 3.3%, for the period 12 

1949 through 1980 as 3.7%, and for the period 1981 through 2008 13 

as 2.9%. Obviously rates for other than inflation have declined over 14 

the 1949 – 2008 period; the annual average rate for real GDP 15 

growth declined from 3.7% for the 1949 through 1980 period (of 32 16 

years) to 2.9% for the 1981 through 2008 period (of 28 years). I 17 

used the period 1979 through 2008 period for evaluating the growth 18 

rate in real GDP for just this reason. See Perron’s 1989 conclusion, 19 

in Exhibit Staff/808, regarding the impact of the 1973 oil price shock 20 

on economic growth rates in the U.S. “Only two events (shocks) 21 

                                                                                                                             
of Consumer Services’ Witness Daniel J. Lawton in Utah’s Docket No. 08-035-38, 
Section I, page 28 at 776. 

84  See PPL/200 Hadaway/31 at 18. 
85  PPL/200 Hadaway/31 beginning at 18. 
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have had a permanent effect on the various macroeconomic 1 

variables: the Great Crash of 1929 and the oil price shock of 1973.” 2 

“…the 1973 oil price shock was followed by a change in the slope 3 

of the trend for most aggregates, i.e., a slowdown in growth.”86 4 

  I calculate the annual average change in the Implicit GDP Price 5 

Deflator,87 a broad measure of inflation, for the period 1949 through 6 

2008 as 3.4%, for the period 1949 through 1980 as 3.8%, and for 7 

the period 1981 through 2008 as 3.0%. For the last 20 years, 8 

spanning the 1989 through 2008 period, the annual average 9 

inflation rate (by this measure) has been 2.4%. This is why I 10 

recommend a PacifiCorp ROE based in part on a forecast of 2.3% 11 

annual average inflation over the 2015 through 2048 period and 12 

why I offer a sensitivity analysis with a 2.5% annual average 13 

inflation rate over this period. A declining trend in inflation over 14 

recent history is why I strongly prefer the decomposition of any 15 

forecasted GDP growth rate into real growth and inflation, when 16 

such a rate is used in developing a long-term sustainable growth 17 

rate for utility financial metrics such as earnings and dividends.88 18 

                                            
86  See, in Exhibit Staff/808, “The Great Crash, the Oil Shock, and the Unit Root 

Hypothesis,” by P. Perron, Econometrica, Vol. 56, No. 6 (November, 1989), page 
1362 of the article. 

87  The Implicit GDP Price Deflator is an index, with its numerical values allowing 
transformations of historical nominal GDP values to historical real GDP values (and 
vice versa). The data was obtained from the U.S. Bureau of Economic Analysis at 
http://www.bea.gov/national/nipaweb/DownSS2.asp . 

88  See also in Docket No. UE 179, Exhibit Staff/800 Morgan/20 at 16. 
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Developing forecasts of inflation and of real growth allows 1 

assessment of each component separately; less is concealed and 2 

more is transparent. This approach also facilitates the use of a 3 

market-based measure of inflationary expectations. 4 

  Let us also consider the 6.2% nominal GDP growth rate forecast 5 

in the context of recent history. In the last recovery from recession, 6 

from the trough in November of 2001 to the peak in December of 7 

2007, nominal GDP growth averaged 5.4% annually. For the 8 

immediately preceding recovery, from the trough in March of 1991 9 

to the peak in March of 2001, nominal GDP growth averaged 5.5% 10 

annually.89 If the economy has not exceeded a 5.5% annual 11 

average rate of nominal growth on a trough-to-peak basis90 in the 12 

past 18 years and over the full course (trough-to-peak) of two 13 

business cycles, a projection of a 6.2% annual average rate over 14 

an extended future period must be viewed with skepticism. 15 

Q. DO YOU HAVE ANY OTHER ISSUES WITH PACIFICORP’S 16 

LONG-TERM SUSTAINABLE GROWTH RATE OF 6.2%? 17 

A. Yes. This rate is used in PacifiCorp’s two-stage DCF model to grow 18 

dividends over a 146 year timeframe; 2013 through 2158. It seems 19 

remarkable that a mature industry—or any specific company in a 20 
                                            

89  Source: Bureau of Economic Analysis, Table 1.1.5. I used the seasonally adjusted 
annualized rate (SAAR) of nominal GDP of the quarter for which the NBER 
designated the month of a trough or peak. The compound quarterly average growth 
rates obtained were exponentiated by 4 to provide annual rates. 

90  A trough-to-peak calculation of nominal GDP growth rates overstates the “true” 
average over some adjacent period. 
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mature industry—in our own time might be viewed as likely to grow 1 

at the average rate of nominal GDP over a 146 year future period. 2 

Brigham and Houston’s conjecture, as cited by Dr. Hadaway, that 3 

“(o)n this basis, one might expect the dividend of an average, or 4 

“normal,” company to grow at a rate of 5 to 8 percent a year”91 5 

requires further examination. Without disputing here the logic that 6 

an average company might increase dividends at the same rate as 7 

nominal GDP, I do not believe the authors intended their reasoning 8 

to extend to a situation in which a company growing at the average 9 

rate of nominal GDP growth at the beginning of a 146 year period 10 

will still be growing at that rate at the end of the period, or, 11 

alternatively, at the same average rate over such a period. “Normal” 12 

when extended this many years surely does not mean the same 13 

company in the same industry.92 14 

  I also note that the 15 year historical average annual rate of 15 

growth in average earnings, for the 14 companies in the 16 

PacifiCorp’s group of comparable companies for which data to 17 

calculate such a rate are available from Value Line, over the 1994 18 

through 2008 period, was 3.2%. Average annual growth in nominal 19 

                                            
91  As cited in Exhibit PPL/200 Hadaway/30 at 12. 
92  I omit a discussion of a prospective survivorship bias or the tendency for failed 

companies to be excluded from performance studies because they no longer exist. 
This tendency often causes the results of studies to skew higher because only 
companies which were successful enough to survive until the end of the period are 
included. See e.g., “Financial Modeling of the Equity Market: From CAPM to 
Cointegration,” by Fabozzi, Focardi, and Kolm; 2006, page 426. 
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GDP over this period was 5.2%; i.e., average earnings for these 1 

companies grew at approximately 62% of the nominal GDP rate. 2 

Again, the U.S. electric utility industry is a mature industry. 3 

Q. DID YOU CROSS-CHECK YOUR GROWTH RATE IN 4 

PACIFICORP’S MULTISTAGE DCF MODEL AND PACIFICORP’S 5 

GROWTH RATE IN STAFF’S MULTISTAGE DCF MODEL? 6 

A. Yes. Using my 4.91% growth rate in PacifiCorp’s model93 provided 7 

an ROE of 9.9% and using PacifiCorp’s 6.2% growth rate in my 8 

model provided an ROE of 11.3%.94 I should note that other 9 

changes have occurred since PacifiCorp’s filing that make the 10 

former comparison less than fully symmetrical; e.g., as of this 11 

writing, dividend and earnings estimates have tended down and 12 

share prices have tended up.95 Each of these tendencies serves to 13 

overstate the result produced by using my growth rate in 14 

PacifiCorp’s model. The 11.3% ROE result when using 6.2% as a 15 

sustainable long-term growth rate, on the other hand, is directly 16 

comparable to my results, using the same values for the other input 17 

parameters as those providing my recommended ROE of 9.4%. 18 

 19 

                                            
93  “As-is,” with no other parameter changes. I used the electronic spreadsheet file 

“Hadaway Exhibit PPL-205 (DCF).” 
94  The modeled ROE was 11.44%, which I reduced by 0.18% for the differences in risk 

associated with different capital structures to 11.26%, which rounds to 11.3%. 
95  See Exhibit PPL/200 Hadaway/36 at 4: “(w)hile the DCF results, based on lower 

stock prices and higher resulting yields, have increased…” The converse is also true. 
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RISK PREMIUM MODELS FOR ESTIMATING ROE 1 

Q. WHAT RISK PREMIUM MODELS DOES PACIFICORP USE TO 2 

ESTIMATE PACIFICORP’S ROE? 3 

A. Dr. Hadaway develops three risk premium models,96 all providing 4 

similar estimates of PacifiCorp’s ROE. All three models use some cost 5 

of long-term debt as a base to which a risk premium for common equity 6 

of electric utilities is added. Two of the models use a 6.4% cost of long-7 

term debt for single-A utility bonds, based on the three month average 8 

for the months of December, 2008 through February, 2009.97 The third 9 

model uses a 6.91% cost of long-term debt98 based on a projected 10 

yield of single-A utility bonds, which is based on a 321 basis point 11 

credit spread99 over a projected 30-year Treasury bond rate of 3.7%.100 12 

  From these costs of long-term debt, Dr. Hadaway estimates 13 

Pacificorp’s ROE at 10.73% (a 4.33% premium over the 6.4% debt 14 

cost); at 10.9% (a 4.5% premium over the 6.4% debt cost); and at 15 

11.03% (a 4.12% premium over the 6.91% debt cost). 16 

                                            
96  The three models use what has been referred to as the “Risk Positioning Method.” 

See, e.g., Order No. 01-777 at 32. 
97  See PPL/200 Hadaway/21. 
98  See PPL/200 Hadaway/36. 
99  See PPL/203 Hadaway/2. The 321 bps is based on single-A utility spreads over 30-

year Treasury yields over the December, 2008 through February, 2009 period. 
100  See PPL/203 Hadaway/3. I presume the projected 30-year Treasury rate used is the 

four quarter average of projected 2009 yields, which is 3.73%.  
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Q.  WHAT THOUGHTS DO YOU HAVE ON THIS APPROACH AND THE 1 

RESULTING ESTIMATED RETURNS ON EQUITY? 2 

A. Two of these models use historical authorized electric utility rates of 3 

return on equity101 as a basis102 for estimating PacifiCorp’s ROE. The 4 

Commission has provided clear guidance on such methods, such as 5 

that in Order No. 01-777: 6 

 “Capital market conditions, not regulatory decisions, determine 7 

a utility’s cost of equity. While we agree that regulatory agencies 8 

generally make every effort to capture those market conditions, 9 

a review of past decisions cannot replace an independent 10 

analysis of current market conditions and how they affect the 11 

particular utility. Moreover, ROE determinations are made not 12 

just in the traditional rate cases, but also in a range of other 13 

proceedings, such as industry restructuring plans, merger 14 

approval cases, or performance-based regulatory plans. Thus, 15 

the ROE awards may have been based, in part, on other 16 

unknown parameters relevant in that particular docket.”103 17 

  Additionally, this approach has multiple defects, at least some of 18 

which have been previously identified: 19 

                                            
101  See Exhibit PPL/200 Hadaway/33 at 21 through Hadaway/34 line 2. See also Table 5 

at Exhibit PPL/200 Hadaway/36, and Exhibits PPL/206 and PPL/207. 
102  Authorized ROEs (AROEs) are regressed against a measure of utility interest rates 

over the 1980 through 2008 period. Thus, the use of an estimated “interest rate 
coefficient,” for historic AROEs for estimating a interest-rate-contingent risk premium 
and the subsequent use of this risk premium to estimate PacifiCorp’s ROE is clearly 
using the outcomes of past ROE decisions to estimate PacifiCorp’s recommended 
ROE. See also Exhibit PPL/206 and 207. 

103  Order No. 01-777 at 34. See also Order No. 01-787 at 32, where the Commission 
adheres to “our prior determination that, while other ROE determinations may provide 
confirmation of a decision, they should not be used as an independent method on 
which to base an award.” See also Order No. 99-697 at 23 (and at 19, paragraph 3). 
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“First, the ROE is only one component involved in establishing 1 

an overall revenue requirement. Requesting the Commission to 2 

base its ROE decision on ROEs of other jurisdictions is 3 

equivalent to taking one cost element in isolation out of another 4 

states’ rates and putting it into Oregon rates. In addition, cost of 5 

equity is just one of many rate-making issues and return on 6 

equity is not independent of all of these issues. For example, 7 

the use of power costs adjustments, deferred accounting, and 8 

the use of future test periods could result in lower costs of equity 9 

required by investors when compared to states that have 10 

different practices. 11 

 Second, Dr. Hadaway’s reasoning is circular. As an author of 12 

a text focusing on the utility industry has stated: “It would be 13 

hopelessly circular to set a fair return based on the past actions 14 

of other regulators, much like observing a series of duplicate 15 

images in multiple mirrors.”104 For example, if all regulators 16 

adopted this practice then no Commission would be free to 17 

update ROE and their decisions would always be based upon 18 

outdated information. 19 

 Third, it is notable that this model includes data spanning a 20 

period where interest rates were the highest in history. If the 21 

model were applied using current and forecast data, it would 22 

likely indicate a lagging effect and demonstrate that the average 23 

ROE is lower than indicated in Dr. Hadaway’s regression 24 

analysis.”105 25 

                                            
104  This citation appears in the original testimony: “Morin, Roger, Regulatory Finance - 

Utilities’ Cost of Capital, Public Utility Reports, 1994, p. 395.” 
105  See, in Docket UE 179, Exhibit Staff/800 Morgan/23 – 24. A citation removed from 

the original, (i.e., “…hopelessly circular…”) refers to Morin, Roger, “Regulatory 
Finance – Utilities’ Cost of Capital,” in Public Utility Reports, 1994, page 395. 
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  Dr. Hadaway’s estimated ROEs using results of historical 1 

authorized ROEs (i.e., 11.03% and 10.9%) should be disregarded. 2 

Q. ONE OF DR. HADAWAY’S RISK PREMIUM MODELS DID NOT USE 3 

HISTORICAL AUTHORIZED RATES OF RETURN ON EQUITY. 4 

WHAT ARE YOUR THOUGHTS ON THIS MODEL SPECIFICALLY? 5 

A. This model, from which an estimated ROE of 10.9% was derived, used 6 

historical U.S. stock market returns and coincident returns from long-7 

term bonds, using data from Morningstar (formerly Ibbotson).106 This 8 

issue of the Morningstar data had a long-term average annual return 9 

on “large company stocks” over the 1926 through 2007 period of 10 

10.4%. From this, Dr. Hadaway subtracted the average annual return 11 

on “long-term corporate bonds” of 5.9% to get an equity risk premium 12 

of 4.5%.107,108 He then added 4.5% to the 6.4% estimated cost of long-13 

term debt to obtain the (4.5% + 6.4% = ) 10.9% estimated ROE. Note, 14 

in Exhibit PPL/212 Hadaway/1, the following: the historical average 15 

return of long-term government bonds was 5.5%, of intermediate-term 16 

government bonds 5.3%, and of U.S Treasury Bills 3.7%—all over the 17 

same, long-term, 1926 through 2007 timeframe. Some implications are 18 

that, on the basis of the information presented, the historical equity risk 19 

                                            
106  See Exhibit PPL/200 Hadaway/35. 
107  See Exhibit PPL/212 Hadaway/1. See also PPL/200 Hadaway/35 - 36. 
108  Clearly it is an average of geometric construction that is relevant here. Returns on 

equity are not authorized in Oregon on a rolling, one-year-forward, test year basis; 
these are presumably the circumstances in which use of an average of arithmetic 
mean construction is most defensible. 
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premium of “large company stocks” when compared with “long-term 1 

government bonds” was (10.7% - 5.5% = ) 5.2%, with “intermediate 2 

government bonds” was (10.7% - 5.3% = ) 5.0%, and with U.S. 3 

Treasury Bills was (10.7 – 3.7 = ) 7.0%. Averages of the May and 4 

June, 2009 monthly averages for these securities were, respectively, 5 

4.38% (5.5%), 3.29% (5.3%), and 0.18% (3.7%) (parenthetical values 6 

are the long-term average values from the Morningstar data).109 These 7 

imply, with the equity premia calculated above, estimated returns on 8 

equity of (5.2% + 4.4% = ) 9.6% using long-term government bonds, 9 

(5.0% + 5.0% = ) 10.0% using intermediate government bonds, and 10 

(7.0% + 0.2% = ) 7.2% using U.S. Treasury bills. The average of the 11 

two ROE estimates based on equity risk premia over the two longer-12 

term maturities is 9.8%.110 13 

  Dr. Hadaway presents no supporting rationale, analysis, or 14 

quantitative evidence that indicate using single-A utility bond yields,111 15 

as a basis to which a risk premium is added to derive an estimated 16 

electric utility ROE, is a superior approach or result to any of the above 17 

methods and results.112 18 

                                            
109  Source: Federal Reserve Statistical Release H.15. Average yields are for, 

respectively, the 3-month Treasury bill (secondary market), the 10-year Treasury 
note, and the 30-year Treasury bond. 

110  Note this result is unadjusted for electric utilities (e.g., comparable companies) having 
less risk than the “average stock.” Nor is any consideration provided for divergent 
capital structures. 

111  See Exhibit PPL/203 Hadaway/2.  
112  I do acknowledge that yields on the short end of the yield curve (T-bills) are currently 

impacted by atypical governmental policy actions. 
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Q. DO YOU HAVE ANY ADDITIONAL THOUGHTS ON THE USE OF 1 

THIS MODEL? 2 

A. Yes. Intrinsic and fundamental to the model (large company ROE 3 

estimated at 10.7%; equity premium over long-term corporate bonds of 4 

4.5%) is the assumption that the market risk of the common stocks of 5 

electric utility companies equal that of the stock market as a whole 6 

(“large company stocks”); i.e., a beta of 1.0. As I discussed in the “Risk 7 

and Return” section, electric utility stocks have materially less market 8 

risk on average than the market as a whole.113 And market risk is the 9 

only risk that matters. 10 

Q. ANY ADDITIONAL THOUGHTS ON RISK PREMIUM MODELS? 11 

A. Exhibit Staff/802, Roger Ibbotson’s “Stock Market Returns in the Long 12 

Run: Participating in the Real Economy” contains several items of 13 

interest pertaining to risk premium modeling, equity returns, and risk: 14 

1. Ibbotson estimated the forward-looking long-term equity risk 15 

premium by a process that included decomposition of 16 

historical equity returns into multiple supply factors, including 17 

inflation and per capita GDP. This is supportive of the 18 

methodology I used in developing a long-term average annual 19 

growth rate for use in Staff’s DCF model. See page 1. 20 

2. He estimated the long-term equity risk premium (relative to the 21 

long-term government bond yield) to be 4% (on a geometric 22 

basis). See page 1. 23 

                                            
113  Recall the beta of my group of comparable companies averaged 0.70 and the beta of 

PacifiCorp’s comparable companies averaged 0.69. 
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3. The “bulk of the 1926 through 2000 historical equity return is 1 

attributable to dividend payments and nominal earnings 2 

growth.” This is supportive of DCF modeling generally, but 3 

specifically of methodologies using forecasted nominal 4 

earnings. See page 1. 5 

4. Fama and French estimated long-term equity risk premia of 6 

2.55% (based on dividend growth) and 4.32% (based on 7 

earnings growth), both on a geometric basis. See page 2. 8 

5. Welch’s survey of 226 academic financial economists 9 

regarding equity risk premium expectations found an average 10 

long horizon forecast of almost 4%.114 See page 3. 11 

Q. WHAT ARE YOUR SUMMARY THOUGHTS REGARDING THE 12 

ESTIMATION OF A RETURN ON COMMON EQUITY FOR 13 

PACIFICORP THAT RESULTS IN “FAIR AND REASONABLE 14 

RATES?” 15 

A. I recommend the Commission authorize an ROE for PacifiCorp of 16 

9.4%. This recommendation is based on results obtained using a 17 

multistage DCF model that explicitly models both future real and 18 

nominal growth in earnings in a method calibrated with a market-based 19 

forecast of average inflation explicitly extending forward 20 years 20 

through 2029. Earnings are forecast to grow at a rate, consistent with 21 

my belief that the U.S. electric utility industry is a mature industry, 22 

lower than that for nominal GDP. 23 

                                            
114  Ibid. page 3. 
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  I explicitly adjust for the effect of capital structure on returns 1 

expected by common equity investors and provide multiple sensitivities 2 

on key input parameters. I identify stocks of companies in the U.S. 3 

electric utility industry as clearly being less risky than the stock market 4 

as a whole, with the conventional metric of risk (beta) for my group of 5 

comparable companies averaging 70% of that of the market. 6 

  PacifiCorp provides a DCF model previously rejected for 7 

consideration by the Commission115 and two risk premium models 8 

having intrinsic construction116 previously (and repeatedly) rejected for 9 

consideration by the Commission. These models, and the estimated 10 

ROEs resulting, should also be rejected by the Commission for use in 11 

this proceeding. 12 

  PacifiCorp’s remaining risk premium model is insufficiently 13 

supported in testimony and, due to an assumption that is erroneous in 14 

the extreme,117 overstates the estimated ROE for PacifiCorp. I 15 

recommend the Commission reject this model’s results. 16 

  PacifiCorp’s remaining approach for estimating PacifiCorp’s cost of 17 

common equity is a two-stage DCF model. The cost of equity 18 

estimated using this model ranges from 11.0% to 11.1%.118 A key 19 

                                            
115  This is the single-stage, or Gordon growth, DCF model. 
116  These models’ construction includes the use of an estimated coefficient relating 

historical authorized returns with a measure of interest rates. 
117  This being the assumption that electric utility stocks have market risks equal with 

those of large company stocks generally. 
118  See Table 5 in Exhibit PPL/200 Hadaway/36 
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assumption providing these results is the use of an estimated 1 

sustainable average long-term growth rate of 6.2%. Growth at this level 2 

is both unlikely and unsustainable for the U.S. electric utility industry 3 

over the 150 year valuation timeframe in PacifiCorp’s two-stage DCF 4 

model. I recommend the Commission reject any estimated ROE for 5 

PacifiCorp predicated on an estimated long-term sustainable average 6 

growth rate exceeding 6%. 7 

  Using my estimated sustainable average long-term growth rate of 8 

4.91% in PacifiCorp’s two-stage DCF model119—with no other changes 9 

or adjustments for a different capital structure120—provided an ROE 10 

estimate of 9.9%. Use of updated prices and Value Line forecasts121 of 11 

earnings and dividends for PacifiCorp’s comparable companies would, 12 

at this time, undoubtedly reduce the ROE estimate from 9.9%. I 13 

recommend the Commission authorize a return on equity of 9.4% for 14 

PacifiCorp with the capital structure as proposed by PacifiCorp in its 15 

filing. 16 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 17 

A. Yes. 18 

                                            
119  I used the electronic spreadsheet file “Hadaway Exhibit PPL-205 (DCF).” 
120  Recall PacifiCorp proposes a capital structure with 51.2% common equity. 

PacifiCorp’s comparable companies average 48.5% common equity and my group of 
comparable companies average 46.2% common equity. 

121  That is, updated to be contemporaneous with those used for my comparable 
companies. 
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WITNESS QUALIFICATION STATEMENT 

NAME Steven T. Storm 

EMPLOYER Public Utility Commission of Oregon 

TITLE Program Manager, Economic Research and Financial Analysis 
Division 

ADDRESS  550 Capitol Street NE Suite 215 
 Salem, Oregon 97301-2148 

EDUCATION M.B.A. University of Oregon; Eugene, Oregon 

 A.B. (Economics); Harvard; Cambridge, Massachusetts 

EXPERIENCE I have been employed by the Public Utility Commission of Oregon 
since October 2007.  I am currently the Program Manager of the 
Economic and Policy Analysis Section.  My responsibilities include 
leading a team of analysts engaged in economic and financial 
research and providing technical support on a wide range of policy 
issues involving electric, gas, and telecommunications utilities.  I 
have testified before the Commission on policy and technical 
issues in UE 197 and UE 200. 

 Prior regulatory experience includes 4 years in which my 
responsibilities included developing responses to data requests 
regarding the financial analysis of new products and services at 
US WEST Communications. 

OTHER EXPERIENCE I was a self-employed financial planner for 8 years following an 18 
year career in management positions engaged in pricing and cost 
analysis; financial analysis, planning and management; and 
strategic planning in the publishing and telecommunications 
industries.  I managed the pricing (rate spread and rate design) 
and cost accounting functions in the Directory department of 
Pacific Northwest Bell and its successor company, US WEST 
Direct for 5 years.  I was responsible for departmental budgeting 
and management reporting functions for 3 years at US West 
Direct and was responsible for corporate financial planning, 
analysis, and management reporting for 1 year at Electric 
Lightwave. 

 I have 7 years experience in capital budgeting, financial analysis, 
and strategic planning functions at US West Communications. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Jorge Ordonez.  I am employed by the Oregon Public Utility 3 

Commission (OPUC) as the Senior Financial Economist in the Economic and 4 

Policy Analysis Section. My business address is 550 Capitol Street NE, Suite 5 

215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualifications Statement is found in Exhibit Staff/901, Ordonez /1. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to review the cost of preferred stock and long-11 

term debt for PacifiCorp (“Company”).  12 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 13 

A. Yes, I have prepared Staff Exhibit/901 consisting of one page, Staff Exhibit/902 14 

consisting of nine pages, and Staff Exhibit/903 consisting of two confidential 15 

pages.  16 

 17 
SUMMARY RECOMMENDATION 18 

Q. WHAT IS YOUR SUMMARY RECOMMENDATION? 19 

A. I recommend the Commission reject PacifiCorp’s proposed cost of preferred 20 

stock of 5.414% and adopt Staff’s recommendation of 5.048%. I also 21 

recommend the Commission reject PacifiCorp’s proposed cost of long-term 22 

debt of 5.979% and adopt Staff’s recommendation of 5.882%.  23 
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Q.  HAVE YOU PREPARED TABLES THAT SUMMARIZES STAFF’S 1 

RECOMMENDATION? 2 

A.  Yes, Table 1 summarizes Staff’s and the Company’s recommendations on the 3 

cost of preferred stock and cost of long-term debt. 4 

Table 1 5 
 6 

 
Issue 
 

Company Proposal Staff Proposal 

 
Cost of Preferred Stock 

 
5.414% 

 
5.048% 

 
Cost of Long-Term Debt 

 
5.979% 

 
5.882% 

 7 
 8 

EMBEDDED COST OF PREFERRED STOCK 9 
 10 

Q. WHAT IS PACIFICORP’S RECOMMENDED COST OF PREFERRED 11 

STOCK? 12 

A. In Exhibit PPL/306 Williams/1, PacifiCorp’s proposed embedded cost of 13 

preferred stock is 5.414%. 14 

Q.  HOW DID PACIFICORP ARRIVE AT THE 5.414% FIGURE? 15 

A. PacifiCorp calculated the cost of preferred stock by first determining the cost of 16 

money for each issue.1 This is the result of dividing the annual dividend rate2 17 

by the percentage of gross proceeds3 for each series of preferred stock. The 18 

cost of money associated with each series was then multiplied by the total par 19 

or stated value outstanding4 for each issue to yield the annualized cost for 20 

                                            
1  See Exhibit PPL/306 Williams/1, column 10. 
2  See Exhibit PPL/306 Williams/1, column 4. 
3  See Exhibit PPL/306 Williams/1, column 9. 
4  See Exhibit PPL/306 Williams/1, column 6. 
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each issue.5 The sum of the annualized cost for each issue produces the total 1 

annual cost for the entire preferred stock portfolio ($2,244,853). This total 2 

annual cost was divided by the amount of preferred stock outstanding 3 

($41,463,300) to produce the weighted average cost for all issues (5.414%). 4 

PacifiCorp further included $151,974 ($67,955 + $84,019) of unamortized costs 5 

associated with two Quarterly Income Debt Securities (QUIDS) that were 6 

redeemed in 2000 by using cash received from the sale of its Australian 7 

subsidiary. 8 

Q.  WHAT IS STAFF’S RECOMMEND COST OF PREFERRED STOCK? 9 

A.  I recommend PacifiCorp’s embedded cost of preferred stock to be 5.048%.6  10 

Q.  WHAT ADJUSTMENTS DID YOU MAKE TO PACIFICORP’S EMBEDDED 11 

COST OF PREFERRED STOCK? 12 

A.  I removed $151,974 of costs identified as amortized expenses associated with 13 

QUIDS. 14 

Q.  WHY DID YOU REMOVE THE UNAMORTIZED EXPENSES ASSOCIATED 15 

WITH THE QUIDS FROM YOUR CALCULATION OF THE EMBEDDED 16 

COST OF PREFERRED STOCK? 17 

A.  The unamortized expense associated with the QUIDS should not be reflected 18 

in rates for three reasons. First, the QUIDS are no longer outstanding and no 19 

specific replacement debt has been identified. Second, the expenses are non-20 

recurring, and therefore should not be included in rates. Third, in previous rate 21 

                                            
5  See Exhibit PPL/306 Williams/1, column 11. 
6  See Staff/902, Ordonez / 1. 
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cases, PacifiCorp did not identify new debt issuances used to specifically 1 

refund the QUIDS.  2 

Q.  HAS THE COMMISSION REVIEWED THIS ISSUE IN THE PAST? 3 

A.  Yes, the Commission excluded the unamortized expense associated with the 4 

QUIDS in Order No. 01-787 in 2001.7 5 

 6 

EMBEDDED COST OF LONG-TERM DEBT 7 

 8 
Q.  WHAT IS LONG-TERM DEBT? 9 

A.  The Commission has historically defined long-term debt as debt with a maturity 10 

of more than one year. 11 

Q.  WHAT IS PACIFICORP’S PROPOSED COST OF LONG-TERM DEBT? 12 

A.  In Exhibit PPL/301 Williams/1-3, PacifiCorp proposes that its embedded cost of 13 

long-term debt be 5.979%. 14 

 15 

Q.  HOW DID PACIFICORP ARRIVE AT THE 5.979% FIGURE? 16 

A.  PacifiCorp calculated the cost of debt by issue, based on each debt series’ 17 

interest rate (coupon rate)8 and net proceeds at the issuance date9 to produce 18 

a bond yield to maturity or “money to company” for each debt series.10 In the 19 

event that a bond was issued to refinance a higher-cost bond, the pre-tax 20 

                                            
7  See Order No. 01-787, UE 116, Contested Issues, I. Rate of Return, C. Cost of Preferred 

Stock, Commission Resolution, page at 19. 
8  See Exhibit PPL/301 Williams/2-3, column “a.” 
9  See Exhibit PPL/301 Williams/2-3, column “k.” 
10  See Exhibit PPL/301 Williams/2-3, column “m.” 
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premium and any unamortized cost associated with the refinancing were 1 

subtracted from the net proceeds of the issued bonds. The bond yield11 was 2 

then multiplied by the principal amount outstanding of each debt issue,12 3 

resulting in an annualized cost of each debt issue.13 Aggregating the annual 4 

cost of each debt issue produces the total annualized cost of debt 5 

($381,027,408). Dividing the total annualized cost of debt ($381,027,408) by 6 

the total principal amount of debt outstanding ($6,372,343,000) produces the 7 

weighted average cost for all long-term debt issues of 5.979%. In addition to all 8 

existing long-term securities, PacifiCorp proposed a $14.6 million pro forma 9 

debt of First Mortgage Bonds (FMBs). PacifiCorp calculated the coupon rate of 10 

6.32% for this pro forma debt by summing the projected long-term 30-year 11 

Treasury rate as of December 31, 2009 (3.2207%) and the credit spread of 12 

PacifiCorp’s long-term issuance as of January, 2009 (3.10% or 310 bps).14 13 

  Note that a portion of PacifiCorp’s debt portfolio is composed of variable-rate, 14 

tax-exempt Pollution Control Revenue Bonds (PCRBs).15 Exhibit PPL/305 15 

Williams/1-2 shows that these securities, on average, had been trading at 16 

approximately 85% of the 30-day LIBOR (London Interbank Offer Rate) from 17 

January 2000 through December 2008. The Company applied a factor of 85% 18 

to the forward 30-day LIBOR rate on December 31, 2009 of 1.72% and then 19 

                                            
11  See Exhibit PPL/301 Williams/2-3, column “m.” 
12   See Exhibit PPL/301 Williams/2-3, column “h.” 
13  See Exhibit PPL/301 Williams/2-3, column “n.” 
14  See response to Data Request OPUC 156, attached as Exhibit Staff/902 Ordonez/2. 
15  See Exhibit PPL/301 Williams/3, lines 72-99. 
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added credit enhancement and remarketing fees for each floating-rate, tax-1 

exempt to calculate the debt series’ interest rate (coupon rate). 2 

Q. WHAT IS STAFF’S FORECAST OF PACIFICORP’S EMBEDDED COST 3 

OF LONG-TERM DEBT? 4 

A.  I forecast an embedded cost of long-term debt of 5.882%.16  This differs from 5 

the PacifiCorp-calculated 5.979%. 6 

Q.  WHAT ADJUSTMENTS DO YOU MAKE TO PACIFICORP’S EMBEDDED 7 

COST OF LONG-TERM DEBT? 8 

A.  I made two adjustments to PacifiCorp’s long-term cost of debt forecast. First, 9 

for the pro forma First Mortgage Bond (FMB) debt of $14.6 million, I used 10 

interest rates and spreads as of the same point of time, assuming a seven-year 11 

maturity term for the pro forma debt. Second, for the variable-rate, tax-exempt 12 

PCRBs, I used the current London Interbank Offered Rate (LIBOR) interest 13 

rate instead of the forward rate used by the Company and adjusted the ratio 14 

between the PCRBs and the 30-day LIBOR. 15 

Q.  WHY DID YOU USE INTEREST RATES AND SPREADS AT THE SAME 16 

POINT IN TIME? 17 

A.  Staff used interest rates and spreads as of the same point in time because they 18 

are not independent. As shown in Chart 1, historically spreads decline when 19 

interest rates rise. Capturing spreads at one point of time and applying them on 20 

a different date would likely produce inaccurate results given that interest rates 21 

vary over time. 22 

                                            
16  See Staff/902, Ordonez/3. 
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Chart 1 1 

 

Historical Interest Rates and Corporate Spreads

0%

2%

4%

6%

8%

10%

Ja
n-9

0

Ja
n-9

2

Ja
n-9

4

Ja
n-9

6

Ja
n-9

8

Ja
n-0

0

Ja
n-0

2

Ja
n-0

4

Ja
n-0

6

Ja
n-0

8

Source: 
http://www.federalreserve.gov/datadownload/default.htm

10-year Treasury

Baa Corporate
Bonds Spread
Aaa Corporate
Bonds Spread

 2 

Q.  PLEASE EXPLAIN YOUR DECISION TO ASSUME A SEVEN-YEAR 3 

MATURITY FOR THE PRO FORMA DEBT SERIES. 4 

A.  In the past, Staff has used five-, seven-, and 10-year maturities when 5 

estimating the cost of pro forma debt for First Mortgage Bonds. In this case, 6 

Staff assumes a seven-year maturity for the $14.6 million pro forma debt 7 

because, according to PacifiCorp’s response to Data Request OPUC 109-1,17 8 

the Company has significantly less debt maturing in the seventh year (2016) 9 

than in the fifth (2014) or tenth (2019) years.  Given the minor amount of debt 10 

refunding of $14.6 million, the significantly less debt maturing in the seventh 11 

year compared to the fifth and tenth, using a seven-year maturity yield seems 12 

reasonable compared to taking a weighted average of five, seven and ten 13 

maturity yields. 14 

                                            
17  See Exhibit Staff/902 Ordonez/6. 
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Q.  WHAT IS STAFF’S RESULTING ESTIMATED INTEREST RATE FOR THE 1 

PRO FORMA DEBT? 2 

A.  Based on information in PacifiCorp’s confidential response to Data Request 3 

OPUC 30, Staff has selected a coupon rate of 4.787%,18 which is the average 4 

of the coupon rates quoted by three different investment banks for the issuance 5 

of FMBs with a seven-year maturity as of April 14, 2009. Assuming the same 6 

percentage (1.0%) of issuance cost as that proposed by PacifiCorp, the all-in 7 

cost for this maturity is 4.958%.19 8 

Q.  PLEASE EXPLAIN HOW PACIFICORP CALCULATED THE COUPON 9 

RATE FOR THE PORTION OF VARIABLE-RATE POLLUTION CONTROL 10 

REVENUE BONDS (PCRBS). 11 

A.   As previously mentioned, PacifiCorp applied a factor of 85% to the forward 30-12 

day LIBOR rate of 1.72% on December 31, 2009, which yields an interest rate 13 

of 1.46%. Subsequently, PacifiCorp added credit enhancement and 14 

remarketing fees for each floating-rate, tax-exempt bond, which results in the 15 

coupon rates shown in Exhibit PPL/301 Williams/ 3, column “a”, lines 72-99.  16 

Q. WHAT IS STAFF’S RESULTING ESTIMATED COUPON RATE FOR THE 17 

VARIABLE PORTION OF POLLUTION CONTROL REVENUE BONDS 18 

(PCRBS)? 19 

A.   Staff chose the LIBOR rate of 0.4525%20 as of April 14, 2009, because that is 20 

the same date on which quotes from three different investment banks were 21 
                                            

18  See confidential Exhibit Staff/903 Ordonez/1. 
19  See Exhibit Staff/902 Ordonez /3, line 25. 
20  See Staff/902, Ordonez /7. 
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obtained to calculate the coupon rate for the pro forma long-term debt. 1 

Additionally, Staff adjusted the ratio between the PCRBs and the 30-day 2 

LIBOR to 81% for the period between January 2000 and May 2008,21 excluding 3 

the period between June and December 2008, when the ratio of yields of 4 

PCRBs to LIBOR was, on average, 132% due to adverse market conditions. 5 

Then, Staff multiplied the LIBOR rate of 0.4525% by the adjusted PCRB/LIBOR 6 

ratio of 81% to calculate the projected rate of 0.37%. Finally, Staff added credit 7 

enhancement and remarketing fees for each floating-rate, tax-exempt bond.22  8 

Q.  DOES STAFF INTEND TO UPDATE THE INTEREST RATES AND 9 

RESULTING ADJUSTMENTS? 10 

A.  Yes.  For Staff’s Surrebuttal Testimony, I intend to update the interest rate 11 

quotes from which I will update my adjustments. 12 

Q.  DOES THIS CONCLUDE YOUR TESTIMONY? 13 

A.  Yes. 14 

                                            
21  See Staff/902, Ordonez /8-9. 
22  See confidential Exhibit Staff/903 Ordonez/2. 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is George R. Compton.  I am a Senior Economist, employed by the 3 

Economic Research and Financial Analysis Division (ERFA) of the Oregon 4 

Public Utility Commission (OPUC).  My business address is 550 Capitol 5 

Street NE, Suite 215, Salem, Oregon 97301-2551.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 7 

WORK EXPERIENCE. 8 

A. My Witness Qualification Statement is found as Exhibit Staff/1101. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. This testimony responds to the PacifiCorp (or Company) rate spread and rate 11 

design portions of their application.  In that regard, I will 1) propose some 12 

modifications to the PacifiCorp cost-of-service study; 2) present some large-13 

customer time-of-use rates that would better track costs and provide 14 

customers with a greater opportunity to reduce their electricity charges; 3) 15 

provide specific observations and recommendations on overall rate spread;  16 

and 4) provide recommendations on some specific rate design issues.  17 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 18 

A. My testimony is organized as follows: 19 

 Topic 1 – General Cost of Service and Rate Spread Discussion 20 

 Topic 2 – Updated Energy Costs 21 

 Topic 3 – Full Generation Capacity Costs 22 

 Topic 4 – Reformulated Distribution Feeder Costs 23 

 Topic 5 – General Rates Design Discussion 24 
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 Topic 6 – Alternative Summertime Rates Structures for Large Industrial 1 

 Customers. 2 

 3 

Q. DID YOU PREPARE ANY EXHIBITS FOR THIS CASE? 4 

A. Yes, they are listed as follows: 5 

1101 – Witness Qualification Statement 6 

1102 – Original PacifiCorp Principal Cost-of-Service Worksheets 7 

1103 – Generation-Related Worksheets with Staff-Updated Energy Costs 8 

1104 – Generation-Related Worksheets with Staff-Augmented Capacity Costs 9 

1105 – Generation-Related Worksheets with Staff-Revised Energy and 10 

Capacity Costs 11 

1106 – Distribution-Related Worksheets with Staff-Revised Feeder Model 12 

1107 – Cost-of-Service Results Incorporating All of Staff’s Revisions 13 

1108 – Transitioning from Cost-of-Service Results to the Rate Designs: 14 

 PGE and PacifiCorp Contrasted 15 

1109 – Contrasting PacifiCorp’s Large Industrial Rates Designs for Utah and 16 

 Oregon 17 

1110 – The Time-of-Day-Sensitive Nature of Summertime Spot Market Prices 18 

  (Confidential) 19 

1111 – Some Alternative Time-of-Use Rate Designs for Large Industrial 20 

Customers 21 

 22 

Q. PLEASE INTRODUCE YOUR PRINCIPAL THEMES FOR THIS 23 

TESTIMONY. 24 

A. My testimony: 25 

 a) seeks to develop a more accurate estimate of marginal 26 

production/generation costs;  27 
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b) introduces greater internal consistency and inter-class fairness into the 1 

Company’s distribution feeder model; and  2 

c) presents for Parties’ consideration three large industrial rate-design 3 

alternatives that, in comparison with PacifiCorp’s proposal, better 4 

reflect diurnal electricity cost patterns during the months of July and 5 

August.  6 

Q. WHAT CONCERNS DO YOU HAVE REGARDING ESTIMATING 7 

MARGINAL PRODUCTION/GENERATION COSTS? 8 

A. Marginal production costs reflect both marginal energy and marginal capacity 9 

costs.  The effects on customers of either of these two cost components 10 

being estimated inaccurately will depend on the relative intensities by which 11 

the customers “use” energy and capacity.  The allocation of marginal 12 

generation costs to high load factor customers will tend to be overstated if 13 

either marginal energy costs are overstated or marginal capacity costs are 14 

understated.  As filed in their direct case, both problems occur with 15 

PacifiCorp’s marginal cost model.   16 

  The Company’s long run marginal energy cost estimate appears to be 17 

overstated.  This comes from the Company using a pre-recession natural gas 18 

price forecast in the $8/MMBTU neighborhood when something closer to 19 

$5/MMBTU seems to be the current long-run projection.  To remedy this 20 

overstatement problem, Staff requested the Company to substitute a more 21 

current gas price projection in its cost-of-service analysis.  The effect of this 22 

adjustment is to lower the marginal cost of energy.   23 
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Q. PLEASE DISCUSS YOUR CONCERNS REGARDING ESTIMATING OF 1 

MARGINAL CAPACITY COSTS. 2 

A. PacifiCorp’s estimates for marginal capacity costs are understated in two 3 

respects.  First, PacifiCorp used a capacity demand level that reflects a 4 

twelve-month average of peak loads rather than using the highest monthly 5 

peak demand over the year.   An average of twelve numbers will always be 6 

less that the maximum value of twelve numbers as long as each of the twelve 7 

values is not identical.  In its planning process, PacifiCorp lays out how it 8 

expects to meet its maximum demand, not just some average level of 9 

demand.  Second, in computing capacity costs, PacifiCorp failed to include 10 

the effect of planning reserve margins.  That is, when peak loads increase by 11 

1 MW, the Company not only needs one additional MW of capacity, the 12 

Company also needs 0.12 MW of capacity reserve, assuming a 12% capacity 13 

planning reserve margin.  Correcting for understating demand and not 14 

including the capacity planning reserve margin increases the total capacity 15 

costs by almost 50%.   16 

Q. WHAT CHANGES DO YOU HAVE TO THE DISTRIBUTION COST STUDY? 17 

A. My principal change is to reclassify customer costs to demand costs within a 18 

portion of the distribution cost study.  PacifiCorp has developed a “feeder 19 

model” in order to capture the different cost burdens imposed by customer 20 

classes insofar as some tend to be located at greater distances from the 21 

substations—and therefore cause more poles and longer conductor lengths to 22 

be installed.  The multi-“branch” feeder model distinguishes between 23 
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“demand” costs and minimum system, or “commitment,” costs.   The latter are 1 

allocated to customer classes residing on the particular branches where each 2 

are located.   Demand costs reflect the cost causation attributable to 3 

customer loads.  A portion of a branch’s demand costs are allocated to 4 

downstream branches insofar as loads of downstream branches are partly 5 

responsible for the greater load-bearing capability of the subject branch.  I 6 

criticize the model for not being consistent in recognizing the commitment 7 

portion of costs in all branches, not just branches carrying no downstream 8 

loads.  More fundamentally, I provide economic arguments against classifying 9 

commitment costs as “customer” costs while allocating them on an un-10 

weighted customer basis—i.e., without regard for the fact that large 11 

customers reap greater benefits from the existence of the minimum 12 

distribution system.  This testimony advocates the allocation of the 13 

commitment costs on the same basis as the Company allocates the demand 14 

portion of the costs; i.e., on a 12-month average share of the jurisdictional 15 

peaks.   16 

  In contrast, I advocate the winter-oriented single-distribution-17 

coincident-peak (1 DCP) contribution as the measure best reflecting cost 18 

causation in the allocation of the demand portion of distribution costs.  To a 19 

considerable degree, the 1 DCP-based allocation of feeder demand costs 20 

cancels the effects of substituting a demand allocator for the customer 21 

allocator with regard to the commitment portion of distribution costs.  That is 22 
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because the wintertime is when the residential class experiences its greatest 1 

loads. 2 

Q. PLEASE SUMMARIZE YOUR LAST THEME, WHICH IS LARGE 3 

INDUSTRIAL ALTERNATIVE RATE OPTIONS. 4 

A. While PacifiCorp has for some time had On-Peak and Off-Peak rates for large 5 

industrial customers (Schedules 47/48), there is only a tenth of a cent 6 

difference between the two rates.    During the months of July and August at 7 

least, the wholesale electric market super-peak/off-peak price differential is in 8 

the multiple-cents range.  The larger difference is incorporated in three 9 

alternative time-of-use schedules that are displayed in this testimony. 10 

 11 

TOPIC 1 – GENERAL COST OF SERVICE AND RATE SPREAD DISCUSSION 12 

 13 

Q. AT THIS PHASE OF THE CASE, WHAT IS PACIFICORP 14 

RECOMMENDING AS OVERALL PERCENTAGE RATE INCREASES FOR 15 

THE VARIOUS CUSTOMER SCHEDULES? 16 

A. The table below contains the percentage increases that PacifiCorp has 17 

targeted for the major customer schedules in its rate design development.  18 

(The percentages shown come directly from the cost-of-service results found 19 

in the Craig Paice Exhibit PPL/905 Paice/1.)   20 

 Residential         8.52% 21 

 General Service Sched. 23 (Secondary)  10.25% 22 

 General Service Sched. 28 (Secondary)  14.81% 23 

 General Service Sched. 30 (Secondary)  15.70% 24 
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 Large Power Service Sched. 48 (Secondary) 15.41% 1 

 Large Power Service Sched. 48 (Primary) 17.62% 2 

 Large Power Service Sched. 48 (Trans.)  19.94% 3 

 Irrigation Schedule 41     16.82% 4 

 Street Lighting Sched’s. 51, 53, 54  54.71% 5 

 Overall Total      11.72% 6 

 7 

 I would note at this point that, not surprisingly, the very large Street Lighting 8 

increase shown in the table was found to be in error.  PacifiCorp will be 9 

submitting corrected figures as part of its reply filing. 10 

Q. WHAT IS THE PURPOSE OF A COST-OF-SERVICE STUDY FOR 11 

UTILITIES? 12 

A. “Rate spread,” or “spreading of the revenue requirement” refers to how the 13 

utility’s entire revenue requirement is allocated to the various customer 14 

classes.  The purpose of the cost-of-service study is to provide a guide to the 15 

rate spread process.   16 

Q. GENERALLY SPEAKING, DID PACIFICORP FOLLOW PREVIOUSLY 17 

ESTABLISHED COMMISSION GUIDELINES IN THE PREPARATION OF 18 

ITS COST-OF-SERVICE STUDY? 19 

A. Yes, to the best of my understanding.  A brief summary of PacifiCorp’s COS 20 

process follows: 1) The overall revenue requirement is split according to three 21 

large functions (generation, transmission, distribution) plus several smaller 22 

functions (e.g., customer – billing).  The functions are targeted to earn equal 23 

rates of return.  2) Marginal costs are estimated for major elements that are 24 

abstracted from within the functions and applied as if the entire utility load 25 



Docket UE 210 Staff/1100 
 Compton/8 

DIRECT_TESTIMONY 72009AAC.DOC 

was served by those elements.  (Example:  While PacifiCorp’s generation is 1 

served by hydro, coal, and wind resources as well as natural-gas-fired 2 

facilities, generation marginal costs have been determined as if the only 3 

generation resources were simple-cycle and combined-cycle gas combustion 4 

turbines [i.e., SCCTs and CCCTs].)  3) Percentage shares of the various 5 

functions’ marginal costs are assigned to the individual rate 6 

classes/schedules using more or less well established procedures.  7 

(Example:  Percentage shares of the energy portion of generation marginal 8 

costs are assigned to the schedules in proportion to their relative shares of 9 

annual energy consumption.)   4) Those same percentages are applied 10 

against the previously established revenue requirement embedded cost 11 

functions, with the results then aggregated to obtain the target revenue 12 

requirement for each rate schedule.  5) The new/target revenue requirement 13 

is compared to the revenues that current rates would yield (applying test 14 

period sales volumes) so as to obtain the requested percentage “rate” 15 

increase for each schedule.  16 

Q. UPON WHICH OF THOSE FIVE AREAS OF THE COST-OF-SERVICE 17 

PROCESS DOES YOUR TESTIMONY CONCENTRATE? 18 

A. I focus on the second and third areas.  Those areas are where I have 19 

significant differences with the Company.  20 

Q. ASSUMING PACIFICORP RECEIVED THE REVENUE INCREASE IT 21 

REQUESTED, DO YOU HAVE AN ALTERNATIVE RATE SPREAD?  22 

A. I have.  Preliminary figures appear as follows:  23 
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 Residential         7.85% 1 

 General Service Sched. 23 (Secondary)    6.18% 2 

 General Service Sched. 28 (Secondary)  18.71% 3 

 General Service Sched. 30 (Secondary)  19.88% 4 

 Large Power Service Sched. 48 (Secondary) 15.92% 5 

 Large Power Service Sched. 48 (Primary) 16.23% 6 

 Large Power Service Sched. 48 (Trans.)  17.14% 7 

 Irrigation Schedule 41     18.92% 8 

 Street Lighting Sched’s. 51, 53, 54    TBD 9 

 Overall Total      11.72% 10 

 11 
 I would urge caution regarding the very low indicated increase for the General 12 

Service Schedule 23.  It is based in part upon a suspiciously high feeder load 13 

factor estimate (Company-supplied) of 90%. 14 

Q. WHY DO YOU SAY “PRELIMINARY FIGURES”? 15 

A. I expect that I’ll find modifications to be appropriate after I have reviewed the 16 

opening filings by CUB and ICNU and the reply filing by the Company.      17 

Q. AT A VERY HIGH LEVEL CAN YOU EXPLAIN THE BASIS OF THE 18 

MAJOR DISCREPANCIES BETWEEN YOUR COS RESULTS AND THE 19 

COMPANY’S? 20 

A. Yes.  Reducing the energy cost estimates while increasing the capacity cost 21 

estimate reduced allocated generation function costs for the higher load-22 

factor customers.  Reclassifying a major share of the distribution costs as 23 

demand-related rather than customer-related reduced the distribution cost 24 

allocation to residential and small commercial customers while increasing that 25 

allocation to all the customers who do not take power directly from the 26 
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transmission lines.  Allocating a major portion of distribution costs on the 1 

basis of the January distribution system peak rather than the average of the 2 

twelve monthly peaks increased the distribution cost allocation to residential 3 

customers while reducing it for irrigation customers.  4 

Q. YOU HAVE PRESENTED THE COMPANY’S AND YOUR OWN SET OF 5 

COST-OF-SERVICE RESULTS.  WOULD YOU BE RECOMMENDING THE 6 

DIRECT ADOPTION OF THOSE RESULTS FOR THE PURPOSE OF THE 7 

“RATES SPREAD,” I.E., THE ACTUAL PERCENTAGE INCREASES 8 

APPLICABLE TO THE INDIVIDUAL CUSTOMER SCHEDULES? 9 

A. It is too early in the case to make any kind of definitive recommendation in 10 

this regard.  For policy and rate shock considerations, I may have some 11 

adjustments to the rate spreads instead of deriving them solely from narrow 12 

cost-of-service considerations.  For example, and depending upon the 13 

ultimate size of the overall general revenue increase, I may propose that no 14 

customer schedule should receive an increase that is more than twice the 15 

overall percentage increase.  Also, it is commonplace for schedules that have 16 

roughly the same COS percentage increase results to receive identical 17 

increases via the rate spread process rather than increases that precisely 18 

match the COS results.   19 

 20 

TOPIC 2 – UPDATED ENERGY COSTS 21 

Q. THE LARGEST, BY FAR, OF THE FUNCTIONALIZED REVENUE 22 

REQUIREMENT CATEGORIES IS GENERATION.  IT ACCOUNTS FOR 23 
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OVER ONE-HALF OF THE TOTAL REVENUE REQUIREMENT.  WHAT 1 

ARE THE PRIMARY COST COMPONENTS OF GENERATION IN 2 

PACIFICORP’S MARGINAL COST (MC) ANALYSIS? 3 

A. The two cost components are demand, or capacity, and energy.  The “stand-4 

in” for energy costs is the cost of fuel needed to produce one kWh by a 5 

combined-cycle combustion turbine (CCCT), plus the amount on a capacity 6 

factor-adjusted, per kWh basis by which capitalized fixed costs of a CCCT 7 

exceed those of a simple-cycle combustion turbine (SCCT). 8 

Q. WHAT IS THE THEORY BEHIND INCLUDING FIXED CAPITAL COSTS AS 9 

PART OF THE ENERGY COMPONENT OF MARGINAL GENERATION 10 

COSTS? 11 

A. The inclusion of incremental fixed costs associated with a CCCT is justified 12 

based on the fact that CCCTs enjoy appreciably lower fuel costs than do 13 

SCCT.  The portion of fixed costs that is not incurred to meet the utility’s 14 

capacity needs but rather to economize on fuel is appropriately classified as 15 

an energy cost. 16 

Q. HOW ARE FUEL COSTS ESTIMATED? 17 

A. The principal energy element (i.e., approximately 90% of the total) used in its 18 

cost study is the Company’s discounted twenty-year natural gas market price 19 

projection. 20 

Q. WOULD YOU PLEASE GIVE ME A SENSE OF THE PRICES USED IN 21 

THAT PROJECTION? 22 
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A. The 2010 figure is $8 per MMBtu, and over the course of the subsequent 1 

nineteen years the range extends from $7.52 to $8.89/MMBtu, with 2 

$8.60/MMBtu being the estimate for 2029. 3 

Q. PUBLISHED NATURAL GAS PRICES HAVE DECLINED IN RECENT 4 

MONTHS.  HAVE YOU UPDATED THE PACIFICORP COST-OF-SERVICE 5 

(COS) STUDY TO REFLECT CURRENT PRICE PROJECTIONS? 6 

A. Staff Data Request No. 325 asks the Company to update its primary energy 7 

cost worksheet, Tab: 5.1 of Exhibit PPL/907.  To get some sense of the effect 8 

on the cost-of-service (COS) results of a reduction in natural gas prices, I 9 

replicated the Company’s COS study, with the only modification being a 10 

reduction of the Company’s yearly fuel price estimates by three-eighths (e.g., 11 

for 2010, $5/MMBtu was substituted for $8/MMBtu). 12 

Q. HAVE YOU PREPARED AN EXHIBIT SHOWING THE EFFECTS ON THE 13 

COS RESULTS OF REDUCING THE NATURAL GAS PRICE 14 

PROJECTIONS? 15 

A. Yes, it is Exhibit Staff/1103, consisting of four pages.  NOTE: For cross-16 

referencing ease, the center footer labels in this and other Staff exhibits 17 

denotes the Company’s hard-copy Exhibit ID and page or Tab number.  18 

The first page of Exhibit Staff/1103 is an exact duplication of Tab: 5.1 of 19 

Exhibit PPL/907, except each figure in the Company’s original Column (H) 20 

has been reduced by three-eighths.  The second page is an exact duplication 21 

of Tab: 2.3 of Exhibit PPL/907, except the 20-year energy cost estimate of 22 

$36.21/MWh on Line 26 has been substituted for the original Company figure 23 
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of $55.70/MWh.  The third page, except for the caveat conveyed in the 1 

footnote, is an exact duplication of Tab: 2.4 of Exhibit PPL/907, except total 2 

energy marginal costs depicted on Line 15 have been recalibrated to 3 

incorporate the updated unit fuel costs from Compton/2, and the generation 4 

Total MC Revenue Requirement (Line 32) incorporates the new energy cost 5 

portion.  Page 4 is an exact duplication of Page 1 of Exhibit PPL/905, but with 6 

Line 5 containing the new generation marginal costs from Line 32 of 7 

Compton/3. 8 

Q. HAVE YOU PROVIDED, FOR DIRECT COMPARISON PURPOSES, 9 

WORKSHEETS FROM THE COMPANY’S ORIGINAL FILING? 10 

A. Yes.  These worksheets compose Exhibit Staff/1102, consisting of the original 11 

worksheets corresponding to the latter three described above.  As previously 12 

noted, the center footer entry for Exhibits Staff/1102 consists of page and tab 13 

identifications from the Company’s filed hard-copy exhibits.  The left footer 14 

entry contains 1) the file name of the Staff’s replication of the Company’s 15 

electronic version of the marginal cost model, and 2) the tab label appearing 16 

on both the Company’s and Staff’s electronic versions of the model. 17 

Q. I NOTE THAT WHILE GENERATION ENERGY-RELATED MARGINAL 18 

COSTS SHRINK FROM $768 MILLION TO $499 MILLION (COMPARING 19 

COLUMN [A], LINE 15 ON, RESPECTIVELY, PAGES 2 AND 3 OF 20 

EXHIBITS 1102 AND 1103), THERE WAS OFTEN VERY LITTLE IMPACT 21 

ON THE FINAL RESULTS SHOWN ON LINE 36 OF THE RESPECTIVE 22 

LAST PAGES OF THE EXHIBITS.  PLEASE EXPLAIN. 23 
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A. The final step of the COS process is to reconcile marginal costs with 1 

functionalized embedded costs.  Unless a particular customer schedule’s 2 

share of total marginal costs is significantly affected by the energy cost 3 

recalibration, that schedule’s final cost allocation of embedded cost 4 

requirements will not change significantly.  I would point out that one 5 

schedule, Large Power Service Schedule 48 – Transmission, would receive 6 

approximately a 1.5% reduction in its COS allocation due to this energy cost 7 

modification. 8 

Q. WHAT IS THE CONCEPTUAL/COST-CAUSATION JUSTIFICATION FOR 9 

REDUCING SOME SCHEDULES’ COST ALLOCATIONS WHILE 10 

INCREASING OTHERS ACCORDING TO THE ENERGY COST 11 

MODIFICATION YOU RECOMMEND? 12 

A. If the relative cost of energy is overstated compared to demand, or capacity, 13 

costs, then high load-factor customers (i.e., those whose energy consumption 14 

is comparatively large relative to their demand) are penalized by way of a 15 

larger generation cost allocation than would be justified according to cost-16 

causation principles.  Conversely, inflated relative energy costs will allow low 17 

load-factor customers to receive a smaller cost allocation than would be 18 

justified according to cost-causation principles.  That is because increasing 19 

the weight given to energy translates to a reduced weight given to demand, 20 

where the low load-factor customers place the comparatively greater burden 21 

on the utility system. 22 

 23 
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TOPIC 3 – FULL GENERATION CAPACITY COSTS 1 

Q. EARLIER IN THIS TESTIMONY, YOU STATED THAT MARGINAL 2 

GENERATION COSTS ARE DIVIDED INTO TWO CATEGORIES: 3 

CAPACITY AND ENERGY.  HOW DOES PACIFICORP ESTIMATE 4 

MARGINAL UNIT CAPACITY COSTS? 5 

A. As shown in Tab: 4.1 of  Exhibit PPL/907, PacifiCorp uses a twenty-year long-6 

run discounted projection of the annualized capacity costs of a Simple-Cycle 7 

Combustion Turbine (SCCT) to establish unit marginal capacity costs. 8 

Q. HOW DOES PACIFICORP CONVERT MARGINAL UNIT CAPACITY 9 

COSTS TO TOTAL SCHEDULE ALLOCATIONS? 10 

A. Load factors based upon each schedule’s loads averaged over the twelve 11 

months’ system peaks are first formulated and then applied to the respective 12 

schedule’s annual average hourly energy consumption to obtain a 12CP-13 

based (i.e., twelve coincident peak-based) system demand level (in MWs at 14 

the generator) for each customer schedule.   The “Peak…System” demand 15 

levels are shown on Line 5 of page 1 of Exhibit Staff/1102.  The peak demand 16 

figure is then multiplied by the unit marginal capacity cost figure (Line 20 of 17 

that same page) to obtain the demand-related portion of marginal generation 18 

costs (Line 1 of page 2 of Exhibit Staff/1102). 19 

Q. DO YOU HAVE CONCERNS WITH THE DESCRIBED PACIFICORP 20 

APPROACH? 21 

A. Yes.  My main concern is that this approach understates the amount of 22 

capacity the PacifiCorp system actually requires—as measured by loads used 23 
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under the Multi-State-Process to allocate system capacity costs to Oregon.   1 

While the referenced (i.e., on page 1 of Exhibit Staff/1102) Line 5 label reads 2 

“Peak Mw…,” what is conveyed in that line does not sum up to the Oregon 3 

jurisdictional system 12-CP monthly average demand, much less the peak 4 

demand.1  Page 11.5 of Exhibit PPL/702 shows the Oregon jurisdiction sum-5 

of-the-twelve-monthly-system-peaks to be 27,608 MWs, for a monthly 6 

average of 2,301 MWs.  That same PPL exhibit page shows the Oregon 7 

jurisdictional peak capacity at the time of the system annual peak (in August) 8 

to be 2,417 MWs.  I would argue that to accommodate Oregon’s load on an 9 

annual peak basis requires 2,417 MWs of capacity.2  That contrasts with the 10 

previously referenced Line 5 sum of 1,990 MWs.  11 

Q. DO YOU HAVE ANY OTHER CONCERNS WITH THE DESCRIBED 12 

PACIFICORP APPROACH TO DETERMINING MARGINAL GENERATION 13 

CAPACITY COSTS? 14 

A. I do.  Another concern is that this approach does not capture the 12% 15 

capacity reserve requirement.  I accomplish such by inflating the Company’s 16 

unit capacity cost by 12%, i.e., raising it from $74.46 to $83.40. 17 

Q. HAVE YOU PREPARED AN EXHIBIT THAT RESOLVES YOUR 18 

CONCERNS REGARDING THE DETERMINATION OF MARGINAL 19 

GENERATION CAPACITY COSTS? 20 

                                            
1   Much of the discrepancy in the two load projections is attributed to one group within the Company 
performing total system load forecasting while a separate group performs individual customer class 
load research. 
2   The principal focal point of PacifiCorp’s IRP is the achievement of its annual system peak capacity 
requirements on a best cost/risk basis. 
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A. Yes, Exhibit Staff/1104.  Line 20 shows the higher capacity unit cost.  And a 1 

new Line 6, “System Capacity Requirement,” has been added to page 1 of 2 

this worksheet (which is substituted for page 1 of Exhibit Staff/1102 [i.e., Tab: 3 

2.3 of Exhibit PPL/907]).  As indicated in the footnote to this worksheet, the 4 

Line 6 figures are merely the original Line 5 figures ratioed-up to reflect the 5 

full system capacity needs attributable to Oregon.   The intent is to preserve 6 

the Company’s 12CP relative allocation across the schedules while 7 

recognizing the full system capacity requirements in establishing the full 8 

marginal demand-related costs that are shown on Line 1 of page 2 of this 9 

exhibit (i.e., Exhibit Staff/1104).  The combined effect of the unit cost increase 10 

and the recognition of the annual peak capacity requirement is to increase the 11 

demand-related marginal generation costs by about a third—as seen by 12 

comparing the page 2 total (i.e., Line 1, Column (A)) with the total shown on 13 

page 2 of Exhibit Staff/1202.  Comparing Line 36 of page 3 of Exhibit 14 

Staff/1204 with that same line on page 3 of Exhibit Staff/1102 (i.e., page 1 of 15 

Exhibit PPL/905) reveals the effect on the final COS allocation of expanding 16 

the demand or capacity portion of marginal generation costs such that they 17 

now reflect the entire amount of Oregon’s system capacity burden.  Just as 18 

the PacifiCorp MC model develops total jurisdictional energy costs based 19 

upon the total projected volume of energy supplied to customers, so should 20 

the MC model of total demand costs reflect the total jurisdictional capacity 21 

burden. 22 
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Q. I NOTE THAT, FOR MOST OF THE CUSTOMER SCHEDULES, 1 

EXPANDING THE GENERATION DEMAND-RELATED MARGINAL COST 2 

HAS VERY LITTLE IMPACT ON THE FINAL RESULTS SHOWN ON LINE 3 

36 OF THE LAST PAGE OF STAFF’S EXHIBIT 1104.  PLEASE EXPLAIN. 4 

A. As expressed previously, the final step of the COS process is to reconcile 5 

marginal costs with functionalized embedded costs.  A particular customer 6 

schedule’s final cost allocation will not change significantly unless the 7 

demand cost recalibration significantly affects its relative share of total 8 

marginal costs (i.e., combining energy and capacity costs).  I would point out 9 

that one schedule, Large Power Service Schedule 48 – Transmission, would 10 

receive approximately a 1% reduction in its COS allocation due to this 11 

demand cost modification.  12 

Q. WHAT IS THE CONCEPTUAL/COST-CAUSATION JUSTIFICATION FOR 13 

REDUCING SOME SCHEDULES’ COST ALLOCATIONS WHILE 14 

INCREASING OTHERS ACCORDING TO THE DEMAND COST 15 

MODIFICATION YOU RECOMMEND? 16 

A. High load-factor customers enjoy a comparative advantage with regard to 17 

demand insofar as they consume more energy from a given level of capacity 18 

than do other customers.  If the importance of demand, or capacity, costs is 19 

diminished compared to the importance of energy costs, then high load-factor 20 

customers will be penalized by way of a larger generation cost allocation than 21 

would be justified according to cost-causation principles.  Conversely, 22 

deflated relative capacity costs will allow low load-factor customers (i.e., those 23 
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who place a comparatively greater capacity burden on the Company’s 1 

system) to receive a smaller cost allocation than would be justified according 2 

to cost-causation principles. 3 

Q. HAVE YOU PREPARED AN EXHIBIT INCORPORATING BOTH THE FULL 4 

SYSTEM CAPACITY REQUIREMENT PLUS THE UPDATED ENERGY 5 

COSTS IN THE DETERMINATION OF MARGINAL GENERATION 6 

CAPACITY COSTS? 7 

A. Yes, Exhibit Staff/1105.  This exhibit is identical to Exhibit Staff/1104 except 8 

for the consequences of substituting, on Line 26 of this Exhibit’s page 1, the 9 

lower generation energy cost from Exhibit Staff/1103.   10 

 11 

TOPIC 4 – REFORMULATED FEEDER COSTS 12 

Q. I NOTICED THAT, FOR PURPOSES OF MODELING MARGINAL COSTS, 13 

GENERATION COSTS ARE BROKEN INTO TWO CATEGORIES: ENERGY 14 

AND CAPACITY.  ARE DISTRIBUTION COSTS MODELED SIMILARLY? 15 

A. Yes, in the sense that there are multiple categories.  The categories are: 16 

Substations; (line) transformers; and poles and conductors.  The latter two 17 

comprise what are referred to as feeders.  18 

Q. UTILITY COSTS ARE COMMONLY CLASSIFIED AS DEMAND-, ENERGY-, 19 

OR CUSTOMER-RELATED—WITH THE CLASSIFICATION PROVIDING 20 

SOME DIRECTION AS TO HOW THE COSTS SHOULD BE ALLOCATED.  21 

HOW ARE SUBSTATIONS AND TRANSFORMERS CLASSIFIED? 22 
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A. Substations are classified as “demand” because the principal cost driver is 1 

the peak level of load that a substation is designed to serve.   Transformers 2 

are largely classified as “customer” because most of the cost of service here 3 

is from merely providing some minimal capacity transformer to either a single 4 

customer, or, if they are in close physical proximity, to as many as three or 5 

four customers.    6 

Q. HOW ARE POLES AND CONDUCTORS, I.E., FEEDERS, CLASSIFIED? 7 

A. It is my understanding that most utilities, including PGE, classify them as 8 

“demand.”  That classification reflects the fact that distribution lines and poles 9 

must be sized to meet the expected amount of peak load placed on them.    10 

Q. DOES PACIFICORP CLASSIFY POLES AND CONDUCTORS AS 11 

“DEMAND”? 12 

A. PacifiCorp has developed a rather elaborate, and abstract, “Feeder Model” for 13 

allocating marginal pole and conductor costs.  It employs a two-part 14 

classification, “demand” and “customer,” for allocating feeder costs to the 15 

different customer schedules. 16 

Q. WHAT ARE MERITS OF THE COMPANY’S FEEDER MODEL?  17 

A. The Feeder Model represents a few advantages relative to the traditional 18 

straight distribution-demand allocation approach in two respects.  First, the 19 

model recognizes that the biggest cost driver is not meeting capacity 20 

requirements per se, but “merely” covering the necessary line miles to serve 21 

the Company’s customers.  Generally speaking, most of the costs of poles 22 

and wires would be incurred even if the lines had zero load-bearing capacity.  23 
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Secondly, recognizing that distance is the primary cost-causative influence on 1 

feeder line costs, the model explicitly incorporates the fact that customer 2 

classes vary in average distance from substations, and thereby impose 3 

different degrees of cost to the system.  4 

Q. HOW DOES THE COMPANY DISTINGUISH THE DIRECTLY DEMAND-5 

RELATED FROM THE “OTHER-RELATED” PORTION OF FEEDER 6 

COSTS, AND WHERE DOES THE CUSTOMER CLASSIFICATION ENTER 7 

THE PICTURE? 8 

A. There are two categories of costs within the Feeder Model: Commitment 9 

costs and Demand costs.  Commitment costs have to do with providing a 10 

minimum-capacity system for connecting customers to substations.  The 11 

costs here are a direct function of the number of miles being traversed, the 12 

number and unit cost of minimum-sized poles per mile, and the minimum-13 

capacity conductor costs per mile.  Demand costs within the Company’s 14 

Feeder Model are the costs of upgrading portions of the network with larger 15 

poles and higher-capacity conductors so as to accommodate greater 16 

customer kW demand than would be associated with the minimum-17 

system/Commitment configuration.  PacifiCorp has classified the Commitment 18 

portion of the feeder costs as “customer.” 19 

Q. DO YOU AGREE WITH HOW THE COMPANY HAS CONSTRUCTED ITS 20 

FEEDER MODEL? 21 

A. I agree with much of the Company feeder model, and the Company should be 22 

commended for its ingenuity and resourcefulness in developing it.  Having 23 
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said that, there are three aspects of the Feeder Model with which I take 1 

exception.   2 

Q. WOULD YOU PLEASE DESCRIBE YOUR FIRST AREA OF CONCERN 3 

REGARDING THE COMPANY’S FEEDER MODEL? 4 

A. Yes, after first providing some detail describing the basic elements of the 5 

Model itself.  Those details are as follows: 6 

1. The Feeder Model’s basic structure consists of seven feeder branches 7 

of equal length, with two of the branches (trunks) sized to 8 

accommodate the loads of the downstream branches (limbs) attached 9 

to them.  Importantly and properly, the additional trunk costs caused by 10 

the downstream limbs are assigned to the limb-occupying customer 11 

classes in proportion to the degree in which the classes’ loads impose 12 

incremental demand, or capacity, burdens upon those trunks.  13 

Because no other downstream limbs “feed” through them, the five 14 

limbs only have to accommodate their own loads. 15 

2. As stated earlier, pole and conductor costs are divided into two 16 

categories, Commitment and Demand.  Commitment costs are a direct 17 

function of the number of miles in the branch, the number of minimum-18 

sized poles per mile and their unit costs, and the minimum-capacity 19 

conductor costs per mile.  Demand costs are the costs of upgrading all 20 

or some portion of a given branch’s length with larger poles and 21 

higher-capacity conductors so as to accommodate greater customer 22 
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kW demand than would be associated with the minimum-1 

system/Commitment configuration.   2 

3. While downstream limbs of the Model have demand/upgrade costs and 3 

minimum-system/Commitment costs separately identified, PacifiCorp 4 

classifies the total costs of the trunks as demand.  This is where I first 5 

depart from the Company. 6 

Q. PLEASE ELABORATE.  7 

A. According to the way the term is defined, “commitment” is required, or can be 8 

visualized, as something that takes place regardless of how much capacity is 9 

ultimately required on a particular length of feeder line.  Commitment” exists 10 

in order that customers can be connected to the portion of the system on 11 

which they reside.  The responsibility for the Commitment portion of a line 12 

segment’s cost properly belongs to the occupants of that segment 13 

themselves, and not to those who reside upstream or downstream from that 14 

segment.  Downstream (i.e., limb) customers should only have to help pay for 15 

the extra capacity burden they place on the upstream segment.  In other 16 

words, the “downstreamers” should only have to share in the Demand portion 17 

of the costs of an upstream branch, not the Commitment portion.  Occupants 18 

of the limbs have to bear their own Commitment costs (i.e., their customer 19 

classes receive the associated cost allocation); it is only proper that the 20 

occupants of the upstream trunks also bear their own commitment costs. 21 

Q. WHAT IS THE PRACTICAL IMPLICATION OF WHAT YOU ARE SAYING? 22 
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A. A portion of the costs of the trunks should be recognized as Commitment 1 

costs.  That portion of costs, in turn, should be allocated to the occupants of 2 

the trunks, and not shared with downstream customers.  The effect is to 3 

assign slightly more of the costs to industrial and large commercial customers 4 

who reside closer to the substations, and to assign slightly less of the costs to 5 

the residential and other customers who tend to reside farther away. 6 

Q. WOULD YOU PLEASE DESCRIBE YOUR SECOND AREA OF CONCERN 7 

REGARDING THE COMPANY’S FEEDER MODEL? 8 

A. My second objection is the classifying of Commitment costs as Customer 9 

costs despite the fact that the number of customers occupying a particular 10 

line segment has nothing to do with Commitment cost-causation and does not 11 

appear in the Company’s Commitment cost formula (which is limited to the 12 

conductor/pole-miles and unit costs). 13 

Q. I AM AWARE THAT UTILITY COSTS ARE ROUTINELY CLASSIFIED AS 14 

EITHER CUSTOMER-, DEMAND-, OR ENERGY-RELATED.  IT DOES NOT 15 

APPEAR THAT ANY OF THOSE THREE TERMS CAPTURE 16 

COMMITMENT COST CAUSATION.  WHY WOULD THE COMPANY 17 

ELECT THE CUSTOMER CLASSIFICATION FOR COMMITMENT COSTS? 18 

A. Since commitment costs are clearly neither demand- nor energy-related, it is 19 

understandable that the Company would elect to label them as customer-20 

related—i.e., by default.   21 

Q. BUT IF DISTRIBUTION FEEDER COMMITMENT COSTS ARE NOT, PER 22 

SE, CUSTOMER-CAUSED, THEN HOW SHOULD THEY BE CLASSIFIED? 23 
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A. To answer that question I would look to both convention and a consideration 1 

of fairness. 2 

Q. WHAT IS THE CONVENTION? 3 

A. As was mentioned earlier, the convention is for feeder costs to be classified 4 

for allocation purposes as entirely demand-related. 5 

Q. HOW WOULD A DEMAND CLASSIFICATION SERVE THE END OF 6 

FAIRNESS? 7 

A. If costs cannot be allocated on a cost-causation basis, they should perhaps 8 

be allocated on a benefits-received basis.  Both energy consumed by 9 

customers and the demand imposed by them correlate with benefits received 10 

by customers from the minimal electric network.     11 

Q. ARE THERE OTHER JUSTIFICATIONS FOR NOT CLASSIFYING FEEDER 12 

COMMITMENT COSTS AS CUSTOMER-RELATED? 13 

A. I have two justifications.  First, minimum distribution system poles and wires—14 

i.e., the Commitment cost portion—can be viewed as an example of a local 15 

public good infrastructure.  County roads are an example of public good 16 

infrastructure that has many elements in common with the Commitment 17 

element of the electric network.  The cost of both is what it takes to connect 18 

point A with point B.  Traffic is not a factor.  (In my neighborhood of rural Polk 19 

County, most of the county roads have gravel surfaces.  Most of the costs of 20 

what might have been a paved road [in order to meet greater traffic demand] 21 

come from the “commitment” itself, i.e., from procuring and clearing the land, 22 

leveling it somewhat, and laying down a fairly thick road base.)  Depending on 23 
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zoning limitations, along the county road may be family farms, mansions on 1 

large estates, and smallish old or manufactured homes on limited acreage 2 

parcels.  Unlike the case with ordinary private goods, which can be priced by 3 

the unit and sold directly to consumers, pricing and cost recovery for public 4 

good infrastructures is typically indirect.   Maintenance and construction of 5 

county roads are generally viewed as being funded by local property taxes, 6 

perhaps supplemented by other local taxes—all of which have an ability-to-7 

pay aspect.  Public good infrastructure is seldom, if ever, funded by a poll or 8 

head tax.  9 

   Classifying Commitment costs as customer-costs on a “one-per-10 

customer” basis without regard for the size and diversity among customers is 11 

equivalent on a macro basis to allocating public infrastructure costs via a poll 12 

tax, where the customer is the polling unit.  In the everyday world of public 13 

infrastructure supply, when we observe some good or service being shared 14 

by members of the public, those members pay for the good or service in 15 

proportion to how much they use it as individuals or in proportion to their 16 

taxable wealth, income, or some other measure of ability-to-pay.3  From the 17 

perspective of having rates that, if not cost-based, are at least benefits-based, 18 

it is appropriate that the Commitment portion of the basic electric distribution 19 

infrastructure also be paid for by a measure that correlates with usage and 20 

                                            
3    Rural parks and campgrounds are good examples of public infrastructure paid for by a 

combination of user fees and general tax funds. 



Docket UE 210 Staff/1100 
 Compton/27 

DIRECT_TESTIMONY 72009AAC.DOC 

benefits received; i.e., according to demand imposed upon, or energy 1 

consumed from, the electric system more broadly conceived.   2 

Q. WHAT IS THE SECOND JUSTIFICATION FOR NOT CLASSIFYING 3 

COMMITMENT COSTS AS CUSTOMER-RELATED COSTS? 4 

A. Consider two utilities that are identical in every respect except utility A’s 5 

service territory is replete with master-metered multi-family dwellings while 6 

utility B’s service territory has only individually metered multi-family 7 

dwelling units.  Since utility B has many more “customers” than does utility 8 

A, classifying Commitment costs as customer-related causes the former’s 9 

residential class to bear a much greater portion of the distribution costs 10 

than would be the case with utility A.  Conversely, non-residential 11 

customers located in utility B’s service territory would benefit from a 12 

smaller cost allocation and lower rates than would identical non-residential 13 

customers located in utility A’s service territory.  Insofar as the residential 14 

class as a whole has the same demand and energy consumption in both 15 

utilities, classifying the Commitment costs as demand- or energy-related 16 

rather than customer-related avoids having overall cost allocations and 17 

rates being an artifact of the method by which multi-unit housing 18 

developers choose to wire and meter their buildings.4 19 

Q. YOU HAVE RECOMMENDED CLASSIFYING COMMITMENT COSTS AS 20 

DEMAND-RELATED.  THERE ARE A NUMBER OF DIFFERENT DEMAND-21 
                                            
4    Due to the extra metering and billing expenses of utility B, that portion of utility B’s costs are 

obviously greater than that for utility A.  Conservation advantages of customers being cost-
responsible for their own consumption, enabled by individual metering, should lead to lower total 
costs for utility B. 



Docket UE 210 Staff/1100 
 Compton/28 

DIRECT_TESTIMONY 72009AAC.DOC 

BASED ALLOCATORS—SUCH AS SYSTEM SINGLE DISTRIBUTION 1 

LEVEL COINCIDENT PEAK (1 DCP), JURISDICTION SUM-OF-TWELVE 2 

COINCIDENT PEAKS (12CP), AND CUSTOMER CLASS NON-3 

COINCIDENT PEAKS (NCP).  DO YOU RECOMMEND ONE OF THESE OR 4 

SOMETHING ELSE FOR ALLOCATING COMMITMENT COSTS? 5 

A. For purposes of this case, I recommend the feeder twelve monthly peaks 6 

(12CP) approach for allocating the Commitment portion of feeder costs. 7 

Q. WHY? 8 

A. It embodies a broad-based perspective that reflects benefits received over the 9 

course of the entire year.  Perhaps that is why PacifiCorp has chosen this 10 

approach for allocating the portion of feeder costs that it classifies as 11 

demand-related. 12 

Q. WOULD YOU USE THIS SAME 12 CP APPROACH FOR ALLOCATING 13 

YOUR NON-COMMITMENT PORTION OF FEEDER COSTS THAT 14 

PACIFICORP USED TO ALLOCATE ITS DEMAND-RELATED PORTION? 15 

A. No, and this brings us to my third area of concern regarding PacifiCorp’s 16 

Feeder Model.  I am personally unaware of the 12 CP approach being used in 17 

the industry for allocating demand-related distribution costs.5 18 

Q. STAFF SEEMS TO BE ACCEPTING IN THIS CASE THE COMPANY’S USE 19 

OF A 12 CP APPROACH TO ALLOCATING SYSTEM GENERATION 20 

CAPACITY COSTS. WHY ARE YOU REJECTING SUCH AN APPROACH 21 

                                            
5    In his book, ENERGY UTILITY RATE SETTING, former Utah Commission Chief-of-Staff, Lowell 

Alt, states (p. 71) “Distribution costs classified as demand-related might be allocated using relative 
class or schedule non-coincident peaks or distribution coincident peaks.” 
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FOR ALLOCATING THE NON-COMMITMENT PORTION OF FEEDER 1 

COSTS? 2 

A. Some would even allocate generation capacity costs based solely on loads 3 

that transpire at the time of the annual coincident peak (i.e., 1CP).  However, 4 

there are other considerations.  The “off-season” scheduled maintenance of a 5 

large baseload plant can render a utility as short, in terms of meeting its 6 

reserves obligation, as it would be during a period of high loads with no 7 

maintenance.  Seasonal market prices and seasonal hydro conditions also 8 

affect the opportunity cost of electric capacity over the course of the year.  But 9 

the same non-load-based considerations do not appear with regards to 10 

distribution costs.  Therefore, a better case for cost-causation based on a 11 

single annual peak or a limited number of monthly peaks can be made for 12 

distribution capacity costs than for generation capacity costs.  As just 13 

acknowledged, to the degree that several months have distribution peaks that 14 

are close to the annual maximum figure, it may be desirable to use a multiple-15 

peak approach rather than the single peak approach.  Obviously, what is 16 

“close” may entail a controversial judgment call. 17 

Q. HOW DO YOU PROPOSE TO ALLOCATE THE NON-COMMITMENT 18 

PORTION OF FEEDER COSTS? 19 

A. I propose using a January single distribution coincidental peak (1 DCP) 20 

approach to allocate the portion of feeder costs that the Company has 21 

classified as Demand.  I would add at this point that the same argument that 22 

justifies the use of the 1 DCP approach to allocating feeder Demand costs will 23 



Docket UE 210 Staff/1100 
 Compton/30 

DIRECT_TESTIMONY 72009AAC.DOC 

also apply to the allocation of the substation portion of distribution costs.  1 

Table 7 (i.e., Compton/15) of Exhibit Staff/1106 shows substations being 2 

allocated on a 1 DCP basis. 3 

Q. HAVE YOU PREPARED AN EXHIBIT ILLUSTRATING THE NUMERICAL 4 

CONSEQUENCES OF THE FEEDER MODEL REFORMULATION 5 

MEASURES YOU HAVE PRESENTED? 6 

A. I have.  Exhibit Staff/1106 consists of  worksheets that incorporate the 7 

recognition of trunk commitment costs, that reclassify all Commitment costs 8 

as 12 CP-demand-related, and that allocate the non-commitment portion of 9 

the feeder demand costs on a single month’s (i.e., January’s) distribution 10 

coincident peak (1 DCP) demand basis.     11 

Q HAVE YOU PREPARED AN EXHIBIT WHICH INCORPORATES ALL OF 12 

THE MARGINAL COST MODEL REVISIONS (I.E., PERTAINING TO BOTH 13 

GENERATION AND DISTRIBUTION COSTS) THAT YOU HAVE 14 

PRESENTED THUS FAR IN YOUR TESTIMONY? 15 

A. Yes.  It is Exhibit Staff/1107. 16 

Q. DOES EXHIBIT STAFF/1107 COMPRISE STAFF’S RECOMMENDATION IN 17 

THIS CASE? 18 

A. On a preliminary basis, yes.   19 

 20 

 21 

 22 

 23 
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TOPIC 5 – GENERAL RATE DESIGN DISCUSSION 1 

Q. IS ACHIEVING EQUITY AMONG THE CUSTOMER SCHEDULES YOUR 2 

PRIMARY OBJECTIVE IN THE JOINT COST-OF-SERVICE AND RATES 3 

SPREAD PROCESS?  4 

A. Yes. 5 

Q. ALONG SIMILAR LINES, WHAT WOULD YOU SAY IS A PRIMARY 6 

OBJECTIVE OF THE RATE DESIGN PROCESS? 7 

A. A primary objective of rate design is to foster economic efficiency—typically 8 

by making prices approximate marginal costs as much as is feasible.  Also, in 9 

the process of setting marginal-cost-oriented rates, equity within each 10 

customer schedule should not be neglected.  I note that there are other 11 

objectives as well, such as administrative ease and simplicity of 12 

understanding by customers. 13 

Q. WOULD YOU GIVE ME AN EXAMPLE OF HOW FOSTERING ECONOMIC 14 

EFFICIENCY MIGHT BE IN CONFLICT WITH PROMOTING RATES 15 

FAIRNESS WITHIN A SCHEDULE?  16 

A. Yes.  Consider the current residential schedule (#4).  It incorporates a basic 17 

charge of $7.50 per month and an energy charge tail-block rate of 5.149¢ per 18 

kWh.  For purposes of this discussion, assume that the marginal cost of 19 

energy was 7¢ per kWh.  Assume furthermore that something close to that 20 

figure could be achieved (i.e., while still collecting the same amount of total 21 

revenues from the residential customers) by eliminating the basic charge 22 

entirely.  The drawback to such a rate design is that the design would 23 
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significantly reduce electric bills for customers who used very small amounts 1 

of electricity: They would be relieved of carrying their share of the customer 2 

costs (e.g., for the service line, the meter, meter reading, and billing) that they 3 

impose on the system. 4 

Q. WHAT IS THE PRIMARY MEANS BY WHICH INTRA-CLASS EQUITY IS 5 

FOSTERED?  6 

A. Intra-class equity is fostered by having the rate elements bear some 7 

connection with the per-unit costs of the functionalized cost elements 8 

described near the beginning of this testimony.   While this may not be 9 

economically efficient, it is more equitable among customers from a 10 

judgmental standpoint. 11 

Q. HOW WELL HAS PACIFICORP ACCOMPLISHED WHAT YOU JUST 12 

DESCRIBED?  13 

A. Frankly, it is hard to say.  Unlike the case with the latest PGE general rate 14 

case filing, PacifiCorp does not post COS-based functionalized revenue 15 

targets on its rate design formulation pages.  This makes monitoring the 16 

connection between functionalized costs and functionalized revenues quite 17 

cumbersome.  Based upon cursory comparisons of PacifiCorp’s rate design 18 

worksheets and COS results, the targets have not always been closely 19 

achieved.  20 

Q. HAVE YOU PREPARED AN EXHIBIT THAT ILLUSTRATES THAT LAST 21 

POINT?  IF SO, PLEASE DESCRIBE IT. 22 
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A. Yes, it is Exhibit Staff/1108.  The first page is from the referenced PGE filing.  1 

The first numeric column on the top of the page shows the functionalized cost 2 

allocation targets (i.e., “Allocated Inputs”).  (“Charge” should be read as 3 

“Cost,” and “Basic” refers to “Customer.”)  From these targets, prices are 4 

developed, and how closely the proposed rates yield revenues that match the 5 

allocated Input targets can readily be discerned.  Now turn to the second 6 

page of the exhibit, which shows a sheet from the current PacifiCorp filing.  7 

Note that while the general cost functions are displayed, there are no 8 

functionalized “Allocated Inputs,” or targets.   To obtain the latter, one must 9 

turn to Exhibit PPL/905 Paice/1 (which is reproduced here as Staff/1102 10 

Compton/3). 11 

   Now consider the “Transmission & Ancillary Service Charge” and costs 12 

as an example for comparing elements of page 2 of Staff/1109 with elements 13 

of page 3 of Staff/1102.  The proposed revenues for this cost category are 14 

shown on page 2 of Staff/1108 as $3,787,830.   By contrast, the combined 15 

Transmission and Ancillary Services costs on page 3 of Staff/1102 (i.e., Line 16 

28 plus Line 30 of Column B) equal $6,821,000), an 80% larger amount.  No 17 

specific explanation or justification was provided for this discrepancy.  But 18 

such discrepancies are not necessarily the norm: the Energy Charge 19 

revenues of page 2 of Staff/1108 match the Generation costs figure of page 3 20 

of Staff/1102 precisely.  21 

Q. ARE MISMATCHES SUCH AS YOU JUST ILLUSTRATED NECESSARILY 22 

PROBLEMATIC?  23 
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A. No, not necessarily.  As long as the schedule’s overall revenue target is met, 1 

low charges for one functional category will be balanced by high charges in 2 

another.  But if, for example, cost recovery takes place through an energy 3 

charge for a category whose cost-causative nature is demand-based, then 4 

there may indeed be a problem.  But again, such problems are not 5 

inevitable—particularly when other recognized regulatory objectives (e.g., 6 

energy conservation) are taken into consideration.  Also, in many instances 7 

(as was seen in the Feeder Model discussion) there can be a lot of ambiguity 8 

regarding the true cost-causative nature of the various accounting line-items 9 

that are included in the functional cost categories.  10 

Q. YOUR DISCLAIMER ASIDE REGARDING THE DIFFICULTY OF AUDITING 11 

PACIFICORP’S PRICES RELATIVE TO FUNCTIONAL COST 12 

CATEGORIES, IS STAFF RECOMMENDING REVISIONS TO THE 13 

COMPANY’S RATE DESIGNS AS PROPOSED?  14 

A. Not generally, and not at this phase of the case. However, I should mention a 15 

number of improvements that could be made to formulate rates that better 16 

capture cost causation.  17 

Q. WOULD YOU GIVE ME SOME EXAMPLES OF POSSIBLE 18 

IMPROVEMENTS?  19 

A. The largest incremental production resource to be included with PacifiCorp’s 20 

western division portfolio over the next several years (i.e., 2012-2016) is a 21 

three- or four-hundred megawatt third quarter (i.e., July-September), heavy-22 
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load-hour, Mid-Columbia front-office transaction.6  Accordingly, a case can be 1 

made that summer loads are expected to drive the Company’s marginal costs 2 

more than winter loads will.  Nevertheless, seasonal rate distinctions do not 3 

appear in PacifiCorp’s rate design proposal for Oregon.  (They do appear 4 

prominently in PacifiCorp’s Utah tariff.)  Elevating the residential tail block rate 5 

in the summer and providing a super-peak time-of-use (TOU) rate for large 6 

industrial customers would be two ways of  better capturing cost causation in 7 

PacifiCorp’s electric utility rates.  8 

Q. WILL YOU BE PROVIDING ANY RECOMMENDATIONS TO REFLECT A 9 

RELATIVELY HIGH SUPER-PEAK/OFF-PEAK SUMMER ENERGY COST 10 

DIFFERENTIAL?  11 

A. Yes. The next section of this testimony presents some large industrial TOU 12 

options for consideration.   13 

Q. BEFORE MOVING ON, PLEASE PROVIDE SOME DISCUSSION 14 

REGARDING WHAT IS PROBABLY THE SINGLE MOST PROMINENT 15 

PRICE IN THE ENTIRE TARIFF—THE RESIDENTIAL BASIC CHARGE, 16 

WHICH IS CURRENTLY $7.50 PER MONTH.  17 

A. The Company is proposing that the basic charge be elevated to $8.50 per 18 

month, which represents a 13% increase.  That amount seems high in view of 19 

the facts that the overall increase requested across all schedules is less than 20 

12%, and the percentage increase requested for the residential class is “only” 21 

8.52%.  Given also that the primary cost driver in this case is production 22 

                                            
6   See Table 8.44 – Preferred Portfolio, Detail Level on page 245 of the 2008 PacifiCorp IRP (Vol. 1). 
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costs, one might question why a customer charge should receive a larger 1 

percent increase than the energy charge receives.  Furthermore, reclassifying 2 

distribution Commitment costs as demand- rather than customer-related 3 

removes an important underlying cost justification for a higher basic charge. 4 

   Therefore, I recommend increasing the residential basic charge at most 5 

to $8.00 per month.  In the event that PacifiCorp’s final revenue requirement 6 

adopted by the Commission is appreciably less than that requested by the 7 

Company, I recommend that the basic charge remain at its current level of 8 

$7.50 per month. 9 

 10 

TOPIC 6 – ALTERNATIVE SUMMERTIME RATES STRUCTURES 11 

FOR LARGE INDUSTRIAL CUSTOMERS 12 

Q. GIVEN, ON YOUR PART, SOME FAMILIARITY WITH LARGE INDUSTRIAL 13 

PRICING BY PACIFICORP IN BOTH UTAH AND OREGON, WHAT IS 14 

MOST STRIKING REGARDING DIFFERENCES BETWEEN THE TWO 15 

STATE TARIFF STRUCTURES? 16 

A. The two sets of prices are shown in Exhibit Staff/1109.  The major differences 17 

are: 18 

1. No seasonality in the Oregon rates; 19 

2. An almost indiscernible distinction in Oregon between the daily on-peak 20 

and off-peak rates; and 21 

3. The existence in Utah, but not in Oregon, of a summer “super-peak,” but 22 

not a “peak,” rating period.  The summer’s off-peak/super-peak price 23 
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separation is much greater than is the winter’s off-peak/on-peak 1 

difference. 2 

4. Demand charges appear much more prominently in the Utah rates—for 3 

the recovery of some of the generation costs, not just distribution costs. 4 

Q. JUDGING FROM THE TITLE OF THIS SECTION OF YOUR TESTIMONY, I 5 

ASSUME YOU WILL BE PROPOSING FOR OREGON SOMETHING 6 

SIMILAR TO WHAT HAS EXISTED FOR SOME TIME IN UTAH.  GIVEN 7 

THE DIFFERENCES IN LOAD PATTERNS BETWEEN UTAH AND 8 

OREGON, WHY MIGHT YOU THINK SOME FORM OF SUPER-PEAK 9 

RATE STRUCTURE WOULD BE APPROPRIATE FOR OREGON? 10 

A. I suggest the following three reasons, any one of which would probably be 11 

sufficient: 12 

    First, Pacific Power & Light Company is a system that integrates through 13 

transmission lines its Pacific and Rocky Mountain divisions.  Except when 14 

those transmission lines are saturated, and possibly allowing for line losses, 15 

the two divisions should face similar marginal operating costs.  Under the 16 

Multi-State regulatory agreement (endorsed by all of PacifiCorp’s jurisdictions 17 

except Washington and, perhaps, California), the largest portion of fixed 18 

generation costs are also held in common.  Apart from a portion of 19 

hydroelectric costs being carved out in favor of the Northwest, energy costs 20 

are allocated among the states on a simple kWh’s-of-annual-gross-21 

consumption basis. 22 
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 Second, even if PP&L were not affiliated with Rocky Mountain Power, or 1 

were not interconnected with the American Southwest via California (resulting 2 

in high summertime market prices), the fact remains that since daily load 3 

patterns are different in the summer than in the winter (with air-conditioning 4 

dominating in the summer and space heating and lighting dominating in the 5 

winter), the summertime diurnal pattern of opportunity costs here in the 6 

Northwest is quite different from the pattern in the winter.   The winter season 7 

tends to have both a morning and an early evening peak while the summer 8 

peak is unitary and greatest in the afternoon. 9 

 Third, a two-part rate with the highest rate occupying only eight hours is 10 

more likely to be advantageous to both customers and the Company.  My 11 

presumption is that a customer will be more likely and able to reduce usage 12 

(to a considerable degree if not entirely) during an eight-hour high-priced 13 

period than during an entire sixteen-hour high-priced peak period.  Also, the 14 

Company’s high super-peak-period energy and capacity costs are reduced as 15 

customer load reductions are focused upon the corresponding highest cost 16 

periods. 17 

Q. HAVE YOU PREPARED AN EXHIBIT SHOWING THE DIURNAL LOCAL 18 

SPOT MARKET PRICE PATTERNS FOR THE TWO SUMMER PEAK 19 

MONTHS (JULY AND AUGUST) OF THE LAST CALENDAR YEAR 20 

(2008)? 21 

A. Yes, in Confidential Exhibit Staff/1110.  It shows the non-Sunday hourly 22 

averages, the Sunday 24-hour averages, and the averages for what are 23 
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designated as the super-peak, shoulder-peak, off-peak, and on-peak 1 

intervals. 2 

Q. HAVE YOU PREPARED AN EXHIBIT WHICH DISPLAYS LARGE 3 

INDUSTRIAL (I.E., SCHEDULES 47/48) ENERGY CHARGES THAT 4 

WOULD COLLECT THE SAME REVENUES FROM THOSE SCHEDULES 5 

FOR THE MONTHS OF JULY AND AUGUST AS THE CHARGES 6 

PROPOSED BY PACIFICORP, BUT WOULD BE MORE INDICATIVE OF 7 

OPPORTUNITY-COST PATTERNS? 8 

A. Yes, it is Exhibit Staff/1111. 9 

Q. DOES STAFF HAVE A RECOMMENDATION TO MAKE FROM AMONG 10 

THE ALTERNATIVES IN THAT EXHIBIT? 11 

A. No, not at this stage of the case.  Our preference is to withhold any formal 12 

recommendation until we have been able to get feedback from 13 

representatives of the affected customers and from the Company. 14 

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY? 15 

A. Yes. 16 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Matt Muldoon.  I am employed by the Public Utility Commission of 3 

Oregon as a Senior Economist in the Economic Research and Financial 4 

Analysis Division.  My business address is 550 Capitol Street NE Suite 215, 5 

Salem, Oregon 97301-2551. 6 

My Witness Qualifications Statement is found in Staff/1201 7 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 8 

A. My testimony examines PacifiCorp’s long-run incremental cost (LRIC) model 9 

integrity.  In this case long-run refers to 20-year data and calculations.  Within 10 

this context the terms “incremental cost” and “marginal cost” are used 11 

interchangeably.  My efforts focused on model verification, primarily of two 12 

spreadsheet models sponsered by Company witness C. Craig Paice: 13 

A. Feeder Model OR 2010; and 14 

B. MC Oregon 2010. 15 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 16 

A. Yes. I prepared Exhibit Staff/1202, consisting of one page. 17 

Q. WHICH PACIFICORP TESTIMONY AND EXHIBITS DID YOU REVIEW? 18 

A. Regarding PacifiCorp’s long-run marginal cost model, I reviewed PacifiCorp’s 19 

LRIC models filed primarily in the direct testimony of C. Craig Paice as Exhibits 20 

PPL/900 through 907, and also reviewed Exhibit PPL/701 of R. Bryce Dalley 21 

and Exhibit PPL/1003 accompanying the direct testimony of William R. Griffith 22 

with respect to billing determinants.   23 
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Q. WHAT ARE YOUR SUMMARY FINDINGS? 1 

A. I detected no inconsistencies or unreasonable constructs not addressed in Staff 2 

witness George Compton’s Exhibit Staff/1100 testimony.  However, I do think 3 

that future reviews would benefit if PacifiCorp developed and implemented 4 

three enhancements to the Company’s LRIC model prior to the Company’s 5 

filing of a subsequent general rate case: 6 

1. A graphical representation of model data flows, with each element identified 7 

by both hard copy and spreadsheet tab references; 8 

2. A comprehensive set of definitions and translations for all acronyms and 9 

abbreviations used in testimony, exhibits, and work papers; 10 

3. Common and consistently placed worksheet and hard copy references; 11 

Q. DID YOU FIND ANY CURRENT PRACTICES BY PACIFICORP 12 

PARTICULARLY HELPFUL? 13 

A. Yes.  The workshops PacifiCorp held on marginal costs were very helpful.  14 

Q. DO YOU BELIEVE PACIFICORP’S LRIC MODEL IS CONSISTENT WITH 15 

THE COMMISSION’S APPROACH FOR DEVELOPING MARGINAL COST 16 

OF ELECTRICITY STUDIES? 17 

A. Yes. In Order No. 98-374 entered Sept 11, 1998, the Commission “allowed 18 

utilities to address the issue of calculating marginal costs in different ways,” 19 

which “has led to significant and productive new approaches to efficient pricing 20 

and costing of electrical service.”  I believe the Company’s Exhibits PPL/900-21 

906 LRIC elements are consistent with the Commission’s aforementioned 22 

finding that “utilities should be allowed to best fit the particular circumstances of 23 
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their systems and nature of their customers.”  Inherent within that finding is the 1 

expectation that LRIC models will be refined over time to best reflect the 2 

operations of the Company and the evolving needs of its customers and 3 

stakeholders. 4 

Q. HOW IS the REMAINDER OF YOUR TESTIMONY ORGANIZED? 5 

A. My testimony describes this review processes as follows: 6 

General Approach ...................................................................................... 3 7 
Example of Specific Data Flows Across Models ........................................ 4 8 

 9 
GENERAL APPROACH 

Q. WHAT WAS YOUR GENERAL APPROACH IN EXAMINING LRIC MODEL 10 

INTEGRITY? 11 

A. I generally used the following approach: 12 

1. Exhibit PPL/906 provided unbundled results of operations and current 13 

rates.  I looked for Oregon normalized revenues and then functionalized 14 

revenues leading to return on rate base. 15 

2. Exhibit PPL/902 summarized this information. 16 

3. Exhibit PPL/701 gave me target overall revenue requirements. 17 

4. Exhibit PPL/901 then drew on the prior cost and rate base assets from 18 

PacifiCorp’s Oregon Results of Operations report to functionalize target 19 

revenue requirements. 20 

5. Exhibit PPL/905 allowed derivation of functionalized target revenue 21 

requirement by class and schedule.  As per Exhibit PPL/900 Paice/4, I 22 

looked for consistency in the allocation of full long-run marginal cost for 23 
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each customer class by function, primarily focusing on generation, 1 

transmission and distribution functions.  (Across this analysis generation 2 

and production are interchangeable terms.)  Total revenue requirement 3 

for a given function was allocated to a given customer class at the same 4 

percentage rate as that class’ share of that function’s total marginal cost. 5 

6. Exhibit PPL/906 provided breakout to FERC accounts or rather into 6 

functionalized buckets.  My focus was monitoring allocations to buckets. 7 

7. Exhibit PPL/907, in general, PacifiCorp’s marginal cost study, found in 8 

Exhibit PPL/907, looks at the marginal cost of resources by customer 9 

class to produce a single additional unit of electricity or add one 10 

additional customer.  My focus was on long-run 20-year marginal costs 11 

on either a mills per kilowatt-hour (kWh) or dollars per customer basis, 12 

largely summarized in Tab 2, Tables 3 and 4.  Long-run unit costs are 13 

broken out by function in Table 3 inclusive of the cost of expanding 14 

facilities.  Table 4 then calculates long-run marginal costs by class. 15 

Q. WERE INCONSISTENCIES OR ERRORS DETECTED THAT ARE NOT 16 

ADDRESSED BY STAFF IN SEPARATE TESTIMONY? 17 

A. No.  In examining functionalization between production, transmission and 18 

distribution; classification and allocation to customer classes, the Company’s 19 

spreadsheet models worked and performed as expected.  To the extent that 20 

models were interlinked, spreadsheets had consistent cell references and 21 

calculated as described in hard copy testimony. 22 
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EXAMPLE of SPECIFIC DATA FLOWS 

Q. DID YOU EXAMINE EXHIBIT PPL/907 MARGINAL TRANSMISSION AND 1 

DISTRIBUTION COSTS AND OTHER SPECIFIC DATA FLOWS? 2 

A. Yes, PPL/907 afforded me an opportunity to study the PacifiCorp Distribution 3 

Feeder model for poles and wires.  When PacifiCorp builds a new branch line 4 

segment (other than a trunk), this model presumes that there is a commitment 5 

to a given cost of poles, conductor and transformers required just to connect 6 

incremental customer points of delivery. 7 

Within this construct, the commitment cost (stated in terms of levelized 8 

dollars per customer per year) is the minimal construction cost for a branch 9 

with smallest single-phase conductor and matching poles.  Costs in excess of 10 

that amount (stated in terms of levelized dollars per kW per year) are 11 

assigned to demand.  This hypothetical feeder model, consisting of five 12 

branches and two trunks (all of equal length), is used to approximate Oregon 13 

composite line statistics in lieu of developing a LRIC model based on a 14 

statistical sampling of actual embedded costs. 15 

Q. DID YOU CONSIDER STAFF’S PROPOSED DISTRIBUTION FEEDER 16 

POLE AND WIRES MODEL REVISION (AS IS DOCUMENTED IN EXHIBIT 17 

STAFF/1100) AS YOU REVIEWED THE INTEGRITY OF PACIFICORP’S 18 

DISTRIBUTION FEEDER MODEL? 19 

A. Yes, I followed Staff witness Dr. George Compton’s proposed distribution 20 

feeder pole and wires model revision.  Therein Dr. Compton proposes to 21 

consistently ascribe commitment costs to all seven segments of the “fishbone” 22 
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feeder model, (to both the five branches and its two trunks) and to allocate 1 

these costs on the basis of the same twelve coincidental peak (12-CP) 2 

methodology that the Company used to allocate its feeder model’s demand 3 

costs..  In contrast, the current PacifiCorp feeder model, as depicted in Exhibit 4 

PPL/907, Tab 1.2 page 5, assigns commitment costs to only the five branches 5 

of the feeder model. 6 

Both the original and Staff’s proposed adjustment maintain model integrity.  7 

Because this is a conceptual model, one expects it to be improved over time.  8 

Assignment of commitment to all segments trunk and branch alike makes for a 9 

simpler and more elegant model with more consistent handling of components. 10 

Q. DID THIS TESTIMONY ARTICULATE ALL OF DR. COMPTON’S 11 

ADJUSTMENTS TO THE PACIFICORP FEEDER MODEL. 12 

A. No, This testimony does not address all the differences between the 13 

PaciCorp feeder model and Dr. George Compton’s proposals. 14 

EX: This testimony does not examine Dr. George Compton’s proposed use of a 15 

three winter jurisdictional demand methodology (3-CP). 16 
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  1 

Q. PLEASE PROVIDE AN EXAMPLE OF DATA FLOW THEREIN. 2 

A. Exhibit Staff/1202 Muldoon/1 displays the interaction of models encountered 3 

while following data flows through PacifiCorp’s 7-Segment (poles and wires) 4 

Feeder Model.  It also shows the plethora of electronic and hard copy markings 5 

one encounters following data flows across models. 6 

Q. WERE ANY INCONSISTENCIES OR ERRORS DETECTED THAT ARE 7 

NOT ADDRESSED ELSEWHERE? 8 

A. No. 9 

Q. DID YOU ENCOUNTER ANY OPPORTUNITIES TO IMPROVE FUTURE 10 

REVIEW OF LRIC DATA FLOWS? 11 

A. Yes. Working through long-run incremental cost data flows demonstrated that 12 

both hard copy and spreadsheet model data could be more uniformly and 13 

consistently labeled.  When moving between models, this effort may speed 14 

future analysis yielding subsequent improvements.  Moreover, participating 15 

parties may then more rapidly match hard copy and electronic spreadsheet 16 

materials. 17 

Q. ARE THERE OTHER OPPORTUNITIES FOR PROCESS IMPROVEMENT? 18 

A. Yes.  A graphical representation of the model data flows with each element 19 

identified by both hard copy and spreadsheet tab references would similarly 20 

orient reviewing parties. 21 

In addition, a comprehensive set of definitions for all acronyms and 22 

abbreviations used is an essential element of rate cases and compilations.  23 
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Within the electrical industry multiple definitions are in aggregate assigned to 1 

short abbreviations.  Three and four character abbreviations can save space 2 

and time when so defined.  However, different meanings are assigned to the 3 

same short abbreviations in different contexts.  Because PacifiCorp operates in 4 

multiple states and Staff reviews materials from different entities, this self 5 

contained translation is important.  Further, maintaining that information online 6 

with a link thereto can keep information current and reduce paper consumption.  7 

As an example, three-character abbreviations in UE 210 may differ in meaning 8 

from that same abbreviation in a Bonneville Power Administration rate case. 9 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 10 

A. Yes. 11 
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Kelcey Brown.  My business address is 550 Capitol Street NE 3 

Suite 215, Salem, Oregon 97301-2551.  I am a Senior Economist in the 4 

Electric and Natural Gas Division of the Utility Program of the Public Utility 5 

Commission of Oregon.  6 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 7 

EXPERIENCE. 8 

A. My Witness Qualification Statement is found in Exhibit Staff/1301. 9 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 10 

A. The purpose of my testimony is to discuss the prudency of four wind-powered 11 

generation resources: Seven Mile Hill II, Glenrock III, High Plains, and Three 12 

Buttes.  In addition, I will respond to Greg Duvall’s second supplemental direct 13 

testimony associated with two issues:  changes in methodologies utilized in the 14 

calculation of net power costs, and whether a stand-alone Transition 15 

Adjustment Mechanism (TAM) should include the variable power costs of new 16 

generation resources if the fixed costs of the generation resources are not 17 

included in rates.   18 

Q.   DO YOU PROPOSE ANY ADJUSTMENTS IN YOUR TESTIMONY? 19 

A. No.   20 

Q. PLEASE SUMMARIZE YOUR POSITION ON THE PRUDENCY OF THE 21 

FOUR WIND-POWERED GENERATION RESOURCES:  SEVEN MILE 22 

HILL II, GLENROCK III, HIGH PLAINS, AND THREE BUTTES.   23 
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A. Staff believes the four wind-powered generation resources are prudent based 1 

on favorable comparisons to the recently acknowledged short-list of bids in the 2 

2008R-1 request for proposal (RFP) proceeding (UM 1368)  and previously 3 

built wind resources.   4 

Q. PLEASE SUMMARIZE YOUR POSITION ON METHODOLOGY CHANGES 5 

IN STAND-ALONE TAM PROCEEDINGS.   6 

A. Staff supports PacifiCorp’s position to have no changes in methodologies in 7 

stand-alone TAM proceedings, however this would not preclude Staff and 8 

Intervenors from proposing adjustments or changes to existing methodologies 9 

that were adopted in the most recent general rate case (GRC).   The TAM 10 

proceeding is intended to be a streamlined narrow proceeding in which the 11 

Company has the ability to update its costs, but in the past it has also taken the 12 

opportunity to update its modeling methodologies.  Staff does not support the 13 

Company making these types of changes in stand-alone TAM proceedings.   14 

Q. PLEASE SUMMARIZE YOUR POSITION ON INCLUDING VARIABLE 15 

POWER COSTS IN THE TAM PROCEEDING WITHOUT THE INCLUSION 16 

OF THE FIXED COSTS IN BASE RATES.   17 

A. Staff does not support the Company’s position, that the dispatch benefit of new 18 

resources should not be reflected in variable power costs and included in rates 19 

until the fixed costs are also included in effective rates.  The TAM is an 20 

automatic adjustment clause that allows the company to update its variable 21 

power costs, which provides significant benefit for the company on a year-to-22 

year basis.  Staff position is that the TAM update should include all resources 23 





Docket UE 210 Staff/1300 
 Brown/4 

 

Q. DID THE COMPANY ACQUIRE THE FOUR RESOURCES THROUGH A 1 

COMMISSION APPROVED RFP PROCEEDING? 2 

A.   No.  The Commissions Competitive Bidding Guidelines3 only require an RFP 3 

process for facilities that are greater than 100 MW and the term is greater than 4 

five years.  All four of the wind-powered resources are below the 100 MW 5 

threshold.  However, the Company did acquire the Three Buttes PPA through a 6 

Company RFP process termed “2008R.” 7 

Q. DID THE COMPANY CONSIDER OTHER RESOURCES FROM THE 8 

2008R? 9 

A. Yes.  According to the Company, it did consider and entered into negotiations 10 

for a 49.5 MW facility in early summer 2008.  However, after months of 11 

negotiations the counterparty was unwilling to agree to PacifiCorp’s terms and 12 

conditions and negotiations were terminated in late 2008.   13 

Q. HAS STAFF COMPARED THE FOUR WIND-POWERED RESOURCES TO 14 

THE 2008R BIDS OR THE RECENTLY ACKNOWLEDGED SHORT-LIST 15 

OF BIDS IN THE 2008R-1 RFP?   16 

A. Yes.  In Staff Data Request No. 2904 the Company provided a comparison of 17 

the four new resources to seven bids from the 2008R-1 and four existing 18 

resources.  The following criteria were used in the comparison:  levelized 19 

$/MWh over the life of the resource, $/MW expected capital cost, 20 

interconnection cost, estimated or actual capacity factor, and projected wind 21 

integration costs.   22 
                                            
3 See Guideline 1 Order No. 06-446 (at 3).   
4 See Confidential Exhibit Staff/1302, Brown/1. 
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power purchase costs, loads, new resources and contracts. Instead, the 1 

Company has taken the opportunity to make significant changes in its modeling 2 

methodologies that are difficult for Staff and Intervenors to fully review the 3 

ramifications of in a shortened period of time.     4 

Q. IS IT APPROPRIATE FOR THE COMPANY TO CONTINUE TO CORRECT 5 

METHODOLOGIES ASSOCIATED WITH AN ERROR IN THE MODEL? 6 

A. Yes.  If the Company can sufficiently demonstrate to parties that a change in 7 

methodology is necessary due to an error that the Company has discovered in 8 

its modeling, this is an appropriate change to make in either a TAM or GRC 9 

proceeding.   10 

Q. IS THE COMPANY CURRENTLY ALLOWED TO CHANGE ITS LEAST 11 

COST DISPATCH MODEL (GRID) WITHOUT PRIOR CONSENT FROM 12 

STAFF AND INTERVENORS? 13 

A. No.  Prior to filing its annual TAM filing the Company must get the consent of 14 

Staff and Intervenors before filing net variable power costs using a new version 15 

of the GRID model.  There is no reason the same criteria cannot be applied to 16 

changes in methodologies that the Company believes are necessary due to the 17 

finding of an error or a needed correction.   18 

Q. WOULD THIS PRECLUDE STAFF OR INTERVENORS FROM 19 

SUGGESTING CHANGES OR ADJUSTMENTS ASSOCIATED WITH 20 

EXISTING MODELING METHDOLOGIES?   21 

A. No.  To only allow Staff and Intervenors a single year (GRC year) in which to 22 

propose changes to the model is inappropriate.  These models are extremely 23 
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complex and take a significant amount of time to fully evaluate and understand.  1 

With changing power prices or fuel contracts a change in methodology may not 2 

be fully isolated or understood for several years.  Staff and Intervenors should 3 

not be precluded from proposing adjustments in a TAM proceeding.   4 

Q. HAS THE COMMISSION EVER RAISED CONCERNS ABOUT THE 5 

ABILITY OF STAFF AND INTERVENORS TO PROPOSE ADJUSTMENTS 6 

IN THE TAM PROCEEDING?  7 

A. Yes.  In the original order establishing the TAM procedure the Commission 8 

recognized this very concern in the following statement, “We are somewhat 9 

concerned about establishing the TAM with its annual update because there is 10 

a certain amount of one-sidedness to PacifiCorp’s annual updates without 11 

concomitant adjustments by intervenors and Staff. We will continue to look at 12 

the TAM and investigate to whatever extent we believe is necessary.”6 13 

  14 

New Resources 15 

Q. PLEASE SUMMARIZE STAFF’S RECOMMENDATION WITH REGARD TO 16 

NEW RESOURCES AND THE ANNUAL TAM PROCEEDING.   17 

A.  Including new facilities that are used and useful as of January 1 of the test 18 

year into net power costs is reflective of the actual variable power costs that 19 

PacifiCorp will incur, and therefore appropriate for ratemaking.   20 

Q. IS THIS THE FIRST TIME THAT STAFF OR INTERVENORS HAS MADE 21 

THIS TYPE OF RECOMMENDATION?  22 

                                            
6 See Order No. 05-1050, at 21. 
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A. No.  In UE 170, Staff recommended that PacifiCorp include all new resources 1 

and their impact on net variable power costs in rates, regardless of whether the 2 

fixed costs of those resources were also included in rates.  Staff argued that 3 

including all new resources in the power cost modeling would provide a better 4 

representation of the actual costs that PacifiCorp would incur in the test period.  5 

PacifiCorp accepted this recommendation within its sursurrebuttal testimony in 6 

UE 170.7  , PacifiCorp indicated that changing the mechanism to incorporate 7 

new resources would address CUB’s concern about “phantom costs” and 8 

eliminate reliance on proxy market purchases.   9 

Q. WHEN CAN A UTILITY FILE A GENERAL RATE CASE IN ORDER TO 10 

RECOVER THE FIXED COSTS OF NEW RESOURCES?    11 

A. A utility has complete discretion when to file a general rate case for recovery of 12 

fixed capital costs.   13 

Q. PLEASE DISCUSS PACIFICORP’S ARGUMENT THAT THE 14 

COMMISSION ENDORSED A POLICY OF MATCHING THE RECOVERY 15 

OF FIXED AND VARIABLE COSTS FOR RENEWABLE RESOURCES 16 

AND THEREFORE SHOULD APPLY THE SAME STANDARD TO NON-17 

RENEWABLE RESOURCES. 18 

A. Section 13 of Senate Bill 838 required the Commission to establish an 19 

automatic adjustment clause that would allow timely recovery of prudently 20 

incurred costs.  Therefore, the Commission approved a stipulation in which the 21 

parties agreed to allow the utility to recover the fixed costs of renewable 22 

                                            
7 See PPL/702, Omohundro/2. 
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resources if the dispatch benefits associated with those resources are also 1 

included in rates.  Senate Bill 838 requires certain utilities to meet renewable 2 

portfolio standard obligations and aggressive renewable acquisition targets. 3 

The legislature likely included the automatic adjustment mechanism to mitigate 4 

the “regulatory lag” associated with its RPS requirements.  Similar mandates 5 

do not apply to the acquisition of non-renewable resources.  6 

Q. WAS PGE ABLE TO SYNCHORONIZE THE FIXED AND VARIABLE COST 7 

RECOVERY OF ITS PORT WESTWARD GENERATING FACILITY? 8 

A. Yes.  PGE filed a GRC proceeding before the facility was completed in order to 9 

recoup fixed costs from customers at the same time that customers recognized 10 

the variable costs of the resource.   11 

Q. DOES PACIFICORP HAVE THE SAME OPTION, TO FILE A GRC 12 

PROCEEDING IN ORDER TO RECOUP FIXED COSTS AT THE SAME 13 

TIME THAT CUSTOMERS WOULD REALIZE THE DISPATCH BENEFIT 14 

OF THE RESOURCE? 15 

A. Yes.   16 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 17 

A. Yes. 18 
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