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Direct Testimony of Thomas C. Brill, Ph.D.
l. INTRODUCTION
Please state your name and occupation.
My name is Dr. Thomas C. Brill. 1 am employed by the Division of Public Utilities of

the Utah Department of Commerce as a Technical Consultant.

What is your business address?

Heber M. Wells Office Building, 160 East 300 South, Salt Lake City, Utah, 84114,

On whose behalf are you testifying?

The Division of Public Utilities (Division).

Do you have any exhibits that you are filing that accompany your testimony?
Yes. My resume is attached as Exhibit 3.1. Exhibit 3.2 summarizes the Division’s

adjustments.

Please outline the projects you have worked on since coming to the Division.

I joined the Division in June 2005 and participated in several of the ongoing task forces.
I managed the Division’s team that investigated the proposed Power Cost Adjustment
Mechanism (PCAM) application (Docket No. 05-035-102). In 2006, | managed the
Division’s team that investigated PacifiCorp’s general rate case application (Docket No.

06-035-21). In 2007 and also 2008, | coordinated the Division’s participation in the
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Company’s Requests for Proposals (RFP).! | am managing the rate case team for the

Division in this docket.

Have you previously testified before the Commission?
Yes. | provided the Stipulation Settlement Testimony in Docket No. 06-035-21 on

August 17, 2006, which was the Company’s previous general rate case.

What is the purpose of your testimony that you are now filing?

My testimony introduces the Division’s witnesses who testify in this phase of the docket,
as well as the two earlier phases of the docket, along with a brief explanation of the
adjustments recommended by each witness. | will present the Division’s overall revenue
requirement recommendation. In addition, I present the Division’s position and
recommendations regarding certain policy considerations, including reporting
requirements, future rate case filings, ratepayer safeguards, and scheduling issues for
future rate cases. | also present the Division’s comments and recommendations on the
interim rate-spread to be used between this phase of the case and the rate design phase to

be conducted later this year.

What is the Division's recommendation for revenue requirement?
The Division recommends the revenue requirement be set at $46.1 million. Beginning

with the Company's revised filing of $99.8 million, the Division arrived at $46.1 million

! Docket Nos. 05-035-47 and 07-035-93.
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with a $22.4 return on equity (ROE) adjustment, a total of $3.1 million in net power cost
adjustments, and a total of $28.2 million in various auditing adjustments. Exhibit 3.2
outlines each of the Division’s auditing adjustments which will be discussed in detail in

testimony provided by the pertinent Division witnesses.

1. BACKGROUND AND OVERVIEW

Will you briefly review the background and factual framework surrounding this
docket?

Yes. On December 17, 2007, Rocky Mountain Power (the Company) filed an application
with the Utah Public Service Commission (Commission) for an increase to its retail rates
in Utah to recover additional annual revenues of approximately $161.2 million or 11.3
percent. The Company’s request was based on a forecasted test year ending June 30,
2009 and a ROE of 10.75 percent. The Division filed testimony that did not oppose using
the June 2009 test period proposed by the Company, as we determined that our auditors
could appropriately and adequately adjust revenues, expenses, rate base, or forecasts to
ensure that the test year best reflects the conditions that the Company will encounter

during the rate-effective period.

However, on January 11, 2008, the Utah Association of Energy Users (UAE Intervention
Group) requested a hearing for the Commission to determine the appropriate test period

to be used for purposes of this general rate case. A hearing was held on February 7,
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2008, in which the intervening parties presented evidence regarding the appropriate test
period to be used in this matter. On February 14, 2008, the Commission issued its Test
Period Order requiring the Company to resubmit the rate increase application using a
calendar year 2008 test period. Therefore, on March 10, 2008, the Company filed a
revised overall revenue increase request of $99.8 million. The Company’s revised filing
included reductions for the depreciation settlement (Docket No. 07-035-13), the Deferred
Accounting Order (Docket No. 06-035-163) and (Docket No. 07-035-14), and changes to

the filing from the Commission’s Test Year Order in this rate case.

INTRODUCTION OF WITNESSES AND ACCOMPANYING ADJUSTMENTS

Please identify the Division’s witnesses for the revenue requirement phase of this
docket.

DPU witness 1.0 is Dr. Joni Zenger, who previously filed Test Year testimony in this
case on January 25, 2008. DPU witness 2.0, Mr. Charles Peterson, filed testimony on
March 31, 2008. His testimony addressed issues related to the cost of capital requested
by the Company. DPU witness 4.0 is Mr. David Thomson. He will cover adjustments
related to property tax expenses, rent expense, outside services, airplane expenses,
miscellaneous expenses, and customer operation and maintenance (O&M) expenses.

DPU witness 5.0 is Mr. Mark Garrett of The Garrett Group, Oklahoma City, Oklahoma.
Mr. Garrett is a consultant retained by the Division in this case to help with the auditing

process. He will address adjustments pertaining to the lead-lag study and its reduction to
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cash working capital, incentives, and payroll expenses. DPU witness 6.0 is Mr. Jamie
Dalton, who discusses adjustments related to net power costs. DPU witness 7.0 is Mr.
Matthew Croft. He will address adjustments related to wind generation O&M expenses,
office supplies and expenses, and new plant additions. Mr. Croft also ran the Regulatory
Adjustment Model (RAM) and the Jurisdictional Allocation Model (JAM) for the
Division. DPU witness 8.0 is Ms. Brenda Salter, who covers membership dues. The
Division will also introduce other witnesses in Phase 11 of the case, which address cost of

service and rate design issues.

Regarding the work of the Division witnesses, will you please provide an overview of
the Division’s adjustments?

Yes. The Division began looking at the base period, July 1, 2006 through June 30, 2007.
Once the Company submitted the calendar year 2008 revised filing (on March 10, 2008),
the Division began working on the calendar year 2008 test period data to determine the
reasonableness of the Company’s adjustments and projections. As each witness will
explain in their respective testimony, the Division’s staff and consultant (collectively
“Staff”’) worked to verify these adjustments to the Company’s filing. The Division Staff

is proposing specific adjustments to the Company’s revised filing.

Please explain the methodology used to model the adjustments proposed by the

various Division witnesses.
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PacifiCorp’s December 2008 JAM was used in conjunction with the various “template”
spreadsheets in order to model the adjustments proposed by the various Division
witnesses. The individual templates were provided under Mr. Steven McDougal’s Direct
Supplemental Testimony, Exhibit RMP SRM-1S(a). The proposed adjustments (total
Company) were entered into their respective templates in order to come up with the JAM
Inputs. These JAM Inputs were then pasted into the Inputs Tab of the December 2008
JAM. The December 2008 JAM was then re-calculated using the Rolled-In method in
order to provide the December 2008 Rolled-In Revenue Requirement as required by the
Commission’s Order in Docket No. 02-035-04 regarding inter-jurisdictional cost
allocation. In order to implement the Rate Mitigation Cap of 101.25 percent, the model
was then re-calculated under the Revised Protocol Method. A new Utah Capped Revised
Protocol revenue requirement was calculated after each adjustment in order to determine
the net effect of each adjustment. The Division’s recommended revenue requirement of

$46.1 million includes the Rate Mitigation Cap.

Did you prepare a summary of the Division’s adjustments that you describe above?
Yes, attached to my testimony, please find Exhibit No. DPU 3.2, which summarizes each
of the Division’s adjustments. This spreadsheet first describes the type or name of the
adjustment in Column A and then states the Division witness who is proposing the
adjustment in Column B. Column C identifies the DPU Exhibit No, and Column D lists
the JAM Input Order. Columns F and G show the total Company and Utah allocation of

the proposed adjustments prior to entering them into the December 2008 JAM. Column H
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shows the modeled effect of each adjustment under the Capped Revised Protocol. In
other words, Column H shows the capped revised revenue requirement effect after the

adjustments have been run through the December 2008 JAM.

Please describe the methodology that you used in preparing the inputs into the
JAM?

Yes, each of the accounting adjustments were entered into the model in the order listed in
Column D. For instance, adjustments relating to Capital Cost were entered into the
model first, followed by rate base adjustments and finally expense adjustments in order to

accurately reflect the net effect of each adjustment.

What ROE is the Division’s recommending for this case?
As shown on line 3 in Column A, the Division is recommending an ROE of 10.1%,
which, as previously mentioned, will be supported by Division witness Mr. Peterson

(DPU Exhibit No. 2.0.)

IV.  THEDIVISION’S POLICY RECOMMENDATIONS

Are there any policy issues that you would like to request the Commission to
consider or implement?
Yes. Dr. Zenger, in her Direct Testimony on Test Year (DPU Exhibit No. 1.0), identified

the Division’s need to have access to the Company’s forecasts and actual data in order to
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monitor the Company’s performance relative to its forecasts.? The Division
recommends that the Company file detailed variance reports comparing its actual results
with those forecasted in the rate case; these should be submitted with the Company’s
results of operations which are filed semi-annually. The variance reports are useful in
order to track the earnings of the Company and to track Company forecasts. A detailed
description of the type of reporting that we are recommending is described in the Test
Period Stipulation in Docket No. 04-035-42 (which also addresses the Company’s
changed fiscal year due to the MidAmerican merger):

PacifiCorp agrees to file with the Parties by December 1, 2005
actual FY2006 revenue, expense, capital, customer loads and net
power cost information (without normalizing, annualizing or
Commission-ordered adjustments) for the first six months of FY
2006 (April 1, 2005 to September 30, 2005). The above
information will be provided to the Parties on both a total company
and Utah-allocated basis. PacifiCorp also agrees to file with all
Parties by December 15, 2005, a report for the following functional
categories: steam, hydro, other production, power supply,
transmission, distribution, customer service, customer accounting
and administrative and general expenses. The report will compare
PacifiCorp’s 6 months actual results (April through September
2005) and 6 month forecast (October 2005 through March 2006)
with the Commission’s Joint Numerical Exhibit and PacifiCorp’s
original filed forecast. Each of these six month periods (actual and
forecast) will be provided separately and on a 12-month combined
basis. The report will also provide an explanation of any variances
that exceed 10% between the data provided and PacifiCorp’s
original filed forecast.®

Simultaneously with the Company’s semi-annual results of operations, the Division

recommends that the Company continue to file semi-annual variance reports (similar to

2 Direct Testimony of Joni S. Zenger, Ph.D., DPU Exhibit 1.0, pp. 18-19, lines 368-371.
3 Test Period Stipulation, Docket No. 04-035-42, October 7, 2004, pp. 14-15.
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those filed under Tab 11 of the Results of Operations) that contain the following
information: capital expenditures, demand and energy usage, expected fuel costs,
operating and maintenance expenses by FERC account, power purchases, and revenues.
In order for the information to be useful to the Division as an analytical tool, the variance
reports need to be consistent, in Excel format, and clearly identify the forecasted data
versus actual data. The format of the data provided in the variance reports needs to be
comparable to the results of operation information, as provided in general rate case
filings. In addition, the O&M portion of Tab 11 of the Company’s Semi-Annual Report
filing needs to be broken down in further detail, as described above, in order for it to be
an acceptable analytical tool. This would allow the Division and other parties to look at
the Company’s forecasting assumptions and accuracy of forecasts between rate cases.
With the test year issue coming early in the rate case, this also would facilitate the ability

of the parties to determine the appropriate test year in future rate cases.

Wasn’t there already a commitment put in place that addresses the variance
reports?

Yes there was. In Docket No. 06-035-21, certain parties signed a Stipulation filed on
July 21, 2006 and accepted by the Commission with the Report and Order dated
December 1, 2006. Part of the Stipulation included a side letter, also dated July 21, 2006,

memorializing the commitments and agreements in the Stipulation. In my Stipulation

10
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Testimony dated August 17, 2006, | describe the variance report commitment (bold and
italics added): 4

PacifiCorp further agrees that it will provide information on certain
items that may vary from the information in the forecasted revenue
requirement in Docket No. 06-035-21. The Company will include
a new tab in its Results of Operations Report filed on September
30, 2007, for the period ending June 30, 2007, on a one-time basis
that will include the following factual information:

MEHC corporate charges incurred,

Demand and energy loads,

Manpower levels and associated benefit costs, and
Capital additions

As one can see, this agreement was on a one-time basis and was part of the reason that
the Division supported the fully forecasted test period in that docket. We are
recommending that the Commission adopt a similar filing requirement as an ongoing
reporting requirement in order for the Division and other parties to be able to evaluate the
Company’s forecasts, especially in the event that a fully forecasted test period is filed in
future rate cases. This is not intended to add to the Company’s burden, but could perhaps
even reduce the number of data requests and discovery required during general rate cases.
I believe this commitment needs to be made a permanent policy going forward, and we
recommend that the Commission institutionalize this commitment in this rate case. The
Division recommends that the Company submit a 2-year forecast based on their annual
results of operations. This will allow the Division to determine if the Company is likely
to over or under earn. This should be of sufficient detail for the Division to determine if

a show cause motion is warranted to adjust rates.

4 Stipulation Testimony of Thomas C. Brill, Ph.D., Docket No. 06-035-21, pp. 9-10, lines 186-196.

11
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In Dr. Zenger’s Testimony, she mentioned that there might be other policy matters
that the Division’s policy witness would address. Will you please discuss those
concerns?

Yes. In the event that the Company files an application for a rate increase using a fully
forecasted test period, we believe that potential ratepayer safeguards need to be
implemented. For example, if a generation plant does not go online as scheduled, the
level of projected expenditures contained in the rate case filing may not be achieved.
There should be a safeguard put in place in the event that actual costs in the areas of
capital expenditures on operation and maintenance fall short of budgeted or forecasted

amounts.

How do you recommend this type of safeguard be put in place?

I recommend that major projects, such as generation plant and other large capital
projects, be put in rates on a phased-in basis. This means that rates would be recovered
for costs assigned to particular major projects in the latter portion of the test period or as
project milestones are reached throughout the project. This means that if a major project
is planned, there would be milestones assigned to that project. As the Company meets
each milestone of the project, then the costs would be phased-in at that time. This would
both assure ratepayers that they are not paying for projects which could be delayed, as
well as keep the Company on a Company-determined timeline for meeting each stage of

the project.

12
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Will you please now turn to the task forces that were established to address electric
rate case issues, after the implementation of UCA 8 54-4-4-(3)?

Yes, as a result of the 2004 general rate case (Docket No. 04-035-42) and in order to
implement the new legislation that allowed the use of a 20-month projected test period, a
task force was established to develop and propose rules relating to the timing and
procedural requirements that should be considered with regard to filing requirements,

discovery, and timing of the test period hearing. °

What were the results of the work performed in the task forces?

The task forces filed task force reports with the Commission, along with several filing
requirement attachments, known as Attachments A through E respectively. The
attachments contained revenue requirement filing information, additional cost of service
filing information, and data request filing information that were developed
collaboratively. The attachments were filed as part of the Stipulation of the parties, with
a consensus approving Attachment A, but with no agreement on the requirements of the
other attachments. The Commission issued a Motion for Approval of the Stipulation and
the associated attachments on January 30, 2006.% The terms of the Stipulation specified
that the agreements were to apply only to the Company’s next general rate case
application. However, the Company voluntarily provided the filing information as part of

this rate case.

> UCA § 54-4-4(3).
& Motion for Approval of Stipulation on Filing Requirements, Discovery, and Timing of Test Period Hearing,
Docket No. 04-035-42, January 30, 2006.

13
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Will you please describe the recommendations from the Discovery Task Force
Report?
Yes. The task force report made several recommendations, including the following:

... that the commission and the Parties evaluate their experience

with the additional filing obligations, data requests and other

discovery mechanisms that will or may be used in PacifiCorp’s

next general rate case. Experience gained in that proceeding will

undoubtedly be useful in evaluating which proposed mechanisms

are useful for their designed purposes.’
Based on the Division’s experience in the last general rate case, as well as in this
current case, what are your recommendations with respect to the above-referenced
mechanisms?
The Division was able to begin our audit before the Company filed in this case because,
the Company filed 30 days advanced notice of the rate case filing, as was the case in
Docket No. 06-035-21. In its initial filing, the Company also filed the base period and
proposed test year results of operations and also identified the major drivers that led to
the proposed rate increase. This allowed the Division to begin asking for targeted data
requests within the scope of our initial audit. The Company voluntarily provided
responses to Master Data Requests A and B as agreed to by the Discovery Task Force. In

addition, the Company allowed the Division to have access to its SAP accounting system,

RAM/JAM models, GRID model, and Cost of Service Model. We were able to meet

” Discovery Task Force Report, Docket No. 04-035-42, January 31, 2005, p. 3.

14
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with the Company’s witnesses and ask and clarify questions that we posed regarding the

various models.

Again, the terms of the Stipulation in Docket No. 04-035-42, regarding the filing
requirements, test year, and discovery task forces stated that the Company would file the
advance notice, documents, master data sets, etc. for only the next rate case. Currently,
there is nothing binding the Company to pre-file or to present this information to the
parties for any subsequent rate case filings. We propose that these specific filing
requirements be made a permanent part of future general rate case filings. As an
alternative, the Division recommends that the Commission initiate a rule making to

determine the filing requirements for both Questar and PacifiCorp.

Were there any particular policy issues with regard to scheduling that were
problematic in this case?

Yes, the Test Year Task Force Report stated that the test period decision should be made
within 65 days of the rate case filing. There are legitimate reasons for having this issue
decided up front, such as having intervening parties working on the same data set.
However, in this instance, the Division had a little less than two weeks to make the test
year period determination. Some parties expressed that this was too little time to make a
decision on test year. It is not clear whether this decision, as some parties have
suggested, could be decided as part of the revenue requirement phase, but it should be

considered.

15
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Furthermore, the delay in receiving the amended filing due to the Commission’s order on
test year in this case was problematic. At the hearing on test year, when asked if the
delay would be a problem, the Division indicated that it would be able to complete its
work in a timely manner. However, the amended filing was not received until March 10.
As a result, the Division conducted its investigation in a timeframe that was shortened
considerably. The Division was able to complete its investigation because of the
contribution by its outside consultant. In November 2007, when the Division became
aware that both Questar and PacifiCorp were likely to file rate cases at about the same
time, the Division decided to hire a consultant to help with the auditing in either or both
of the cases. In other words, the Division hired a consultant because two rate cases
would be occurring simultaneously. If the Division had not hired a consultant early on to
help with the auditing in both cases, we may not have been able to complete our audit in

a timely manner.

What do you recommend with respect to the scheduling of the test period issue?
Though difficult, the Division believes that deciding the test year within the 65 days is
doable. However, it would be helpful to receive further instruction from the Commission
on how to determine the test period that best reflects the conditions the Company will
face when the rates go into effect. In closing remarks during the Test Year Hearing, the
Division stated:

The DPU also believes that the choice between the June 2009 or
December 2008 periods is essentially a policy decision of the

16
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Commission. Although the decision needs to be based on the

record, the Commission is free to emphasize certain factors over

others. The emphasis given may drive the test year decision. The

DPU urges the Commission to make its decision quickly and when

it writes its Order on these issues to provide guidance to the parties

so that test years and test year disputes can be more efficiently

managed.®
The Commission’s Order, which set the calendar year 2008 as the test period in this case,
states: “this finding is based on an evaluation and balancing of factors relevant to
selection of a test period identified in our October 20, 2004, Order in Docket No. 04-035-
42.7° 1t would be helpful if the Commission explained what weight to give to each factor

or how these factors can be balanced in order to avoid future test year disputes and

changes in test year in mid-case.

Does the Division have any other recommendations with respect to the test period
decision and the overall rate case timeline?

Yes, in the event that the Commission selects a test period other than the test period filed
by the Company in its original application, the Division recommends that the 240-day
statutory clock be stopped and then started again once the Company has filed all the
necessary information for the new test year. This will allow our auditors and analysts
sufficient time to make a full recommendation on the appropriate just and reasonable
revenue requirement, net power costs, cost of capital, etc. With the original rate case
application filed on December 17, 2007, the 240-statutory deadline to complete the case

and have the final Commission order would be on August 13, 2008. In this docket, the

8 Closing Argument of the Utah Division of Public Utilities Regarding Test Year, February 13, 2008, p. 4.
°Order on Test Period, Docket No. 07-035-93, February 14, 2008, p. 2.
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Commission ordered the Company to re-file its application using the calendar year 2008
test period, and the Company filed its calendar year 2008 results of operations on March
10, leaving only 156 days before the August 13 deadline. The Division’s auditors
traveled to Portland on February 11-15 to conduct auditing procedures, but had to first
verify rate case assumptions. With the compressed time schedule, our audit adjustments
were ultimately based on statistical analysis more than the detailed audit procedures that
we would have worked on had there been the complete 240 days to complete the revised

test period case.

Does stopping and starting the regulatory clock present some legal issues?

It may. As an alternative to starting and stopping the clock, the Company could file its
test year case in advance of filing the rate case. For example, the Commission could
order the Company to file a 60-day notice of intent to file a rate case. At the same time,
the Company could file the information for its proposed test year, which could be decided
within the first 30 days of the rate case. This alternative would allow more time for the

parties to investigate the appropriate test year within the time allotted.

V. OTHER RATE CASE CONSIDERATIONS

Since about 1982, the Company has used a partial normalization method for

deferred taxes. However, in this case, the Company has switched to 100 percent

normalization. How did the Division discover this change in policy?

18
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The Division’s consultant, Mr. Garret, brought it to our attention. Normally, the
Company would indicate that it was making a policy change of this nature. In fact, the
Master Data Request indicates that the Company is not making any policy changes.
According to PacifiCorp’s calculations, the change to 100 percent normalization lowers
the revenue requirement by about $14 million in this case. This adjustment is reflected in

the Company’s revised revenue request of $99.8 million.

Does the Division have a recommendation on this issue at this time?

The Division has been studying the issue since it came to our attention, but has not been
able to determine the long-run potential effect that 100 percent normalization may have
on ratepayers or the Company. Therefore, the Division recommends that the adjustment
be accepted for this rate case only. The Division intends to continue its study of the issue
and make a formal recommendation to the Commission in the next PacifiCorp general
rate case. The Division recommends that the Company, in its next rate case filing,
present both 40 percent and 100 percent normalization cases to determine the effect on

revenue requirement.

The Commission requested comments on how the revenue requirement should be
spread. Does the Division have a recommendation?

After its review of the Cost of Service study, the Division remains concerned with an
equal percentage spread. In the past, plus or minus 10 percent in the rate of return index

(RRI) served as a rule of thumb to justify increases or decreases equal to the average
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increase or decrease indicated by the Cost of Service study. In this case, several
schedules fall outside that 10 percent range. For example, looking at the Company’s
amended cost of service filing in this case, the RRI for schedule 6 is 1.23, which supports
a smaller-than-average increase, and the RRI for schedule 9 is 0.77, which supports a
larger-than-average increase. Therefore, the Division recommends that the revenue

requirement be spread equally on an interim basis only.

VI. CONCLUSION

Does this complete your testimony?

Yes it does.
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