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Q. Please state your name, business address and present position with Rocky 1 

Mountain Power (the Company), a division of PacifiCorp. 2 

A. My name is Steven R. McDougal and my business address is 201 South Main, 3 

Suite 2300, Salt Lake City, Utah, 84111.  4 

Q. Did you submit direct testimony, supplemental direct testimony, test period 5 

rebuttal testimony and second supplemental direct testimony in this 6 

proceeding? 7 

A. Yes.  8 

Purpose of Testimony 9 

Q. What is the purpose of your revenue requirement rebuttal testimony 10 

(“Testimony”) in this proceeding? 11 

A. My Testimony will respond to the pre-filed direct testimony filed by the 12 

intervening parties regarding the Company’s revenue requirement. My Testimony 13 

explains and supports the Company’s revised overall revenue increase request of 14 

$57.4 million, reduced from the $116.1 million request included in the 15 

Company’s second supplemental filing updated to use a December 31, 2009 test 16 

period. My testimony also provides: 17 

• A detailed calculation of the $57.4 million requested revenue increase, 18 

including a summary of the differences between the $116.1 million request 19 

and the current amount. The revised request includes the impact of 20 

adjustments proposed by other parties that the Company has accepted. 21 

• The Company’s response to certain revenue requirement adjustments 22 

proposed by intervening parties in this case which the Company believes 23 
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should not be adopted by the Utah Public Service Commission 24 

(“Commission”).  25 

Q. Are any other witnesses presenting rebuttal testimony on behalf of Rocky 26 

Mountain Power? 27 

A. Yes. The Company is presenting rebuttal testimony from four additional 28 

witnesses. Mr. A. Robert Lasich, President of PacifiCorp Energy, addresses 29 

certain wind-powered generation resource issues. Mr. Gregory N. Duvall, 30 

Director, Long Range Planning and Net Power Costs, addresses net power costs 31 

issues. Mr. Erich D. Wilson, Director, Human Resources, addresses labor related 32 

issues. Mr. Norman K. Ross, a director within the Company’s corporate tax 33 

department, addresses property tax issues. 34 

Policy and Procedural Issues 35 

Q. What policy and procedural issues are you addressing in your Testimony? 36 

A. The Company has concerns with the following policy and procedural issues that I 37 

will address before describing the revised revenue requirement in this case. The 38 

issues discussed below are: 39 

• Parties’ concerns regarding filing requirements in this docket expressed by 40 

the Committee of Consumer Services (“CCS”) and the Division of Public 41 

Utilities (“DPU”). 42 

• The Company’s concerns regarding the completeness of non-Company 43 

filings in this case. 44 

• The Company’s request to move to full deferred tax normalization. 45 

46 
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Q. Should filing requirements be addressed in this docket? 47 

A. The Company supports bringing more clarity to filing requirements. Senate Bill 48 

75, which is currently before the Utah legislature, directs the Commission to 49 

establish rules concerning the minimum requirements within 180 days of the 50 

enactment of the 2009 legislation. The bill also provides remedies relating to the 51 

240 day procedural schedule when a utility filing is deemed to be incomplete. A 52 

rule-making procedure as established by Senate Bill 75, rather than this docket, is 53 

the appropriate forum to address the issues raised in the testimony of the DPU and 54 

CCS. The Company believes this rule-making procedure should address the filing 55 

requirements of all parties, not just the requirements of the utility. The rule-56 

making procedure should also create consistent time parameters that apply to all 57 

parties for updating major inputs into the revenue requirement based upon more 58 

current information.  59 

Q. Does the Company have any concerns with the timing and completeness of 60 

the non-Company filings in this docket? 61 

A. Yes. According to the Third Scheduling Order for Revenue Requirement and Cost 62 

of Service/Rate Design, dated November 6, 2008, in this case, non-Company 63 

revenue requirement direct testimony was due on February 12, 2009. The 64 

Company did not receive the DPU’s filing until after business hours on that date. 65 

Upon a quick review from the Company, the filing was found to be incomplete, 66 

with work papers that did not match the testimony and exhibits. Because the filing 67 

was made late on Thursday evening leading into Presidents' Day weekend, the 68 

Company lost several critical days of an already compressed schedule before 69 



Page 4 – Rebuttal Testimony of Steven R. McDougal 

these issues could be addressed with the DPU.  70 

Q. What is the Company’s position of moving deferred taxes to full 71 

normalization? 72 

A. The Company’s deferred income taxes in this case are calculated using 40 percent 73 

normalization of the book basis differences. The Company still believes that full 74 

normalization of deferred income taxes is the better approach and should be 75 

adopted by the Commission for future treatment of book basis differences in 76 

subsequent rate filings. The CCS mentions that this issue should be discussed as 77 

part of Docket No. 09-035-03. The Company finds this approach acceptable.  78 

Required Revenue Increase 79 

Q. What price increase is required to achieve the requested return on equity in 80 

this case? 81 

A. As shown on Page 1.0 of Exhibit RMP___(SRM-1R), an overall price increase of 82 

$80.8 million is required to produce the 10.61 percent return on equity as 83 

stipulated in the cost of capital settlement filed with the Commission. 84 

Q. Is the Company requesting the full $80.8 million required to earn a 10.6 85 

percent return on equity? 86 

A. No. The Company’s request reflects the Rate Mitigation Cap as approved by the 87 

Commission, and which is described in my direct testimony. The Rate Mitigation 88 

Cap decreases the revenue increase requested in my Testimony by $23.4 million 89 

to $57.4 million.  90 

Q. Please describe the calculation of the revised overall revenue increase. 91 

A. The Company’s revised revenue increase of $57.4 million was calculated using 92 
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the same allocation methodology and factors included in the second supplemental 93 

filing and incorporates certain adjustments proposed by other parties. In support 94 

of the revised calculation, Exhibit RMP___(SRM-1R) shows the revised revenue 95 

requirement requested by the Company. This Exhibit updates Tabs 1, 2, 9 and 10 96 

in Exhibit RMP___(SRM-2SS) and adds a new Tab 11 containing backup pages 97 

for each new adjustment made to the Company’s filing. 98 

Revenue Requirement Adjustments 99 

Q. Please identify the adjustments made to arrive at the revised overall revenue 100 

requirement. 101 

A. The following new adjustments have been made to the Company’s revenue 102 

requirement. Each is described further in my Testimony.  103 

  Capped 
Revenue 

Requirement 
Supplemental Requested Revenue Increase $ 116,123,779 
 Capital Structure Settlement $ (22,279,127) 
 Lead Lag Days  (258,353) 
11.1 Deferred Income Tax Correction (17,747,988) 
11.2 General Rate Case Advertising (79,850) 
11.3 Pension Curtailment Gain and Measurement Date Change  (3,532,840) 
11.4 Automated Meter Reading Savings (211,820) 
11.5 Jim Bridger Mine Rate Base (234,466) 
11.6 Revised Plant Additions (9,075,159) 
11.7 Revised Plant Retirements (1,602,409) 
11.8 Revised Depreciation Expense (3,267,829) 
11.9 Revised Depreciation Reserve 1,891,812 
11.10 Revised Deferred Income Taxes 2,644,274 
11.11 Revised Adjustment to Budget (1,269,915) 
11.12 Net Power Cost Revisions (2,504,617) 
11.13 Green Tag Revenues 37,642 
11.14 Renewable Energy Tax Credits 488,532 
 MSP Price Cap Reduction (1,728,636) 
Rebuttal Requested Revenue Increase $ 57,393,030 

 

104 
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Capital Structure 105 

Q. Please explain the change in cost of capital and capital structure. 106 

A. The cost of capital and capital structure has been updated to the amounts in the 107 

table below, consistent with the capital structure stipulation. 108 

 
Capital 

Structure 
Embedded 

Cost 
Weighted 

Cost 
Long-Term Debt 48.700%  6.020% 2.932% 
Preferred Stock 0.300%  5.410% 0.016% 
Common Stock 51.000%  10.608% 5.410% 
 100.000%  8.358% 

Lead Lag Days 109 

Q. Please explain the adjustment you made to lead lag days. 110 

A. This adjustment updates the Utah net lead lag days from 6.24 to 5.6 based on the 111 

DPU’s review of invoices included in the lead lag study. This adjustment is 112 

described in more detail below, along with a discussion on why including interest 113 

expense in the lead lag study is inappropriate. 114 

Deferred Income Tax Correction 115 

Q. Please explain the adjustment you made to deferred income taxes in 116 

adjustment number 11.1 in your rebuttal Exhibit RMP___(SRM-1R). 117 

A. In the current case the Company identified that, due to a processing discrepancy, 118 

the normalization percentages in the second supplemental filing utilized a 63 119 

percent normalization level rather than a 100 percent normalization level for 120 

avoided cost and contributions in aid of construction. This issue was noted in the 121 

first supplemental response to DPU data request 58.11. This adjustment corrects 122 

the deferred income taxes in the case. 123 

124 
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General Rate Case Advertising 125 

Q. Please explain the adjustment you made to advertising in adjustment 126 

number 11.2 in your rebuttal Exhibit RMP___(SRM-1R). 127 

A. On pages 10-12 of his direct testimony, Mr. David T. Thomson recommends 128 

reversing certain system allocated general rate case advertising expenses and 129 

assigning the costs directly to the state for which they were incurred. These 130 

expenses are for advertising needed to comply with requirements in each state to 131 

notify customers of general rate cases, public service announcements and legal 132 

notices. 133 

Q. Does the Company agree that the advertising associated with general rate 134 

cases should be allocated on a situs basis? 135 

A. Yes. The Company agrees that the general rate case advertising should be situs 136 

assigned to the jurisdiction for which the expense was incurred. This adjustment 137 

assigns $387 thousand using situs factors rather than the system allocation as 138 

included in the rate case.  139 

Pension Curtailment Gain and Measurement Date Change 140 

Q. Please describe adjustment 11.3 in your rebuttal Exhibit RMP___(SRM-1R) 141 

related to pension curtailment and measurement date change. 142 

A.  When the original case was filed, the Company had not received the order from 143 

the Commission allowing deferral and amortization of these expenses. On lines 144 

347 – 349 of my second supplemental direct testimony I stated, “the pension and 145 

postretirement benefit expense in the filing reflects an ongoing normal level 146 

assuming no curtailment and measurement date change.” However, the 2009 147 
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budgeted O&M, to which the case was adjusted, assumed amortization of the 148 

curtailment gain over 10 years. This adjustment updates the case for the 149 

stipulation and order in the pension filing Docket No. 08-035-93. This adjustment 150 

is consistent with Ms. Donna Ramas’ adjustments on a total Company basis. The 151 

total Company amount is allocated to Utah on an SO allocation factor. 152 

Automated Meter Reading Savings 153 

Q. Please explain the adjustment you made to the Utah Automated Meter 154 

Reading (“AMR”) program in adjustment number 11.4 in your rebuttal 155 

Exhibit RMP___(SRM-1R). 156 

A. This adjustment removes $220,464 related to the wage escalation on the employee 157 

reductions associated with the Utah AMR program.  158 

Q. DPU witness Ms. Brenda Salter proposed a similar adjustment in her direct 159 

testimony in this proceeding. Does your calculation of the appropriate 160 

escalation amount differ from Ms. Salter’s? Please explain. 161 

A. Yes. In her direct testimony, Ms. Salter proposes to remove the escalation on the 162 

employee reduction associated with the AMR program. She states that her 163 

adjustment should be modified based on the determination of the appropriate 164 

labor escalation rate. The Company agrees that this is necessary. Ms. Salter’s 165 

adjustment used DPU witness Mr. Mark E. Garrett’s proposed labor escalation 166 

rate of 4.12 percent, removing $177,858 from meter reading expense. The 167 

Company’s proposed adjustment has been calculated using the Company’s labor 168 

escalation rate. 169 

170 



Page 9 – Rebuttal Testimony of Steven R. McDougal 

Jim Bridger Mine Rate Base 171 

Q. Please explain CCS’s proposed adjustment to the amount included in rate 172 

base for the Company’s ownership interest in Jim Bridger Mine. 173 

A. CCS’s witness, Ms. Ramas proposes a three-part adjustment to the additions to 174 

Jim Bridger Mine plant balance. First, her adjustment aligns the balance for 175 

structures, equipment and mine development with the December 2008 actual level 176 

of $367.5 million as reported in the Company’s response to DPU data request 177 

47.2. Second, Ms. Ramas proposes to lower the Company’s average December 178 

2009 additions for structures, equipment and mine development to $9.637 million 179 

or 69 percent of the Company’s forecast. Ms. Ramas testifies that, because the 180 

Company’s December 2008 actual balance equals 69 percent of the Company’s 181 

forecast balance, the Company’s average 2009 forecast figure should also be 182 

scaled back by the same percentage. Lastly, Ms. Ramas reduces the materials and 183 

supplies balance for the Jim Bridger Mine. She argues that the balance of 184 

materials and supplies fluctuates and does not increase consistently from month to 185 

month, as reflected in the filing. Ms. Ramas proposes to use an average of June to 186 

December 2008 levels of materials and supplies as the balance to be included in 187 

rate base. Applying the seven month average reduces the materials and supplies 188 

13-month average to $15.3m, or a decrease of $748 thousand.  189 

Q.  Please describe the adjustment made by the Company to the Jim Bridger 190 

Mine rate base? 191 

A. The Company updated the filing for actual plant additions through December 31, 192 

2008. The Company also adjusted the materials and supplies balance to reflect the 193 
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seven month average as proposed by Ms. Ramas. Additionally, the Company has 194 

updated the forecast for Jim Bridger Mine plant in service during the test period. 195 

Overall, these adjustments reduce total Company rate base by approximately $4.7 196 

million. Details of this calculation are provided in adjustment 11.5 of my Exhibit 197 

RMP___(SRM-1R).  198 

Q. Does the Company’s new forecast for Jim Bridger Mine plant balances for 199 

the 12 months ending December 31, 2009 reflect Ms. Ramas’ proposed 200 

adjustment to reduce the Company’s forecast? 201 

A. No, the Company did not utilize Ms. Ramas’ suggestions in preparing the 2009 202 

plant in service forecast estimate. The Company disagrees with the CCS’s 203 

revisions to the 2009 capital additions related to structures, equipment and mine 204 

development.  205 

Q. Why does the Company disagree with Ms. Ramas’ proposed adjustment for 206 

the Company’s projected investment in the Jim Bridger Mine.  207 

A. Ms. Ramas centers her argument around her assertion that the Company under-208 

spent on capital during six months ended December 31, 2008. Therefore, she 209 

claims the forecasted balances must be overstated. She failed to consider that the 210 

plant in service as of December 31, 2008, is less than the amount originally 211 

included in the case because of a large year-end balance in construction work in 212 

progress (“CWIP”). During 2009, the Company plans to transfer approximately 213 

$10.1 million of the $10.4 million currently in CWIP into plant in service. When 214 

CWIP is considered, the Company was not significantly under budget with 215 

respect to capital spending for the additions to Bridger Coal Company’s 216 
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structures, equipment and mine development. The CCS omits the impending 217 

transfer of $10.1 million from CWIP to plant-in-service in 2009 in its analysis. 218 

Although the structures, equipment and mine development December 2008 219 

balance was $9.6 million less than forecast, Bridger Coal Company’s balance in 220 

CWIP was $10.4 million higher than forecasted. This represents a timing 221 

difference and does not justify disregarding the Company’s forecast.  222 

Q. Did the Company adjust the filing to account for these timing differences? 223 

A. Yes. Because of this increase in the December 31, 2008 CWIP balance and the 224 

associated reduction in beginning plant in service, the Company has provided a 225 

new forecast for Bridger Coal Company’s plant in service, which is included in 226 

adjustment 11.5 in Exhibit RMP___(SRM-1R). This adjustment reduces Jim 227 

Bridger Mine rate base by approximately $4.7 million on a total Company basis. 228 

Revised Plant Additions 229 

Q. Please explain adjustments 11.6 through 11.10 in your Exhibit 230 

RMP___(SRM-1R). 231 

A. Adjustments 11.6 through 11.10 relate to changes in plant additions and 232 

retirements in response to various data requests and intervenor testimony, as 233 

described below. Adjustments 11.6 and 11.7 show the impact on plant in service 234 

related to changes in plant additions and retirements. Adjustments 11.8 through 235 

11.10 show the impact on depreciation expense, depreciation reserve and deferred 236 

income taxes related to these changes. 237 

The Company has used actual additions and retirements from July 2008 to 238 

December 2008, including the change in the balance in Federal Energy 239 
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Regulatory Commission (“FERC”) account 106 (unclassified plant) in the capital 240 

addition adjustment. The Company has also updated the wind plant forecast 241 

amounts that were included in the case to those that were provided in data 242 

response DPU 61.10, which reflects Glenrock III and Rolling Hills going in 243 

service in January 2009. The Company has removed from the January 2009 to 244 

December 2009 forecast transmission and distribution projects identified in data 245 

response DPU 68.2 that were placed in service prior to December 31, 2008. In 246 

addition, the Company has increased the forecast for March 2009, April 2009, and 247 

May 2009 for specific Utah distribution and transmission projects. Lastly, the 248 

Company has removed from the case one cancelled and two delayed projects that 249 

were identified in data request CCS 27.61. The impact of these changes is shown 250 

in adjustment 11.6.  251 

Q. Do you have any concerns with updating forecast capital additions from July 252 

2008 through December 2008 with actual capital additions for that same time 253 

period? 254 

A. Yes. The Company is continually analyzing the capital needs of the electrical 255 

system to determine which investments are required to maintain and provide a 256 

reliable service to its customers. It is not uncommon to change priorities in order 257 

to benefit the entire system. This may involve accelerating a project because of a 258 

critical need, which may cause a delay in other projects. Even though the timing 259 

and mix of plant additions may be different from what was included in the rate 260 

case, the Company expects that through December 2009 it will invest in total the 261 

amounts forecast in the rate case.  262 
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Q. Why did the Company agree to use actual additions and actual retirements 263 

from July 2008 through December 2008? 264 

A. Overall, when comparing the additions contained in the rate case with actual 265 

additions through December 2008, the Company is behind on placing capital into 266 

service. The Company believes most of the additions in the case will be in service 267 

by the end of 2009. However, the Company does not have a revised schedule 268 

specifying when all of the additions will go in service during 2009. 269 

Test period rate base is calculated by averaging the monthly plant balances 270 

from December 2008 to December 2009 to arrive at a 13 month average rate base. 271 

This methodology ensures that plant additions are included in the revenue 272 

requirement proportionately with the period in which the plant addition is in 273 

service during the test period. Because of the test period rate base averaging 274 

methodology, even if the Company invests exactly what was forecast in the rate 275 

case, the filed test period rate base will be overstated. Since a revised schedule is 276 

not available for all of the amounts, the Company has included a conservative 277 

projection of rate base by removing the plant additions in question from the rate 278 

case. 279 

Q. Why did the Company update the wind plant forecasts for the months 280 

January 2009 to April 2009? 281 

A. The Company updated those amounts to reflect Rolling Hills and Glenrock III 282 

going in service in January 2009. This also reflects a more current forecast for the 283 

Glenrock, Seven Mile Hill and Seven Mile Hill II wind plants for the first four 284 

months of 2009, which was provided in data response DPU 61.10.  285 
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Q. Why did the Company remove from the January 2009 to December 2009 286 

forecast amounts certain transmission and distribution projects that have 287 

been placed in service?  288 

A. In his adjustment, Mr. Matthew Croft reduced the January 2009 to December 289 

2009 forecast, using information received from data request DPU 68.2, for certain 290 

projects that were placed in service by December 2008. The Company agrees that 291 

the portions of transmission and distribution projects that were partially placed in 292 

service prior to December 31, 2008, will be included in the actual capital addition 293 

amounts in this rebuttal filing and should be removed from the revised January 294 

2009 to December 2009 capital additions forecast.  295 

Q. Please discuss the increase in the March 2009, April 2009, and May 2009 296 

forecasts for specific distribution and transmission projects. 297 

A. As described above, part of Mr. Croft’s adjustment reviewed projects that were 298 

forecast in the case to go in service from January 2009 through December 2009 299 

and removes amounts that had been placed in service before December 2008. As 300 

part of the Company review, the Company also looked at projects that were 301 

forecast to be in service by December 2008 that have not been placed in service 302 

by that date but will be placed in service during 2009. Four projects have been 303 

identified that fit into that category and the current forecast for those projects has 304 

been added into the Company’s capital addition calculation. In addition, the 305 

Herriman project, placed in service in December 2008, has an additional amount 306 

that will be placed in service in May 2009. Furthermore, the amount in the case 307 

for the Gold Rush project, forecast to be in service in April 2009, has increased 308 
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from the amount included in the case. The table below contains details of the 309 

changes to the capital addition calculation. 310 

Project Name Technical Project 
Name 

Function 
(Factor) 

Month Amount  

Gold Rush Distribution 
Project 

Gold Rush 50 MW 
Load 

Distribution 
(UT) 

April 
2009 

2,230,560 

Herriman Distribution 
Project 

Herriman Purch Sub 
Prop & Trans ROW 

Distribution 
(UT) 

May 
2009 

1,335,000 

Northeast Distribution 
Project 

Northeast Instl 2nd 4-
12kV Trnsf 4-12 kV 

Distribution 
(UT) 

May 
2009 

2,040,856 

Copco II Sub 
Transmission Project 

Copco II Sub Repl 
Exist 115-69 

Transmission 
(SG) 

March 
2009 

5,714,452 

Eurus Transmission 
Project 

Eurus 7 Mile Hills 
Intercon Miners Diff 

Transmission 
(SG) 

March 
2009 

7,016,802 

Jim Bridger Transmission 
Project 

Jim Bridger: Repl 
RAS A&B Scheme 
Project 

Transmission 
(SG) 

April 
2009 

5,920,341 

 

Cancelled Projects 311 

Q. Which of the projects identified as delayed or cancelled did you remove from 312 

the filing? 313 

A. In response to data request CCS 27.61 the Company provided actual spending 314 

amounts for the projects included in the pro forma plant additions adjustment 8.10 315 

in Exhibit RMP___(SRM-2SS). The Company identified three projects that have 316 

been cancelled or delayed beyond the test period. These projects include the 317 

Blundell No. 3 Generation Interconnection Project, the GSU Main Transformer 318 

Spare-ST Project, and the Yale Land Fund Project. These projects were removed 319 

by the parties because the in service dates have been cancelled or delayed beyond 320 

the end of the test period. The Company intends to redeploy this capital to other 321 

projects, but no definitive plans have been made thus these projects have been 322 

removed from the test period. 323 
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Q. Did the Company make any adjustments to green tag revenue and renewable 324 

energy tax credits to account for the delay in the in-service dates of the 325 

Rolling Hills and Glenrock III projects?  326 

A. Yes. The impact of the delay is reflected in adjustment 11.13 and 11.14 in my 327 

rebuttal Exhibit.  328 

Revised Adjustment to Budget 329 

Q. Please explain the revised adjustment you made to reduce operation and 330 

maintenance costs, excluding net power costs (“O&M”) included in the case 331 

to the 2009 budget levels in adjustment number 11.11 in your rebuttal 332 

Exhibit RMP___(SRM-1R). 333 

A. This revision updated the original adjustment 4.23 in Exhibit RMP___(SRM-2SS) 334 

to reflect changes to O&M adjustments made in this filing. In addition, the 335 

following four corrections were made to this adjustment: 336 

• As pointed out by Ms. Ramas in her testimony, by adjusting to the budget 337 

the Company is effectively adjusting to the budgeted overhauls rather than 338 

the four year average included in the generation overhaul adjustment 4.6 in 339 

Exhibit RMP___(SRM-2SS). The adjustment has been revised to remove 340 

the budgeted level of generation overhaul expenses and instead include the 341 

four year average consistent with the Company’s generation overhaul 342 

adjustment. 343 

• Consistent with the adjustment made above, the injuries and damages 344 

insurance expense included in the budget is replaced by the three year 345 

average computed in adjustment 4.17 in Exhibit RMP___(SRM-2SS). 346 
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• After reviewing budgeted advertising costs, the Company determined that 347 

some of the budgeted costs should be recorded below-the-line. This 348 

adjustment now correctly accounts for advertising costs that are 349 

appropriately included in the regulated results, as described below. 350 

• In the second supplemental filing, the Supplemental Executive Retirement 351 

Plan (“SERP”) expenses were inadvertently removed from the budget. This 352 

error has been corrected by including SERP costs in the Company’s rebuttal 353 

revenue requirement consistent with the Commission’s order in Docket No. 354 

99-035-10. 355 

Below I argue that the Commission should either reject or modify a number of 356 

intervenor proposed adjustments to the Company O&M projections. As discussed 357 

by DPU witness Mr. Thomas C. Brill, the sum of those proposed adjustments is 358 

less than the Company’s original budget reconciliation adjustment 4.23. Other 359 

than the four adjustments discussed above and included in adjustment 11.11, most 360 

of the intervenor proposed O&M adjustments, even if adopted by the 361 

Commission, would not impact the final rate increase requested by the Company 362 

in this case. 363 

 Net Power Cost Revisions 364 

Q. Please explain the adjustments 11.12 through 11.14 related to net power costs 365 

in Exhibit RMP___(SRM-1R). 366 

A. As described in the testimony of Mr. Duvall, the Company is providing a revised 367 

net power cost study. Adjustment 11.12 adjusts net power costs included in the 368 

filing to the $1.048 billion amount included in Mr. Duvall’s testimony. 369 
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  Adjustments 11.13 and 11.14 update the green tag revenues and renewable 370 

energy tax credits to be consistent with the new net power costs included in this 371 

case. 372 

Adjustments Rejected or Partially Accepted by the Company 373 

Advertising Expense  374 

Q. Please describe the adjustment proposed by the CCS regarding advertising 375 

expense?  376 

A. CCS witness Ms. Ramas expresses concern regarding some of the advertising 377 

expenditures in the filing. However, she does not identify any specific dollar 378 

amounts to be adjusted in her testimony.  379 

 Q. What reason, if any, did Ms. Ramas provide as to why she did not propose a 380 

specific adjustment? 381 

A. Ms. Ramas mentions several times in her testimony that the CCS has several data 382 

requests outstanding. She claims she was unable to quantify an adjustment 383 

because of the outstanding data requests. 384 

Q. Were there any data requests regarding advertising expenses outstanding 385 

when Ms. Ramas filed her testimony? 386 

 A. No. The CCS submitted data request set 33 on January 27, 2009. Under the 387 

scheduling order in this case, the Company had until February 10, 2009 to 388 

respond to Ms. Ramas’ request. The Company submitted the responses on 389 

February 10, 2009, in compliance with the scheduling order for discovery. 390 

Q. Ms. Ramas mentions certain Company advertisements promoting the value 391 

of the Company’s rates. Are you familiar with these advertisements? 392 
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A. Yes. These advertisements consist of comparisons of current electricity rates to 393 

rates charged to customers in 1985. Ms. Ramas included an example of this 394 

advertising campaign in Appendix 1 of her direct testimony.  395 

Q. Are the costs associated with this advertising campaign included in rates? 396 

A. No. The Company had no expense for this campaign during the 12 months ended 397 

June 2008. There are approximately $91 thousand on a total Company basis 398 

included in the Company’s 2009 budget for these advertisements, but this expense 399 

is included as below the line advertising and is not included in this case.  400 

 Q. Have any revisions been made to advertising expenses as part of this filing? 401 

 A. Yes. The Company has conducted a thorough review of all advertisements 402 

planned for calendar year 2009. Adjustment 11.11 in my rebuttal Exhibit has been 403 

revised to adjust the amount of advertising included in the 2009 budget to more 404 

accurately reflect expenses that are properly included in customers rates.  405 

Miscellaneous General Expense 406 

Q. Please explain the DPU’s proposed adjustment to miscellaneous general 407 

expense? 408 

A. The adjustment proposed by DPU witness Ms. Salter removes three amounts from 409 

the normalized June 2008 results of operations, including:  410 

• An adjustment to remove $184.7 thousand of legal consulting fees deemed 411 

to be out of period expenses;  412 

• An adjustment to remove a legal consulting fee entry for $40.5 thousand 413 

deemed to belong below the line; and 414 

• An adjustment to remove $64.9 thousand from legal consulting fees and 415 
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services due to the lack of supporting documentation from data request DPU 416 

26.10.  417 

The net of these adjustments proposed by the DPU removes $290 thousand from 418 

total Company results or $117 thousand on a Utah allocated basis.  419 

Q.  Does the Company agree with DPU’s proposed adjustment to remove $184.7 420 

thousand identified as out of period expenses? 421 

A. No. The majority of the entries addressed in Ms. Salter’s adjustment are 422 

legitimate costs that should remain in results of operations. Of the $184.7 423 

thousand in legal consulting fees removed, $119.4 thousand represents costs that 424 

had been accrued and charged to expense in June 2008 as part of a larger entry 425 

totaling $938 thousand. This accrual was then reversed in July 2008, offsetting the 426 

expense during the base period. Therefore, this adjustment is removing a cost that 427 

is not in the case. It is also important to note that in the normal course of business, 428 

the Company will always have smaller invoices that will be overlooked in making 429 

the monthly accruals. These invoices will be paid in the following month. If 430 

adjustments are proposed, the DPU should consider adjustments both at the 431 

beginning and end of the base period.  432 

Q.  Does the Company agree with DPU’s proposed adjustment to remove $40.5 433 

thousand deemed to belong below the line from Results? 434 

A.  No. As specified in Ms. Salter’s testimony, the Company response to data request 435 

DPU 26.10 explained that this expense represents nuclear development costs that 436 

are a below-the-line expense. These costs have already been excluded from this 437 

filing, and Ms. Salter’s adjustment would effectively remove them a second time. 438 
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There are two parts to this entry. Part of these costs were reversed in September 439 

2008, and moved below the line. The remainder was removed in adjustment 4.1 in 440 

Exhibit RMP___(SRM-2SS).  441 

Q. Does the Company agree with DPU’s proposed adjustment to remove $64.9 442 

thousand from its revenue requirement in this case because of insufficient 443 

backup? 444 

A. No. Ms. Salter states that the reason for disallowing this amount was due to 445 

missing documentation. The requested documentation has been found and is 446 

included as Exhibit RMP___(SRM-2R).  447 

Labor  448 

Q. Do you agree with the DPU adjustment to reduce incentive compensation to 449 

the budget levels on page 4.23.2? 450 

A. No. Company adjustment 4.23 already reduces non-NPC O&M expense in the 451 

filing to the budget. Mr. Garrett’s suggestion would essentially adjust this a 452 

second time. 453 

Q. Are there any other statements you would like to make regarding the 454 

incentive compensation in the budget on Page 4.23.2? 455 

A. Yes. PacifiCorp Energy incentive compensation was included with the regular 456 

pay on Page 4.23.2 instead of with the bonus/incentive. This results in the regular 457 

pay line being overstated and the incentive line understated by an identical 458 

amount. This was done to simplify the budgeting process at PacifiCorp Energy. 459 

Because adjustment 11.11 reduces the O&M at the total level in the budget to the 460 

amount included in this filing, this will not impact the filing. 461 
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Q. In his testimony on merit increases, Company witness Mr. Wilson stated that 462 

the case includes $193 million of non-union bare labor costs, which is less 463 

than the $201 million currently projected for the calendar year 2009. Please 464 

provide details on this calculation. 465 

A.  Exhibit RMP___(SRM-2SS) pages 4.11.3 and 4.11.4 contains the following 466 

information. This shows the amounts actually included in the rate case. 467 

$ - thousands 
Nonunion Bare Labor included in the case 

 CY 2008 CY 2009 
Officer/Exempt  168,726   174,632  
PCCC Non-Exempt  7,670   7,670  
Non-Exempt  9,984   10,333  
  186,380   192,635  

 

Data Requests DPU 48.4 and DPU 48.11 used by Mr. Garrett in his calculations 468 

give the following information. These amounts represent actual nonunion pay for 469 

the twelve months ending December 25, 2008, plus the annualized pay increases 470 

effective December 26, 2008. 471 

$ - thousands 
Nonunion Bare Labor from 12/26/2008 calculations 

12/25/2008 Nonunion Pay 194,638 
12/26/2008 Increase   6,073  
12/26/2009 Nonunion Pay 200,711 

  

As shown in the tables above, the projected 2009 wages included in the case of 472 

$193 million are less than using actual 2008 data escalated by the lower percent 473 

proposed by Mr. Garrett. This is partially due to adjustments such as the 474 

compliance adjustment included in the case. Therefore, as discussed in the 475 

testimony of Mr. Wilson, an adjustment to nonunion labor escalation is 476 

inappropriate. 477 
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O&M Escalation 478 

Q. Please explain the DPU’s proposed adjustment to the O&M escalation 479 

adjustment.  480 

A. DPU witness Mr. Brill, on page 12 of his direct testimony, recommends rolling 481 

back the escalation factors used in calculating the calendar year 2009 test year 482 

non-power O&M costs to the escalation factors used in the July 17, 2008 filing. 483 

Mr. Brill proposes to use factors representing the first quarter 2008 as opposed to 484 

the escalation factors used in my Exhibit RMP___(SRM-2SS) which represent 485 

third quarter 2008 factors.  486 

 Q. Does the Company agree that the escalation factors used in Exhibit 487 

RMP___(SRM-2SS) should be updated to include the most up to date 488 

information available? 489 

A. No. The Company is opposed to updating the escalation factors and especially by 490 

using outdated, prior period information that has no relationship to the base or 491 

forecasted periods. The Company believes that there needs to be a consistent 492 

methodology using the best information available at the time of filing.  493 

Generation Overhaul Expense 494 

Q.  Please provide an explanation of the generation overhaul adjustments 495 

suggested by both the DPU and the CCS. 496 

A. The adjustments proposed by both CCS witness Ms. Ramas and DPU witness Ms. 497 

Salter address the Commission’s Order in Docket No. 07-035-93, issued August 498 

11, 2008, which requires the Company to include overhaul expenses based on a 499 

four-year historical average level. In this regard, both adjustments remove the 500 
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inflation escalation applied to the 4-year historical average as included in Exhibit 501 

RMP___(SRM-2SS) page 4.6. Both witnesses reduce generation overhaul 502 

expense to a total of $33.6 million and state that generation overhaul expenses 503 

through December 2009 should not be trued up to 2009 Company budget 504 

amounts.  505 

Q.  Does the Company agree with the adjustments proposed by the DPU and 506 

CCS? 507 

A. Yes, in part. The Company adjusted the O&M budget adjustment 11.11 in Exhibit 508 

RMP___(SRM-1R) to the four year average overhaul amount, as described above, 509 

but continues to support the use of Global Insight indices to state overhauls in 510 

current dollars prior to calculating the four year average. I have already described 511 

earlier in my Testimony. Even though the Company recognizes the Commission’s 512 

order to account for overhaul expenses at a historical 4-year average level, as 513 

articulated in my first supplemental testimony and illustrated in the example 514 

below, the Global Insight indices are not intended to address the year-to-year 515 

variances in expenses. Instead, such escalation is applied in an effort to address 516 

the time value of money and the issue of inflation, as the value of the dollar in the 517 

test period will be less than the value of the dollar in historical years. Company 518 

incurred expenses four years ago would cost more in test-year dollars to pay the 519 

same expense.  520 

521 
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Q.  Do you agree with Ms. Salter’s statement that “inflationary pressures are 522 

already taken into account using the averaging methodology”? 1 523 

A.  No. In fact, just the opposite is true. The purpose of averaging is to adjust for 524 

uneven costs, not to adjust for inflation. Historical amounts need to be restated to 525 

current dollars to adjust for inflationary pressures. A simple example below shows 526 

the impact of averaging on inflation, assuming a 2.5 percent inflation rate, a $100 527 

amount in year one, and a four year average of years one through four used to 528 

project costs in year five. Using this assumption, example 1 shows the impact 529 

without adjusting for inflation, and example 2 shows the impact when years one 530 

through four are adjusted for inflation to current dollars. As shown in the 531 

example, with no escalation to account for inflation, a four year average of costs 532 

is $103.8, much less than the projected costs in year five, resulting in an expense 533 

level that is 2.5 years old compared to the current expenses. In example two, 534 

escalating for inflation, the average is equal to the year five amount resulting in an 535 

accurate forecast.  536 

Example 1 Example 2

Year Amount Year Amount Escalation
Adjusted 
Amount

1 100.0$        1 100.0$        1.104           110.4$        

2 102.5           2 102.5           1.077           110.4           

3 105.1           3 105.1           1.051           110.4           

4 107.7           4 107.7           1.025           110.4           

5 110.4           5 110.4           

Avg.  
$110.4

Avg.  
$103.8

 

537 

                                                 
1 Direct testimony of Brenda Salter. DPU Exhibit 8.0. Lines 81-82 
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Injuries and Damages 538 

Q. Please explain the DPU’s proposed injuries and damages expense 539 

adjustment.  540 

A. DPU witness Mr. Garrett, on pages 30 and 31 of his direct testimony, proposes to 541 

use a three-year cash basis average consistent with the Commission’s decision in 542 

Docket No. 07-035-93. However, Mr. Garrett is proposing to change the 543 

accounting periods from which the three-year average is calculated from June 544 

2006 through June 2008, to December 2006 through December 2008. Moving the 545 

three-year average to December 31, 2008, instead of June 30, 2008, increases 546 

revenue requirement by approximately $1.8 million on a total Company basis and 547 

$752 thousand on a Utah allocated basis.  548 

 Q. Is Mr. Garrett’s proposed adjustment consistent with the base period and 549 

two prior historical years in this case? 550 

A. No. The base period in this case is twelve months ended June 2008 with the two 551 

prior historical periods being twelve months ended June 2007 and June 2006.  552 

Q. Does the Company agree with Mr. Garrett’s proposed change to the three-553 

year average periods? 554 

A. No. Even though this proposed change increases revenue requirement, the 555 

Company is opposed to the notion of updating the base period from June 2008 to 556 

December 2008 to include the “latest information available” as Mr. Garrett states 557 

on page 31 of his direct testimony. This is a policy issue and involves more than 558 

just simply updating this single adjustment to reflect the latest information 559 

available. The Company believes that there needs to be a consistent methodology 560 
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of either allowing updates or basing the rate case on the best information available 561 

at the time of filing. As noted here and set forth in Mr. Duvall’s rebuttal 562 

testimony, the Company believes that the best information at the time of filing 563 

should be used unless there are compelling reasons for departure, which do not 564 

exist in this adjustment.  565 

Q. What adjustment do you recommend for injuries and damages expense? 566 

A. The proper method should utilize a three-year average of net cash payments using 567 

the base period twelve months ended June 2008 and the two prior historical 568 

periods of June 2007 and June 2006, consistent with the Commission’s decision 569 

in Docket No. 07-035-93 and the second supplemental filing in this case.  570 

Outside Services 571 

Q. Please explain the DPU’s proposed adjustment for outside services expense.  572 

A. DPU witness Mr. Thomson, on pages 5-10 of his direct testimony, recommends 573 

reversing the system allocation of several outside services legal expenses and 574 

situs assigning those costs directly to the state for which they were incurred.  575 

 Q. How did Mr. Thomson identify these costs? 576 

A. Mr. Thomson reviewed and sorted regulatory legal expenses from outside 577 

vendors, then separated them between Pacific Power and Rocky Mountain Power. 578 

He proposes assigning the Pacific Power expenses directly to the Pacific states 579 

and the Rocky Mountain Power expenses directly to Utah. 580 

Q. Is this allocation of costs consistent with the approved Revised Protocol 581 

methodology? 582 

A. No. The Revised Protocol allocates administrative and general costs with the 583 
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factors set forth in appendix B of the Revised Protocol. The approved allocation 584 

factors for administrative and general expenses are system or situs. 585 

Q. Do the legal expenses in Pacific Power pertain to just the Pacific Power 586 

states? 587 

A. No. There are legal expenses for matters that relate to FERC, Bonneville Power 588 

Administration, and sale of utility property. It is an over simplification to assume 589 

that all of the costs charged to Pacific Power or Rocky Mountain Power pertain 590 

solely to the states served by those companies.  591 

Q. Do you support assigning costs directly to the states if they can be readily 592 

identified? 593 

A. I believe it is reasonable to assign costs directly to a jurisdiction as long as the 594 

costs are clearly related to a specific jurisdiction. The expenses identified by Mr. 595 

Thomson do not meet this criteria. For example, there are $84 thousand for FERC 596 

legal issues and over $258 thousand for BPA related legal work. These expenses 597 

apply to both business units and are not easily assignable to just one of them. Mr. 598 

Thomson makes no effort to exclude such system items from his adjustment.  599 

Q. Should the Commission reject this adjustment by the DPU? 600 

A. Yes. Since the Company doesn’t currently track these expenses at a level 601 

necessary to properly make this adjustment, I recommend this adjustment not be 602 

adopted in this proceeding. If the DPU would like to create separate divisional 603 

factors for costs, it would be appropriate to take this to the MSP Standing 604 

Committee for further consideration.  605 
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Chehalis Prepaid Maintenance Costs and Contractual Services Agreement (“CSA”) 606 

Q. Please provide a summary of the purchase price of the Chehalis plant.  607 

A. The Company purchased the Chehalis generating plant on September 15, 2008. 608 

As a result of the acquisition, a total of $315.9 million was included in rate base in 609 

Exhibit RMP___(SRM-2SS). These costs are presented in summary below as well 610 

as in greater detail in data responses CCS 22.11 and DPU 56.3. 611 

 Net Generating Plant $300.7m Acct 102 - Electric Plant Purchased 612 
 Prepaid Maintenance  $ 13.7m Acct 186 - Deferred Debits  613 
 Materials and Supplies $ 1.5m Acct 154 - Materials and Supplies  614 
 Total Plant in Service $315.9 million  615 
 
Q. Please explain the DPU’s proposed adjustments related to the Chehalis 616 

prepaid maintenance costs.  617 

A. DPU Witness Mr. Croft, on page 8 and 9 of his direct testimony is proposing to 618 

remove the $4.7 million CSA adjustment from the Chehalis purchase price on the 619 

basis that “the Company has not demonstrated that these costs are not operation 620 

and maintenance expense related.” Mr. Croft is also proposing to remove the 621 

$13.7 million related to the Chehalis prepaid maintenance costs from rate base. 622 

Mr. Croft further proposes to amortize the $4.7 million CSA adjustment and 623 

$10.2 million of the $13.7 million prepaid maintenance costs over a 20 year 624 

period.  625 

Q. Please explain what the $4.7 million Chehalis CSA adjustment represents 626 

and why it is appropriate to include in the purchase price. 627 

A. The $4.7 million CSA adjustment is simply part of the $315.9 million total 628 

purchase price of the Chehalis plant acquisition. Mr. Croft is under the mistaken 629 

impression that the $4.7 million are operation and maintenance expenses and 630 
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should be expensed. This amount was identified in the purchase and sale 631 

agreement representing additional value owed the previous owner, Suez. The $4.7 632 

million is included in the $300.7 million recorded to FERC account 102, electric 633 

plant purchased, in the summary above. The Company has not removed the CSA 634 

from rate base. 635 

Q. Please explain what the $13.7 million Chehalis prepaid maintenance costs 636 

represent. 637 

A. The prepaid maintenance costs of $13.7 million represent the variable fee 638 

payments that Suez made to the turbine manufacturer that were in excess of the 639 

value of work performed by the turbine manufacturer under the CSA at the time 640 

of closing. From the inception of the CSA until June 30, 2008, Suez made 641 

variable fee payments to the turbine manufacturer in the amount of $23.7 million. 642 

Since the variable fees are paid on a quarterly basis, the Company estimated an 643 

accrual of an additional $2.2 million of variable fees for July 1, 2008, through the 644 

September 15, 2008, close date. According to Suez, five combustion inspections 645 

had been performed by the turbine manufacturer prior to September 15, 2008. The 646 

Company estimated the value of the five combustion inspections to be $12.2 647 

million. This results in $13.7 million remaining as prepaid maintenance costs 648 

acquired by the Company. The prepaid funds are recorded to FERC account 186 649 

(miscellaneous deferred debits) until the planned overhauls occur.  650 

Q. What are the obligations the turbine manufacturer is required to perform to 651 

receive payment of the funds?  652 

A. The turbine manufacturer is required to inspect various physical equipment 653 
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components to determine if they need repairs or replacements. The manufacturer 654 

is then required to repair or replace each of the components specified during that 655 

particular overhaul.  656 

Q. How do customers benefit from the services performed during these planned 657 

overhauls? 658 

A. Customers benefit because Suez paid the turbine manufacturer for capital repair 659 

work to be performed after the transaction closing, which is why the amounts 660 

were classified as prepaid maintenance. The manufacturer is responsible for 661 

cleaning, repairing, or replacing the equipment according to the turbine 662 

manufacturer’s prescribed maintenance program. Customers also benefit because 663 

the turbine manufacturer assumes some financial risk associated with certain 664 

equipment failures and subsequent costs associated with component replacement. 665 

These costs would otherwise be borne by customers. 666 

Q. Have any services related to the $13.7 million prepaid maintenance costs 667 

been performed? If so, have the associated prepaid amounts been moved 668 

from FERC account 186 (miscellaneous deferred debits) to FERC account 669 

101 (electric plant in service)? 670 

A. Yes. In October 2008, the turbine manufacturer performed a planned overhaul. At 671 

that time, the Company transferred and capitalized $9.5 million of the $13.7 672 

million to FERC account 101 as part of plant in service. An additional $700 673 

thousand of labor and overhead costs were capitalized to FERC account 101 for a 674 

total of $10.2 million. To reiterate, the overhaul work that was done qualified as 675 

maintenance that could be capitalized rather than expensed and none of the $10.2 676 
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million was charged to operation and maintenance expense. The remaining 677 

prepaid maintenance amount will reside in FERC account 186 until the next 678 

planned overhaul, scheduled to be performed in the spring of 2009.  679 

Q. Pursuant to the October 2008 planned overhaul, how were the prepaid costs 680 

allocated to the physical assets? 681 

A. The following is a listing of physical assets and their associated values that were 682 

included in the October 2008 maintenance overhaul: 683 

Physical Asset Description and Quantity 
Transferred to 
Plant in Service 

(FERC Acct. 101) 
Combustion Liners assembly (qty 14) $619,128 
Cap assembly (qty 14) $476,923 
Transition Pieces (qty 14) $850,323 
Fuel Nozzle Assembly (qty 14) $876,516 
1st Stage Buckets / 7421 $2,123,929 
2nd Stage Buckets $1,344,602 
1st Stage Nozzles $1,091,217 
2nd Stage Nozzles $1,091,217 
1st Stage Shroud $476,640 
2nd Stage Shroud $331,772 
Subtotal - per data response DPU 65.1  $9,282,267 
Miscellaneous costs allocable to all items. $237,686 
Total transferred from pre-paid balance $9,519,953 
Labor to open up Unit 2 for Hot Gas Path 
(HGP) overhaul  $429,009 

Capital Surcharge $268,622 
Total – per data response DPU 47.1 $10,217,584 

 
Q. Does the Company have other similar turbine maintenance contracts? If so, 684 

what is the accounting treatment? 685 

A. Yes. The Company has a similar turbine maintenance contract for the Lake Side 686 
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generating plant. These prepaid maintenance costs are also included in FERC 687 

account 186 and allocated on the system generation “SG” allocation factor. When 688 

the necessary maintenance is performed under the contract, for the same reasons 689 

set forth above, the associated costs will be capitalized and transferred to FERC 690 

account 101.  691 

Q. Do you agree with Mr. Croft’s proposed adjustment? 692 

A. No. These prepaid maintenance costs should be included as a rate base item since 693 

they are backed by actual physical assets, as evidenced in the table above. The 694 

Company’s treatment of capitalizing, and not expensing, $10.2 million of 695 

maintenance costs is consistent with the Company’s treatment of the Lake Side 696 

turbine maintenance contract.  697 

Plant Additions 698 

Q. Please describe the changes related to capital additions that were suggested 699 

by other parties but that were not made by the Company?  700 

A. The Company has not removed the amount related to the Huntington Water 701 

Efficiency Management Project from the December 2009 forecast as suggested by 702 

Mr. Croft. The Company also did not remove the $12 million Goodnoe Hills 703 

amount as suggested by Mr. William A. Powell. Mr. Lasich addresses Goodnoe 704 

Hills in his rebuttal testimony. 705 

Q. Why didn’t the Company remove from the December 2009 forecast the 706 

amount that has been placed in service for the Huntington Water Efficiency 707 

Project through December 2008?  708 

A. The Company does not agree that the amount for the Huntington Water Efficiency 709 
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Project should be removed from the December 2009 forecast as proposed by Mr. 710 

Croft. The portions of the Huntington Water Efficiency Project completed during 711 

2008 were included in the rate case. As stated in DPU Data Request 48.35 and 712 

59.6, this project has been separated into several phases because of the timing of 713 

the federal funding assistance that is subject to approval each year, with the final 714 

phase expected to be completed in June 2010. However, the Company has only 715 

included the capital cost for the phases of the project which were added into the 716 

Company’s capital addition adjustment in July 2008 and August 2008. No 717 

amounts associated with the June 2010 phase are included in the rate case. Mr. 718 

Croft incorrectly removes from December 2009 amounts that are not included in 719 

the rate case during December 2009. The amounts included in the rate case 720 

correctly include the 2008 portions that have been added, and do not include any 721 

other amounts, therefore the portion the DPU is removing was not included in the 722 

case and their adjustment is inappropriate.  723 

Distribution Plant 724 

Q. Does the CCS make any other adjustments to the level of Utah distribution 725 

projects included in the Company’s request? 726 

A. Yes. Beyond updating the filing for actual data through December 2008, CCS 727 

witness Ms. Ramas notes that in the time period from July through December 728 

2008, the actual spend was 28 percent lower than the original estimate included in 729 

the filing. Due to this observation, Ms. Ramas concludes that the Company’s 730 

entire forecast for Utah distribution plant additions should be reduced to reflect an 731 

equivalent 28 percent decrease. Her calculation results in a forecasted total of 732 
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$145 million for Utah distribution plant through December 2009, considerably 733 

less than the Company’s original projection of $202 million. This equates to a 734 

revenue requirement disallowance of $5.95 million including $1.06 million for the 735 

reduction in associated depreciation expense.  736 

Q. What is the Company’s position on the CCS distribution plant adjustment? 737 

A.  The Company has several issues with Ms. Ramas’ adjustment. The Company 738 

believes that the overall level of Utah distribution plant additions for January 739 

through December 2009 will reflect the known downward forecast that is already 740 

included and not decrease beyond that level in 2009 for several reasons. First, the 741 

CCS incorrectly assumes that the Company did not account for the slowing 742 

economy when preparing the estimates in the case. To examine this correctly, it is 743 

necessary to separate the Utah distribution plant additions into two categories, on-744 

going capital expenditures and major capital projects as shown in my rebuttal 745 

Exhibit RMP___(SRM-3R). In looking at the expenditures for ongoing capital 746 

programs, the Company spent $48.4 million in July 2008 through December 747 

2008. This averages $8.1 million per month. The forecast included in Exhibit 748 

RMP___(SRM-2SS) for this time period was $64.9 million, or $10.8 million per 749 

month. For January 2009 through December 2009, the Company projects $54.7 750 

million in expenditures for on-going capital programs. This averages only $4.6 751 

million per month. When comparing the two, it becomes evident that the 752 

Company’s forecast already includes a large reduction in anticipation of a slower 753 

economy. The CCS’s extrapolation logic would reduce this even further to $3.3 754 

million per month, almost one-third of the monthly levels actually experienced in 755 
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July through December 2008.  756 

Second, the Company’s forecasts for July through December 2008 were 757 

higher than actual largely due to delays in several major projects. The CCS 758 

incorrectly believes that the under-spending on these major projects in July 759 

through December 2008 is an indication that the Company will continue to under-760 

spend through December 2009. Because some projects were moved from 2008 to 761 

2009, the levels of spend in the 12 months ended December 2009 are likely to 762 

increase since the expenditures for the projects have been delayed into that time 763 

frame. For July 2008 through December 2009, the Company’s projections 764 

included $82.9 million in capital additions for 19 major distribution projects in 765 

Utah. Although spending for these projects was delayed, they are still projected to 766 

be completed in 2009. Through January 2009, the Company has placed in service 767 

$19 million of these assets. Thus, the issue is simply a timing difference, and does 768 

not justify completely disregarding the Company’s capital addition estimates.  769 

Q. Has the Company accounted for timing differences in capital expenditures in 770 

your revised revenue requirement?  771 

A. Yes. The capital additions in this case have been updated to reflect the effect the 772 

timing differences have on the 13-month average methodology used to calculate 773 

rate base in the filing. Please see adjustment 11.6 for details.  774 

Materials and Supplies, Customer Advances for Construction, and Prepayments 775 

Q. Please describe the DPU’s adjustment to materials and supplies, customer 776 

advances for construction, and prepayments proposed by Mr. Garrett? 777 

A. DPU witness Mr. Garrett proposes adjustments to the materials and supplies, 778 
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customer advances for construction and prepayments accounts due to historical 779 

fluctuations and trends. Mr. Garrett suggests that in cases where accounts display 780 

either an increasing or decreasing trend ending balances should be included in rate 781 

base.2 Furthermore, Mr. Garrett contends that, in situations where the historical 782 

data reflects fluctuations within the base year’s monthly data, a 13-month average 783 

is appropriate. Because the mentioned accounts display investment level 784 

fluctuations after the end of the base year, Mr. Garrett contends that the December 785 

2008 balances would be more representative of test year levels than the June 2008 786 

balances used by the Company. The Company believes that the use of a consistent 787 

methodology simplifies the filing, and will over time be as accurate as Mr. 788 

Garrett’s recommendation of using a different averaging methodology for each 789 

account. In accordance with Mr. Garrett’s calculations, his proposed adjustments 790 

are as follows:  791 

• Increase the materials and supplies year end balance to December 2008 792 

levels due to the upward trend exhibited within calendar year 2008. The 793 

resulting adjustment is $4.9 million on a total Company basis and $1.9 794 

million on a Utah allocated basis; 795 

• As a result of his observation that the customer advances for construction 796 

account displayed an upward trend in ending balances from January 2006 to 797 

December 2008, he proposes an adjustment to reduce rate base by $1.5 798 

million on a total Company basis and $777 thousand on a Utah allocated 799 

basis; and,  800 

                                                 
2 DPU Exhibit 5.0. Direct Testimony of Mark. E Garrett. P. 13, line 239. 
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• Due to fluctuations within monthly balances in calendar year 2008, the 801 

prepayments account should be presented at a 13-month average level. The 802 

averaging of this account in such a manner results in a total Company 803 

reduction to rate base of $1.5 million or $629 thousand Utah allocated. 804 

Q. Does the Company agree with the DPU’s adjustments to the materials and 805 

supplies and customer advances for construction accounts? 806 

A. No. Even though the Company recognizes the upward trend noted by Mr. Garrett, 807 

the figures presented in our base period ending June of 2008 were the most 808 

representative of the materials and supplies and customer advances for 809 

construction balances for the test period used in this case. The Company does not 810 

typically apply inflation indices or forecast factors to miscellaneous rate base 811 

balances. In this regard, the Company assumes the balances at June 2008 levels 812 

will stay constant through the subsequent 12 months and thus provide an equal 813 

balance to averaging through December 2009. The balances as of June 2008 814 

represent the most current historical data available at the time of filing, which 815 

would in effect, still capture the upward trend that Mr. Garrett discusses.  816 

Q.  Does the Company agree with DPU’s adjustment to the prepayments 817 

account? 818 

A. No. Prepayments are included at a prudent level when considering the overall 819 

historical trend in this account. Analysis of historical balances show that from 820 

December 2006 to June 2008 the prepayments balance experienced an average 821 

upward increase of 5 percent during each subsequent six month period. This 822 

would suggest that from June 2008 to December 2009 the balance in prepayments 823 
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would either remain constant at June 2008 levels (as filed in the case) or 824 

moderately increase as previously displayed. 825 

Rate Mitigation Cap 826 

Q. Please explain the CCS’s adjustment to the rate mitigation cap.  827 

A. CCS witness Ms. Ramas adjusts the rate mitigation cap to 101.00 percent using 828 

her interpretation of the Utah revised protocol stipulation. Ms. Ramas maintains 829 

that the cap is dependent on the effective date of the order. 830 

Q. Does the Company agree with the use of 101.00 percent for the rate 831 

mitigation cap 832 

A. No. The averaging method I describe in my direct testimony using 101.25 percent 833 

for the first three months and 101.00 percent for the last nine months is the correct 834 

calculation of the rate mitigation cap.  835 

Q. Is the CCS rate mitigation adjustment consistent with the test period in this 836 

case? 837 

A. No. All other costs in the test period are based on the levels expected during 838 

calendar year 2009 and are not updated to the expected order date. For example, 839 

labor cost increases are not updated to the order date. Likewise, rate base 840 

additions occurring prior to the order date, and net power cost changes prior to the 841 

order date, are not annualized. It is not appropriate to update the rate mitigation 842 

cap to the expected order date without updating all parts of the rate case. The rate 843 

mitigation cap should be based on the test period, similar to all other expenses 844 

during the test period. 845 

846 
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Fuel Stock 847 

Q. Please summarize the adjustment that DPU witness Mr. Garrett 848 

recommends in regards to fuel stock. 849 

A. In his direct testimony, Mr. Garrett recommends that the fuel stock level included 850 

in the Company’s results be adjusted to reflect the 2008 levels using the 2009 851 

average projected prices. This adjustment to fuel stock reduces Utah allocated rate 852 

base by approximately $16.9 million, resulting in a $2.1 million reduction to 853 

revenue requirement.  854 

Q. What specifically are Mr. Garrett’s issues with the 2009 levels of fuel stock 855 

projected by the Company? 856 

A. Mr. Garrett claims the Company’s projected 2009 inventory represents an average 857 

79-day supply. Mr. Garrett considers this level too high citing that the comparable 858 

levels in 2008 and 2007 were 52 days and 42 days, respectively. Mr. Garrett 859 

highlights the fact that the Company not only owns a significant portion of the 860 

coal supply but also is located relatively closer to its coal sources than comparable 861 

utilities. Due to this, Mr. Garrett believes the Company should be subject to lower 862 

risk for potential interruptions or delays in delivery than other utilities. Economic 863 

justification, he claims, has not been provided by the Company supporting these 864 

elevated levels. Lastly, Mr. Garrett recommends using a 12-month average 865 

methodology to calculate fuel stock instead of the 13-month average currently 866 

used by the Company. He argues that this will normalize coal stockpiles levels 867 

that are subject to seasonal peaks.  868 

869 
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Q. Does the Company agree with Mr. Garrett’s arguments? Please explain. 870 

No. First, Mr. Garrett states that 2009 average 79-day supply inventory is too high 871 

citing historic levels of 52 and 42 days in 2008 and 2007, respectively. Mr. 872 

Garrett’s calculations are flawed. Mr. Garrett failed to include coal stockpiles at 873 

both the Company’s Prep Plant and Deer Creek Mine in his analysis of 2007 and 874 

2008. The Company, in response to DPU 61.2, provided historical stockpile levels 875 

for all the coal plants as well as the Deer Creek Mine and the Prep Plant for 2007 876 

and 2008. Mr. Garrett excluded these balances in determining his average days of 877 

inventory in 2007 and 2008.  878 

Q. What are the corrected average days of inventory? 879 

 The average days of coal stock for 2007 and 2008 are approximately 56 and 63 880 

days, respectively.  881 

Q. Do you agree with Mr. Garrett’s calculation of 79-day supply for 2009? 882 

A. No. Once again Mr. Garrett’s calculation is flawed. While Mr. Garret did include 883 

the forecasted Prep Plant Stockpile balance for 2009, he failed to include the Deer 884 

Creek Mine stockpile balance and understated coal consumption to calculate his 885 

average day of supply. Mr. Garrett utilized only the Company’s portion of Hunter 886 

Plant’s consumption rather than total plant consumption in 2009; Mr. Garrett 887 

utilized the total Hunter Plant consumption in 2007 and 2008. The result is an 888 

overstatement of average-days of inventory for 2009. 889 

Q. What is the correct average-days of inventory for 2009? 890 

The average-days of coal for 2009 is approximately 76 days. 891 

892 
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Q. How would these corrections change Mr. Garrett’s proposed adjustment? 893 

A. Currently, Mr. Garrett’s proposed adjustment decreases Utah rate base by $16.9 894 

million. Correcting his calculation changes his adjustment to a decrease in rate 895 

base of $8.4 million. However, the Company does not believe any adjustment is 896 

appropriate. Mr. Garrett’s adjustment is premised on the assumption that at no 897 

time in 2007 or 2008 did the Company inventory levels come near the inventory 898 

level requested in the test year. If Mr. Garrett had included the Deer Creek and 899 

Prep Plant stockpiles in his 2007 and 2008 calculations and the correct consumed 900 

tonnage in 2009, he would have concluded the Company had over 74 days of 901 

inventory in November 2008 and averaged about 70 days of inventory during the 902 

last quarter of 2008.  903 

Q. Is it the Company’s experience, as Mr. Garrett suggests, that is it typical to 904 

see lower inventory levels even in states located much greater distances from 905 

the coal production areas?  906 

A. Not necessarily. EVA (Energy Ventures Analysis) in its most recent 2009 907 

COALCAST Stockpile Data Survey, reported coal stockpiles for utilities in the 908 

Western United States averaged 70 days for January. These levels are 909 

commensurate with the Company’s stockpile levels at the beginning of the year.  910 

Q. Which plant stockpiles have experienced increases? 911 

A. As the Company stated in response to DPU 61.4, the Company has no rail facility 912 

at the majority of the Company plants and none in Utah. Approximately 88 913 

percent of the overall increase in the Company’s stockpile balance between 914 

January 2008 and December 2009 is associated with the Company’s Utah plants. 915 
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Unlike Nevada Power or the other utilities Mr. Garrett alludes to, the Company 916 

does not have the ability to transport coal by rail. The Company cannot divert coal 917 

trains to other production basins during supply interruptions. Due to the 918 

Company’s total reliance on local production for its Utah plants and the current 919 

supply/demand imbalance for Utah coal, the Company has prudently decided to 920 

carry higher inventory levels in Utah. 921 

Q. Are the supply risks the same for surface and underground mines? 922 

A. No. There is increased supply and quality risk associated with underground 923 

mining. All of the coal mines in Utah are underground mining operations. 924 

 Q. Can you discuss the coal supply situation in Utah?  925 

A. Utah has a significant production shortfall. There are only six longwall mining 926 

operations in Utah and two have been curtailed. The Coop Mine is curtailed due 927 

to unexpected sandstone channels and Murray Energy’s Westridge Mine 928 

continues to be curtailed due to geological movement, or “bounces.” These 929 

bounces are generally associated with increasing depth of cover. Across the state, 930 

underground mining is challenged with maturing mining operations, increasing 931 

depth of cover, excess gases, narrowing seams, etc. Rigorous roof control plans 932 

will likely be required by the Mining Safety and Health Administration. These 933 

factors will likely contribute to increased supply interruptions.  934 

Q Has the supply/demand imbalance impacted coal prices? 935 

A. Yes. The FERC Energy Market Snapshot of Regional Coal Prices of February 6, 936 

2009, provides a noteworthy comparison of coal prices across the country’s major 937 

production basins. All of the production basins experienced significant increases 938 
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in coal prices starting in early 2008. All of the production basins but one 939 

experienced substantial price decreases towards the end of 2008. However, Utah 940 

and Colorado are the exceptions. Utah and Colorado coal prices have continued to 941 

increase – from approximately $25/ton in the beginning of 2008 to over $70/ton 942 

in 2009. The high coal price is a result of an under supplied market. Due to supply 943 

shortfalls, some utilities have either implemented or are evaluating coal 944 

conservation measures as well as increasing stockpile levels on a long-term basis.  945 

Q. Please summarize the Company’s position regarding fuel stock. 946 

A. The Commission should not accept Mr. Garrett’s adjustment. The Company’s 947 

strategic decision to increase stockpile levels ensures a secure supply of coal to 948 

the Company’s generating plants and protects customers from supply 949 

interruptions. 950 

Cash Working Capital (“CWC”) and Lead Lag Study 951 

Q. Please explain the purpose of a lead lag study. 952 

A. The Company calculates CWC through a lead lag study. A “lag,” which creates a 953 

need for working capital, results from the fact that cash payments are generally 954 

received from customers after service has been provided. A “lead” is a source of 955 

working capital, which results when there is a delay between the recording of an 956 

expense and the actual cash payment of the expense. The difference between the 957 

revenue “lag” and the expense “lead” is expressed in days. The number of days is 958 

then multiplied by the average daily operating expenses, which quantifies the 959 

CWC required for, or available from the utility operations.  960 

961 
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Q. Has the Company completed a recent Lead Lag Study? 962 

A. Yes. The Commission Order in Docket No. 07-035-93 stated on page 95 “[w]e 963 

agree with the Division and the Committee regarding the need to update the 964 

Company’s cash working capital study for use in the Company’s next general rate 965 

case.” The Company complied with the Commission’s order and completed a 966 

comprehensive lead lag study using December 31, 2007, data. The results of the 967 

December 2007 lead lag study were applied in this case in the calculation of the 968 

Company’s revenue requirement filed as Exhibit RMP___(SRM-2SS). Page 8.1.1 969 

of the Company’s December 2009 forecasted filing reflects a net revenue lag of 970 

6.24 days (total Utah), resulting in a CWC requirement of $21.7 million on a Utah 971 

allocated basis.  972 

Q. Are you familiar with the adjustments to the December 2007 lead lag study 973 

being proposed by DPU witness Mr. Croft? 974 

A. Yes. Mr. Croft recommends two adjustments to the lead lag calculation. First, Mr. 975 

Croft recommends revisions to the expense lag days resulting from an audit 976 

performed by the DPU of the Company’s bank statements, a sample of coal, 977 

natural gas, purchased power and other invoices. The results of the audit 978 

determined that in certain instances the Company had paid the expense earlier 979 

than what the contract specifies. Secondly, Mr. Croft recommends the Company 980 

apply calendar year 2009 forecasted expenses and revenues to the DPU revised 981 

net revenue lag days.  982 
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Q. Mr. Croft’s testimony proposes negative lead lag days for Utah of (3.73) after 983 

including long-term debt interest in the CWC calculation. Are there any 984 

formula errors in this calculation?  985 

A. Yes. In DPU Exhibit 7.1 (confidential) the DPU inadvertently excluded interest 986 

on long-term debt from the Utah allocated expense total. In RMP data request 1.8, 987 

the DPU acknowledges that “it was not the Division’s intent to exclude interest on 988 

long-term debt from the Utah allocated expense total.” Updating this formula 989 

would change the DPU’s net revenue lag days from a negative 3.73 days to a 990 

positive 0.43 days. 991 

Q. How would you recommend that the Commission respond to the two 992 

adjustments proposed by Witness Croft? 993 

A. I recommend, for purposes of this proceeding only, that the Commission accept 994 

the adjustment to reflect the revised expense lag days as proposed by Mr. Croft 995 

based on his audit of the Company’s study. This change reduces the Company’s 996 

net revenue lag days to 5.60 days. The revised lag of 5.60 days is included in my 997 

rebuttal revenue requirement results in this filing.  998 

However, the Company asserts that it is not cost effective to calculate an 999 

expense lag by reviewing each and every invoice the Company paid during any 1000 

specific period of time, due to the quantity of invoices received and processed by 1001 

the Company each year. The Company prepared the calendar year 2007 lead lag 1002 

study at a detailed level that was cost effective and produced an accurate result. 1003 

The DPU conducted a detailed audit on a select few expense lag components and 1004 

determined that the Company had, in a few instances, paid certain invoices on a 1005 
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different date than the invoice due date. The Company accepts the DPU’s 1006 

recommendation for this specific general rate case only, as the Company has not 1007 

completed a comprehensive review of each of the invoices included in Mr. Croft’s 1008 

adjustment. The Company is confident that if a lead lag study were to be 1009 

conducted where each and every revenue and expense item were reviewed on an 1010 

individual basis the result would not differ materially from the Company’s initial 1011 

result.  1012 

Regarding Mr. Croft’s second adjustment, I recommend that the 1013 

Commission reject the adjustment to apply the forecasted calendar year 2009 1014 

revenues and expenses to the revised net revenue lag days. Mr. Croft does not 1015 

provide any evidence as to why this should be done other than mentioning that it 1016 

“should be applied to the study.” Even though Mr. Croft proposes this new 1017 

adjustment he did not prepare an exhibit to demonstrate the effect the adjustment 1018 

would have on results. The Company proposes to keep the net lag days used in 1019 

Company regulatory filings consistent with the current lead lag study. This is 1020 

consistent with past Commission practice regarding the Company as well as other 1021 

public utilities. Recalculating the net lag days for each filing based on current 1022 

period results would likely be immaterial in nature, require another step in the 1023 

process, and potentially cause confusion and additional audit steps for those 1024 

reviewing the Company filings.  1025 

Q. Are you familiar with the adjustment to the lead lag study being proposed by 1026 

DPU witness Mr. Garrett? 1027 

A. Yes. Mr. Garrett addresses an issue left open by the Commission for further 1028 
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discussion from Docket No. 07-035-93. In its final Order, the Commission did not 1029 

adopt the CCS recommendation to include long-term debt interest expense in the 1030 

lead lag study, but reaffirmed its earlier decision in Docket No. 93-057-01. 1031 

However, the Commission stated it would be open to addressing the issue in the 1032 

next general rate case but noted “[i]f this method is to be changed, a strong burden 1033 

of persuasion will first have to be met which must include a comprehensive 1034 

analysis of all four of the above mentioned items.” Mr. Garrett briefly addresses 1035 

the four specific items outlined by the Commission in Docket No. 93-057-01, 1036 

which are (1) depreciation, (2) interest expense, (3) preferred dividends, and (4) 1037 

common dividends and how these pertain to the calculation of working capital, 1038 

but Mr. Garrett did not include a comprehensive analysis of the four items. 1039 

Q. Why is it important to include a comprehensive analysis of all four of these 1040 

items? 1041 

A. Together, these four items constitute what is known as “return on” and “return of” 1042 

capital. Because these four items are integrally related, it is important to look at 1043 

these four items together, not in the piecemeal manner done by Mr. Garrett where 1044 

he attempts to look at each item individually without looking at the combined 1045 

issues comprehensively.  1046 

Q. Did the Company prepare the December 2007 lead lag study consistent with 1047 

the Commissions current cash working capital policy? 1048 

A. Yes. Consistent with the Commission’s CWC policy,3 the Company excluded 1049 

depreciation expense, long-term debt interest expense, and dividends on both 1050 

preferred and common stock from its December 2007 lead lag study. These four 1051 
                                                 
3 UPSC Docket No. 07-035-93, Order issued August 11, 2008 
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components have never been authorized by the Commission for inclusion in the 1052 

calculation of cash working capital. 1053 

Q. Do you agree with Mr. Garrett’s recommendation to continue to exclude 1054 

depreciation and common dividends from the lead lag study? 1055 

A. Yes. 1056 

Q. Do you agree with Mr. Garrett’s recommendation to include long-term debt 1057 

interest expense and preferred dividends in the lead lag study? 1058 

A. No. Mr. Garrett’s main argument for including interest expense in the CWC 1059 

calculation is that it is labeled as a “cash” item. The Company does not refute the 1060 

idea that interest expense is a cash item, just like the Company’s capital 1061 

investments are cash items. However, neither one should be included in the CWC 1062 

calculation. CWC is the amount of capital required by operations only and does 1063 

not include amounts for non-operational items such as return on rate base. It 1064 

should exclude the capital required to finance assets and non-cash expenses such 1065 

as depreciation. Historically, regulators often calculated CWC using the 1/8 1066 

method of annual operating expenses. Consequently, CWC calculations were the 1067 

direct result of operating activities only. Interest on bonds and preferred stock 1068 

dividends are elements of the return component in the revenue requirement 1069 

calculation, not part of the operating activities of the Company.  1070 

  Because bonds, preferred stock, and common equity are used to finance 1071 

the fixed assets of the utility, the related costs, including any lag in cash 1072 

payments, are incorporated in the return on rate base. Intervenors may propose to 1073 

include the lag on long term interest payments in the CWC calculation, but they 1074 
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often disregard the lag on short term interest payments. Short-term debt costs are 1075 

recovered through Allowance for Funds Used During Construction (“AFUDC”) 1076 

on Construction Work in Progress (“CWIP”), and ultimately through depreciation 1077 

expense over the life of the asset, after CWIP is transferred to rate base.  1078 

  The same situation occurs relative to long-term debt cost recovery, which 1079 

occurs through the return component in the revenue requirement. To separate out 1080 

only long-term interest expense payment lag, and reduce rate base, will misstate 1081 

the overall revenue requirement. Neither short-term nor long-term interest 1082 

expense should impact operating capital. The Company’s CWC calculation 1083 

appropriately excludes both.  1084 

  To reiterate what the Company expressed in testimony in Docket No. 07-1085 

035-93, the idea of recognizing a cash “lead” for interest is a well-worn notion 1086 

that is given little credence by recognized authorities in the field of utility 1087 

accounting. Robert L. Hahne addresses this issue in his book, Accounting for 1088 

Public Utilities, which discusses a number of disfavored adjustments that have 1089 

been proposed for determining cash working capital. He places at one extreme 1090 

those who would recognize a lag in the receipt of operating income while 1091 

ignoring delays in the disbursement of interest. At the other end of the spectrum 1092 

he places those (such as Mr. Garrett) who would recognize that working capital 1093 

exists in the delay in disbursements of interest without consideration of the lag in 1094 

receipt of operating income. Mr. Hahne goes on to say that few Commissions 1095 

have accepted either of these points of view. Rather, he indicates that the most 1096 

prevalent approach is not to consider the operating income component in the 1097 
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lead/lag study and not to recognize accruals of interest as a source of cash 1098 

working capital.4 This is the approach used by the Company in the current case, 1099 

and what has been approved by the Commission in prior cases.  1100 

Q. Do you have any other concerns with including interest expense in the lead 1101 

lag study? 1102 

 A. Yes. Mr. Garrett makes a simplifying assumption that all interest is collected from 1103 

customers, and then paid after it is collected. In many cases, such as the Chehalis 1104 

plant, acquired in September 2008, and the various wind projects added to plant in 1105 

service in December 2008 and January 2009, interest expense is being incurred 1106 

before being collected from customers. The Company began incurring interest 1107 

charges when these plants went into service, prior to the inclusion of these costs 1108 

in customer rates. Mr. Garrett makes no attempt to quantify the impact of this 1109 

long-term lag in recovering this interest in his calculation. This would need to be 1110 

part of any ”comprehensive analysis” of the four parts of return on and return of 1111 

rate base as required by this Commission before making any changes to the 1112 

calculation of case working capital.  1113 

Q. Does Mr. Garrett provide a “strong burden of persuasion” and a 1114 

“comprehensive analysis” of all four components mentioned above as 1115 

required in Docket No. 93-057-01? 1116 

 A. No. Mr. Garrett states on page 5 of this testimony that his review is simply “a 1117 

conceptual overview and discussion regarding the proper treatment within a lead-1118 

lag study.” Mr. Garrett uses the term “proper treatment” on page 5 of his direct 1119 

testimony but does not provide any prescribed accounting regulations to backup 1120 
                                                 
4 Accounting for Public Utilities, Robert L. Hahne et al, pages 5-22 and 5-23 
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his proper treatment. His testimony points out clearly that there is not one 1121 

prescribed and accepted method for preparing a lead lag study. Mr. Garret uses 1122 

the phrase on page 8 of his direct testimony that “interest expense is generally 1123 

included,” while providing no backup. These statements fall short of the “strong 1124 

burden of persuasion” and “comprehensive analysis” that the Commission stated 1125 

it would require before considering a change to its long standing position.  1126 

Q. What is your recommendation to the Commission regarding the four specific 1127 

items in question as to whether to include or exclude in a lead lag study? 1128 

 A. I recommend the Commission continue its practice of excluding all four items, 1129 

namely: (1) depreciation; (2) interest expense; (3) preferred dividends; and (4) 1130 

common dividends, from the lead lag study used to calculate CWC. Including any 1131 

of these four items in the lead lag study is inappropriate, and would be 1132 

inconsistent with Commission practice.  1133 

  I recommend that the Commission reject Mr. Garrett’s proposals on 1134 

interest on long-term debt and preferred stock. As explained above, CWC is the 1135 

amount of capital required by operations only and should not include non-cash 1136 

items such as depreciation and non-operational items such as amounts related to 1137 

financing long-term assets. Also, recognition of the cash “lead” for long-term debt 1138 

interest is one sided unless it is accompanied by recognition of a lag for operating 1139 

income. The common practice is to recognize that these two items are offsetting 1140 

and the proper treatment is to include or exclude both in the working capital 1141 

calculation. This is the approach used by the Company in this proceeding. 1142 
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Energy Trust of Oregon (“ETO”) Funding 1143 

Q. How was ETO funding treated in this rebuttal filing? 1144 

A. ETO funding was treated consistently with the supplemental December 31, 2009, 1145 

test period filing. The Incremental Generation O&M adjustment assumes Utah 1146 

does not accept funding provided by ETO associated with the Goodnoe Hills wind 1147 

plant in exchange for renewable energy credits being allocated to Oregon 1148 

customers after the first five years of operation. The ETO funding is completely 1149 

related to an O&M reimbursement, and does not impact plant in service. If Utah 1150 

elects to accept ETO funding, as described by Mr. Mark Tallman in Docket 1151 

No.07-035-93 and Mr. Lasich in this case, then approximately $2.6 million on a 1152 

total company basis or $1.1 million on a Utah allocated basis could be deducted 1153 

from the revenue requirement. 1154 

Computational Errors 1155 

Q. Did the Company find any computational errors in the intervening parties’ 1156 

adjustments which should be considered by the Commission if an adjustment 1157 

is adopted? 1158 

A. Yes. The Company found errors in Mr. Garrett’s materials and supplies, customer 1159 

advances for construction, and prepayments adjustment (DPU Exhibits 5.3, 5.4, 1160 

and 5.10); Mr. Croft’s plant additions adjustment (DPU Exhibit 3.14); the 1161 

modeling of Ms. Ramas’ cancelled projects adjustment (CCS Exhibit 2.4) and Mr. 1162 

Falkenberg’s Rolling Hills adjustment. Correcting materials and supplies, 1163 

customer advances for construction, and prepayments adjustment would result in 1164 

an increase of $2.2 million, or $1.4 million Utah allocated, instead of $1.9 1165 
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million, or $593.7 thousand Utah allocated as calculated by Mr. Garrett. The 1166 

detailed computations of the correct calculation are presented in rebuttal Exhibit 1167 

RMP___(SRM-4R), which corrects both computational errors and incorrect 1168 

information included in a company data response. As stated above, the Company 1169 

does not believe that an adjustment materials and supplies, customer advances for 1170 

construction, and prepayments is necessary. Should the Commission find an 1171 

adjustment necessary, the error should be corrected.  1172 

Next, Mr. Croft’s plant adjustment model contained a formula error that 1173 

omitted $36.5 million in total Company plant additions from his calculation. Mr. 1174 

Croft’s original adjustment reduced total Company rate base by $220 million. 1175 

Correcting his error changes his adjustment to a $183.5 million reduction in rate 1176 

base. In the Company’s plant addition rebuttal adjustment 11.6, this error was 1177 

corrected.  1178 

Finally, in the CCS's Jurisdictional Allocation Model, the adjustment to 1179 

accumulated depreciation included for the Rolling Hills and cancelled projects 1180 

adjustments is made using the incorrect sign. The adjustments to accumulated 1181 

depreciation would be a positive $4.1 million for Rolling Hills and $47 thousand 1182 

for cancelled projects. The Company accepted the adjustment for cancelled 1183 

projects in the plant addition rebuttal adjustment 11.6, and this error was 1184 

corrected. The Company did not accept the Rolling Hills adjustment as proposed 1185 

by Mr. Falkenberg; therefore, should the Commission decide to adopt this 1186 

adjustment, the error should be corrected.  1187 

1188 
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Summary 1189 

Q. What is your summary position on the rebuttal revenue requirement 1190 

proposed by the Company? 1191 

A. The modified revenue requirement of $57.4 million is the appropriate revenue 1192 

requirement based on the revised test period used in this case. The Company has 1193 

carefully reviewed the adjustments proposed by the parties and either made 1194 

adjustments that it believes are appropriate in this case or defended the proposals 1195 

put forth by the Company. 1196 

Q. Does this conclude your testimony? 1197 

A. Yes.  1198 
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