
Q. Are you the same Bruce N. Williams that provided direct testimony in this proceeding?

A. Yes, I am.

Q. What is the purpose of your second supplemental direct testimony?

A. I am providing updated testimony concerning the appropriate capital structure, the cost of debt, the cost of preferred stock and the overall cost of capital.  I am doing so consistent with the Commission’s order of October 30, 2008.

Capital Structure

Q. What capital structure are you proposing in this proceeding?

A. The Commission has ruled that the test period in this proceeding is the twelve months ending December 31, 2009.  To match PacifiCorp’s (the Company’s) costs with customers’ rates, the appropriate capital structure is the average of the December 31, 2008 and December 31, 2009 capital structures.

Q. Has the capital structure changed as a result of the modification to the test year?

A.
Yes.  The common equity level has decreased slightly from 51.9 percent to 51.5 percent.  This capital structure is derived from PacifiCorp’s current budget for 2009.  The capital structure includes several significant financings that have occurred since the original testimony in this proceeding was prepared, including the issuance of $800 million of new long-term debt during July, 2008.  In addition, further capital contributions and additional long-term debt issuances are expected prior to December 31, 2009 and have been included in this capital structure.  

Q.
Does your capital structure reflect the payment of dividends to PacifiCorp’s parent company?

A.
PacifiCorp’s indirect parent, MidAmerican Energy Holdings Company (“MEHC”) has never taken a dividend from PacifiCorp.  The budget for 2009 continues to exclude any dividends to MEHC.

Q.
How does this capital structure compare to the Company’s actual structure at September 30, 2008?
A.
The actual capital structure at September 30, 2008 was consistent with the projected capital structure during the test period and consisted of approximately 51.1 percent common equity, 48.5 percent long-term debt and 0.4 percent preferred stock.

Q.
How does this projected capital structure compare to comparable electric utilities?
A.
The capital structure is consistent with the comparable group of companies that Dr. Samuel C. Hadaway has utilized in his estimate of the investor required return on equity. PacifiCorp and the group of comparable companies show a similar percentage of common equity in their capital structures.
Cost of Debt and Preferred Stock

Q.
Have you updated the cost of debt?
A.
Yes.  I have calculated the cost of debt for the new test period using a methodology consistent with my filed direct testimony.  The cost of debt is 6.23 percent, which is the average of the weighted average costs at December 31, 2008 and December 31, 2009 as shown in Exhibit RMP___(BNW-1SS).  In addition, this exhibit also shows how the Company projected the cost of variable rate debt at each of those dates.  Again, this methodology is consistent with my filed direct testimony.
Q.
Please discuss the adjustments that have been made to the book values of the outstanding long-term debt.

A.
The long-term debt outstanding has been updated to reflect scheduled maturities and amortizations through the new test period.  In addition, I have included the $800 million of long-term debt that was issued during July, 2008.  That issuance was comprised of $500 million of 10 year First Mortgage Bonds at a coupon rate of 5.65 percent and $300 million of 30 year First Mortgage Bonds with a coupon of 6.35 percent.


The Company expects to issue an additional $800 million during 2009 to help finance the new generation, transmission, local distribution and environmental improvements.  In addition, we anticipate receiving further capital contributions from our indirect parent company MEHC to help maintain a balanced capital structure.

Q.
How did you estimate the interest rate for the new debt to be issued?

A.
I projected that the new long-term debt would be issued at the Company’s estimated recent credit spread over the projected long-term Treasury rates as of December 31, 2009.  Further, I added in issuance costs of the debt offering.  This reflects our best estimate of the costs of new debt at the current secured long-term debt ratings of the Company.
Q.
What is the resulting estimated interest rate for this new long-term debt?

A.
The Company’s current estimated credit spread for thirty-year debt is 3.87 percent.  The forward long-term Treasury rate for December 31, 2009 is 4.51 percent.  Issuance costs for this type of debt add approximately 9 basis points (i.e. 0.09 percent) to the all-in cost.  Therefore the projected cost of the new debt is 8.47 percent.

Q.
How does the current credit spread compare to what was in your direct testimony?

A.
The credit spread has more than doubled – increasing over 200 basis points, or 2.00 percent since my direct testimony was prepared in late June, 2008.  This increase reflects the current market conditions that Dr. Hadaway discusses in his supplemental testimony.  These unprecedented times in the financial markets have impacted all borrowers, including the Company.  
Q.
How have these market conditions impacted the Company?

A.
Very significantly.  Although the Company has been able to continue to fund its working capital and long-term needs it has been anything but “business as usual”.  For example, at times during October the Company was unable to find investors for its commercial paper.  Fortunately, the Company had previously arranged multi-year committed revolving credit agreements and was able to borrow under those facilities in order to provide liquidity and daily cash needs normally met by the commercial paper markets.  At the times when the commercial paper market was available rates were significantly higher than just a few months earlier.  During November, the Company’s commercial paper rates were at an average spread of approximately 250 basis points (2.50 percent) higher than issuances through the middle of July.  While short-term funding for the Company has recently modestly improved from these draconian conditions, we are largely limited to overnight commercial paper issuances rather than a range of maturities of up to 270 days as in prior markets.   



Similar to the commercial paper market the market for tax-exempt debt was also “frozen” for a period of time.  As I discuss in my direct testimony, the Company has arranged over $700 million of low-cost tax exempt financing.   A portion of this debt is variable rate and re-prices through periodic remarketings.  However, this market also was shaken by the credit crisis resulting in extremely high resets of interest rates or failed remarketings when there was insufficient investor demand.  PacifiCorp chose to acquire approximately $216 million of these obligations to avoid paying rates that were un-imaginable just a few months earlier.  The Company recently completed the remarketing of these bonds following a change to their credit enhancements including the addition of letters of credit for the benefit of investors.   Other utilities have found this market is now totally closed to them and are delaying previously scheduled tax-exempt bond offerings.    Fortunately, PacifiCorp enjoys the benefits of sound credit ratings and was able to lessen the impact on customers by temporarily acquiring the bonds and arranging for these letters of credit despite extremely difficult conditions for the banks themselves. 
Q.
Why is this new debt more expensive than the debt the Company issued a few months ago during July, 2008?

A.
The projected debt costs reflect market conditions as a result of the “credit crisis”.     Many lower rated issuers have not been able to access the debt markets or find the terms and conditions prohibitive.   Better rated companies, like PacifiCorp, currently have access to the markets although at rates higher than recent levels.  

As noted in Dr. Hadaway’s testimony, current increases in credit spreads have impacted the company’s cost of equity and debt.  His testimony includes a table that shows recent utility debt issuances and their corresponding credit spreads.  The Company’s estimated credit spread of 3.875 percent on a thirty year bond is conservative compared to the range seen in these recent issuances by other utilities.  The Company’s sound investment grade rating has allowed it to avoid these higher debt costs and allowed it continued access to the credit markets.  This is not the case for some lower rated utilities.  For example, Arizona Public Service Company recently filed a letter with its commission explaining that the commercial paper market is completely closed to them and, they likely could not successfully issue long-term debt. (See Exhibit RMP___(BNW-2SS).)
Q.
What is the cost of preferred stock for the new test period?

A.
There is no change in the cost of preferred stock from my direct testimony.  The cost of preferred stock remains at 5.41 percent as shown in Exhibit RMP___(BNW-5).

Q.
What is the overall cost of capital that the Company is proposing in this proceeding?

A.
Rocky Mountain Power is proposing an overall cost of capital of 8.69 percent.  This cost includes a return on equity of 11.00 percent as further discussed by Mr. Walje and Dr. Hadaway and the following capital structure and costs:
Rocky Mountain Power

Overall Cost of Capital
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Long Term Debt

48.2%


6.23%


3.00%

Preferred Stock

0.3%


5.41%


0.02%

Common Equity

51.5%


11.00%

5.67%


Total



100.0%




8.69%
Q. Does this conclude your supplemental direct testimony?

A.

Yes.
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