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SURREBUTTAL TESTIMONY OF KEVIN C. HIGGINS

Please state your name and business address.

My name is Kevin C. Higgins. My business address is 215 South State
Street, Suite 200, Salt Lake City, Utah, 84111.

By whom are you employed and in what capacity?

I am a Principal in the firm of Energy Strategies, LLC. Energy Strategies
is a private consulting firm specializing in economic and policy analysis
applicable to energy production, transportation, and consumption.

On whose behalf are you testifying in this proceeding?

My testimony is being sponsored by the Utah Association of Energy Users
Intervention Group (“UAE”).

Are you the same Kevin C. Higgins who pre-filed direct and rebuttal
testimony on the topic of revenue requirements on behalf of UAE?

Yes, | am.

What is the purpose of your rebuttal testimony?

My surrebuttal testimony responds to rebuttal testimony filed by RMP
witnesses Steven R. McDougal, Dean Brockbank, Stefan Bird, Erich D. Wilson,
and Chad A. Teply, as well as IBEW witness Gary Cox. As part of this
testimony, | update my revenue requirement adjustments relative to RMP’s
rebuttal case.

Please summarize the primary conclusions of your surrebuttal testimony.
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I am in agreement with RMP’s treatment in its rebuttal testimony of test
period REC revenues in combination with a REC tracker; use of the Rolled-in
inter-jurisdictional cost allocation methodology; and miscellaneous asset
removals, i.e., the sale of facilities to Black Hills Power and the sale of Snake
Creek hydroelectric facilities to Heber Power. | also concur provisionally with
RMP’s calculation of the deferred REC balance as of December 31, 2010.

I continue to disagree with RMP concerning the other adjustments in my
direct testimony. However, adjustments in the Company’s rebuttal case cause my
wage and benefit expense adjustment to be reduced by about $6.0 million to $2.4
million, while increasing my natural gas swap disallowance by about $3.8 million
to $16.3 million.

Have you updated Table KCH-1 from your direct testimony, which
summarizes UAE’s adjustments, to reflect your proposed adjustments to
RMP’s rebuttal case?

Yes, | have. This update is presented below as Table KCH-1S. | have
also updated a number of the exhibits presented in my direct testimony to reflect
my adjustments relative to the Company’s rebuttal filing. These exhibits are
presented as UAE Exhibits RR 1.1 SR through 1.8 SR. Page 3 of UAE Exhibit

RR 1.7 SR is Confidential.
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Summary of Revenue Requirement Impact of UAE Adjustments

Relative to RMP Rebuttal Filing

Adjustment

Klamath Hydroelectric Depreciation
Klamath Surcharge Situs Adjustment

Test Period REC Revenue Adjustment

Ancillary Revenue Adjustment
Environmental Projects Disallowance

Hunter Unit No. 1 Scrubber Upgrade
Hunter Unit No. 2 Scrubber Upgrade
Huntington Unit No. 1 Scrubber Upgrade

Dave Johnston Unit No. 3 SO, Project

Woage and Benefit Expense Adjustment (Incremental Impact)
O&M Escalation Adjustment

Natural Gas SWAP Disallowance

Sub-Total UAE Test Period Adjustments

Incl. in RMP Reb.

(1,730,872)
(7,302,531)

Accept RMP Prop.

(1,072,463)

(295,035)
(1,822,183)
(2,516,349)
(3,712,692)
(2,419,112)
(7,577,081)

(16,313,418)

2010 Deferred REC Revenue (Feb. 22, 2010 - Dec. 31, 2010)

AREAS OF AGREEMENT WITH RMP

Q.

(44,761,736)

(42,575,299)

Please identify the revenue requirement issues that you had contested in your

direct testimony, but as to which you are now in agreement with RMP based

on your review of RMP’s rebuttal testimony.

I am in agreement with RMP’s treatment in its rebuttal filing of the

following revenue requirement issues:

Test period REC revenues (in combination with a REC tracker)

Use of the Rolled-in inter-jurisdictional cost allocation methodology

Miscellaneous asset removals
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o Sale of facilities to Black Hills Power

o0 Sale of Snake Creek hydroelectric facilities to Heber Power

In addition, I provisionally accept of RMP’s calculation of the deferred REC

balance as of December 31, 2010.

Test Period REC Revenues

Q.

Please explain the extent of your concurrence with RMP with respect to the
treatment of test period REC revenues.

My adjustment to Utah revenue requirement of approximately $33.0
million for REC revenues in my direct testimony is based on my projection of
system REC revenues of $110.5 million for the test period. In its rebuttal
testimony, RMP reduced its Utah revenue requirement by approximately $18.5
million (relative to its direct filing) based on the Company’s updated projection of
system REC revenues of $86.1 million for the test period; at the same time, RMP
agreed to the concept of a REC tracker as proposed by DPU witness Brenda
Salter.

I continue to believe that the REC revenue adjustment proposed in my
direct testimony is more reasonable than RMP’s update because the Company
does not use a reasonable price for incremental wind REC sales. At the same
time, | also believe that for purposes of this proceeding, RMP’s updated REC

revenue projection, if taken in combination with the REC tracker proposed by Ms.
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Salter (or the REC tracker proposed by OCS witness Donna Ramas), will produce
a reasonable resolution of this issue. Therefore, | am willing to accept RMP’s
REC revenue adjustment, as proposed in the Company’s rebuttal testimony, if it is
accompanied by either of these REC tracker mechanisms.
What is your recommendation if a REC tracker is not adopted?

If a REC tracker is not adopted, then | continue to recommend that REC
revenues should be based on system projected REC revenues of $110.5 million

for the test period.

Rolled-in Inter-jurisdictional Cost Allocation Methodology

Q.

RMP has agreed to determine the Utah revenue requirement using the
Rolled-in inter-jurisdictional cost allocation methodology as recommended
by you and other witnesses in direct testimony. Do you have any further
comments with respect to RMP’s rebuttal testimony on this issue?

Yes. In his discussion of this issue, Mr. McDougal also proposes to
change the method used under Rolled-in to apportion inter-jurisdictional cost
responsibility for state income taxes. Previously, under both the Rolled-in and
Revised Protocol methods, state income taxes had been allocated to jurisdictions
on the basis of “income before taxes” (“IBT”). When RMP developed the 2010
Protocol for inter-jurisdictional cost allocation, the state income tax allocation
based on IBT was changed to a direct calculation of each jurisdiction’s state

income tax. Mr. McDougal now also proposes that, under the Rolled-in method,
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inter-jurisdictional cost responsibility for state income taxes state income taxes be
calculated rather than allocated.

| agree with Mr. McDougal that a direct calculation of each jurisdiction’s
state income tax is superior to allocating income taxes. After many years of
analyzing cost allocation calculations, | have learned that it is potentially
hazardous to allocate income tax responsibility to customer groups. It is always
preferable to calculate income tax responsibility directly based on the income
attributable to the group being assigned the costs (in this case, the various RMP
jurisdictions). To allocate rather than calculate income tax cost responsibility
creates the possibility of anomalous results. | note that the general rate case
Settlement Agreement recently approved in Wyoming provides that the Revised
Protocol inter-jurisdictional cost allocation method (which is still relevant in
Wyoming) will also switch to a direct calculation of each jurisdiction’s state
income tax.
In summary, what is your recommendation with respect to the treatment of
jurisdictional state income tax when using the Rolled-in method?

The calculation of state income tax as proposed by Mr. McDougal should
be adopted. As Mr. McDougal notes, this reduces the Utah revenue requirement

by $3,267,044 in the Company’s rebuttal case.
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Miscellaneous Asset Removals

Q.

In your direct testimony, you indicated that the Utah revenue requirement
should be adjusted to reflect the sale of certain facilities to Black Hills Power
and the sale of the Snake Creek Hydroelectric Generating Plant to Heber
Power. You further indicated that you would file supplemental testimony
addressing these adjustments. What is your position on the proper
adjustment for these sales?

In his rebuttal testimony, Mr. McDougal agreed that adjustments for these
two sales are appropriate; consequently, he included adjustments for these
transactions in RMP’s rebuttal revenue requirement. | accept the revenue

requirement adjustments presented for these two items by Mr. McDougal.

CONTINUED AREAS OF DISAGREEMENT WITH RMP

Q.

Based on your review of RMP’s rebuttal testimony, please identify the
revenue requirement issues that remain areas of disagreement between UAE
and RMP.

UAE and RMP continue to disagree concerning the following test period
revenue requirement issues:
e Klamath Hydroelectric Depreciation
e Klamath Surcharge Situs Adjustment
e Ancillary Revenue Adjustment

e Environmental Projects Disallowance
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e Wage and Benefit Expense Adjustment (partial)
e O&M Escalation Adjustment
¢ Natural Gas Swap Disallowance
In addition, UAE and RMP disagree with respect to the Company’s

proposed inclusion of deferred net power costs in this docket.

Klamath Hydroelectric Depreciation

Q.

How has RMP responded to your recommendation that it is premature to
accelerate the depreciation rate for the Klamath Hydroelectric Project assets
at this time because the reality and timing of dam removal remains
uncertain?

RMP continues to advocate for accelerated depreciation even though
major milestones outside of the Company’s control remain unresolved.
In responding to you and DPU witness Artie Powell on this issue, Mr.
McDougal claims that if the change to depreciation rates is postponed, the
impact on rates will increase exponentially because of the fewer number of
years to depreciate the plant [lines 1430-1432]. What is your response to this
statement?

First, Mr. McDougal’s statement presumes that dam removal is a foregone
conclusion, when in fact, the status of dam removal remains uncertain. Second,
Mr. McDougal’s claim about costs increasing exponentially is unduly alarmist. It

is based on a presumption that if dam removal were to proceed, the only means to
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effectuate depreciation recovery would be for all costs to be recovered within the
remaining expected life of the plant, when in fact, the schedule for depreciating
and/or amortizing remaining costs would be a matter of discretion by the
Commission. There is no need to rush to accelerate the depreciation rates of this
plant ahead of the legal process that must unfold before the dam removal plan is
set into motion.

I note that Mr. Brockbank makes an argument that is similar to Mr.
McDougal’s on lines 234-245 of his rebuttal testimony, to which | offer this same

response.

Klamath Surcharge Situs Adjustment

Q.

On lines 154-179 of his rebuttal testimony, Mr. Brockbank disagrees with
your view that PacifiCorp’s Oregon and California customers are being
assessed for dam removal in furtherance of Oregon and California state
policies to remove this RMP system resource. What is your response?

Mr. Brockbank attempts to draw a distinction between the policies of the
Governors and resource agencies in those states on the one hand and the actions
of the public utility commissions on the other. He then avers that in imposing
customer surcharges, the commissions were acting on their belief that the KHSA
provides superior cost and risk protections for customers as compared to

continuing on the path of relicensing the facilities.
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While that may be the belief of the commissions, it does not undo the fact
that dam removal is inextricably linked to the state policies of Oregon and
California, and that in approving customer surcharges, the commissions (to their
credit) obligated Oregon and California customers to pay for the full amount of

PacifiCorp customer exposure to dam removal costs under the KHSA — not just a

pro-rata share of it. The nexus between the Oregon and California customer
surcharges and furtherance of policies in those two states is undeniable. As
Oregon and California customers have been obligated to pay for the full amount
of PacifiCorp customer exposure to these costs, the associated revenues should

appropriately be reflected as an offset in Utah rates.

Ancillary Revenue Adjustment

Q.

How has RMP responded to your proposal to include a full year’s worth of
revenue for the ancillary sales contract between RMP and Seattle City Light,
rather than assume that revenues fall to zero after December 31, 2011 as
RMP has done?

RMP has not accepted my adjustment, but instead states that the Company
is currently in negotiations with Seattle City Light on a possible long-term
contract to replace the contract that is expiring, and if a new contract is timely
finalized, it will be included in the Company’s surrebuttal filing.*

What is your response to RMP’s position?

! Rebuttal testimony of Steven R. McDougal, lines 814-826.
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A The Company’s position well illustrates how a test period that extends

significantly into the future can be used by a utility to disadvantage customers in
the ratemaking process. Because this long-term contract has not yet been
extended past December 31, 2011, RMP conveniently assumes that the value is
zero for the second half of the test period, even though the City of Seattle has
stated in public documents that it is “critical” that it acquire, prior to 2012,
transmission and/or integration and exchange services from RMP for the last ten
years of a wind purchase agreement, as noted in my direct testimony.

If a new contract with Seattle City Light is finalized prior to the filing of
RMP’s surrebuttal testimony, then it is appropriate for my adjustment to be
updated. However, if a new contract is not finalized by that time, then the most
reasonable assumption for ratemaking purposes is to retain the revenues in the
revenue requirement at the status quo for the entire test period. Failure to make
this adjustment would unduly penalize customers simply because RMP’s

proposed test period extends to June 30, 2012 in this proceeding.

Environmental Projects Disallowance

Q. Has RMP accepted any portion of UAE’s proposed disallowance of certain
environmental upgrade costs?

A. No. UAE’s response to RMP on this issue is presented primarily in the

surrebuttal testimony of Howard Gebhart.
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On lines 815-816 of his rebuttal testimony Mr. Teply asserts that there is an
inconsistency between the costs disallowance recommended by you for the
Dave Johnston Unit 3 environmental upgrades and Mr. Gebhart’s testimony
on this subject. How do you respond?

There is no inconsistency between Mr. Gebhart’s discussion and my
adjustment. My adjustment is based on removal of the revenue requirement
impacts in this proceeding of the incremental cost of this project compared to an
available option that was considered cost effective by the Wyoming Department
of Environmental Quality and Mr. Gebhart. My understanding is that the
baghouse component of the Dave Johnston Unit 3 investment was an integral part
of the SO> removal project that Mr. Gebhart analyzed. However, the costs | have
proposed for disallowance are limited to the portion of Dave Johnston Unit 3
costs that were in excess of the cost-effective alternative referenced above.

RMP witnesses also complain that some of your environmental adjustments
relate to projects first considered for inclusion in rate base in prior dockets.
How do you respond?

Without addressing legal issues, | believe this complaint is misplaced. To
my knowledge, the prudence of these projects has not previously been addressed.
With respect to investments considered in the context of the major plant addition
case last year, while the net revenue requirement impacts of those investments
were permitted into rates by stipulation, it is my understanding that the stipulation

included a reservation of rights as to other issues.
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Do you have any changes in your recommended adjustment for
environmental upgrade costs based on RMP’s rebuttal filing?

No, | do not.

Wage and Benefit Expense Adjustment

Q.

A

Has RMP revised its wage and benefit expense in its rebuttal testimony?

Yes. Relative to its direct filing, RMP has reduced its Utah revenue
requirement by approximately $6 million as a result of further wage and benefit
expense adjustments. Consequently, only $2.4 million of my original $8.4
million adjustment remains applicable to the Company’s rebuttal filing.

How has RMP responded to your recommendation to allow for a wage and
benefit expense increase based on the overall rate of wage and benefit
increases experienced over the period 2007-20107?

As discussed in the rebuttal testimony of Mr. Wilson, RMP disagrees with
using the past experience of the Company to project what is reasonable going
forward. Instead, RMP has accepted a number of the wage and benefit
adjustments proposed by Ms. Ramas on behalf of OCS.

Do you have any further comments on this issue?

Yes. While the astute line item adjustments proposed by Ms. Ramas have
resulted in concessions by RMP that its direct filing was overstated, it remains the
case that the oversight of RMP’s wage and benefit expenses in the test period will

be in the hands of the Company’s management. This fact is underscored by the
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270 rebuttal testimony of IBEW witness Gary Cox, who discusses the Company’s
271 decisions to outsource various projects. Management’s ultimate decisions

272 regarding incentive compensation, filling of unfilled positions, hiring out work to
273 independent contractors, and so forth, are extremely difficult for parties or the
274 Commission to anticipate, particularly given the forward extent of the projected
275 test period being used in this case. | continue to believe that it makes sense for
276 the Commission, in setting a reasonable wage and benefit increase in rates in this
277 case, to be guided by the results of RMP’s recent track record in managing its
278 wage and benefit expense, as | have proposed.

279

280 O&M Escalation Adjustment

281 Q. Mr. McDougal describes your proposal to remove its O&M escalation

282 adjustment as “overreaching” and states it would result in chronic under
283 recovery of costs. Do you wish to respond to the Company’s position?

284 A, | disagree with the Company’s characterization. RMP’s O&M escalation
285 adjustment is an index-based mark-up of its actual base period costs that

286 guarantees inflation before it occurs. The cost increases represented by the

287 escalation factors may or may not come to fruition. This gratuitous escalation of
288 costs proposed for customer recovery is an unfortunate byproduct of the use of a
289 projected test period, which is intended for a different purpose: the amelioration

290 of regulatory lag on the recovery of investment in new plant.
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Mr. McDougal is also critical of your arguments concerning the relatively
low level of core inflation. Do you have a response on this point?

Yes. Mr. McDougal contends that compared to the IHS escalation factors
included in RMP’s adjustments, core inflation is too broad to be an accurate
predictor of the specific cost pressures the Company will experience during the
test period.

This argument is beside the point. | am not proposing to use the core
inflation rate as a substitute for the IHS escalation factors. Rather, in my direct
testimony, | acknowledged that in a severe increasing-cost environment, some
consideration for O&M inflation in a projected test period would probably be
necessary. | discuss the low level of core inflation to demonstrate that
inflationary pressures are not at such a level; the current level of core inflation
does not warrant an exception to my general recommendation against grossing up
a utility’s actual base period costs by an index factor and passing these costs on to
customers.

On lines 1085-1089 of his rebuttal testimony, Mr. McDougal cites Wyoming
as an example of a jurisdiction in which the Company’s requested O&M
escalation methodology is utilized. Do you agree?

| agree that the adjustment was utilized by the Company in its application,
but the adjustment is not included in the rates approved by the Wyoming

Commission in its most recent rate case order, which was resolved by stipulation.
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Natural Gas Swap Disallowance

Q.

Have you reviewed RMP’s rebuttal testimony on the topic of natural gas
swap disallowances?

Yes, | have.

What observations do you offer based on your review?

Three other parties besides UAE — DPU, OCS, and UIEC - propose
hedging adjustments. RMP’s rebuttal appears directed to two major themes: (1)
disputing the contention of some parties that the Company’s hedging program has
resulted in net costs over time; and (2) arguing against a disallowance in this
proceeding because it would constitute an after-the-fact judgment.

Do you have any response on these general themes?

As | did not attempt to measure the cumulative benefit or cost of RMP’s
hedging program over time, | have no comments on that topic. With respect to
the second theme — the appropriateness of a disallowance in this proceeding, |
wish to add some perspective.

I raised concerns about the Company’s gas swap costs in RMP’s 2008
general rate case, Docket No. 08-035-38, but I did not recommend a disallowance
at that time; instead, parties agreed as part of a stipulation to request that the
Commission open a docket on RMP’s natural gas price risk management; and
RMP agreed to a process to allow interested parties to review the Company’s
policies and procedures and other aspects of natural gas price risk management,

prior to the filing of the Company’s next general rate case.



335

336

337

338

339

340

341

342

343

344

345

346

347

348

349

350

351

352

353

354

355

UAE Exhibit RR 1.0 SR

Surrebuttal Testimony of Kevin C. Higgins
UPSC Docket 10-035-124

Page 17 of 20

As discussed by Mr. Bird in his rebuttal, a considerable review of RMP’s
hedging practices has taken place since the 2008 case, but concerns about the
aggressiveness of RMP’s hedging practices among Utah stakeholders have not
abated. | believe it is a measure of the basic fairness of the Utah stakeholders that
disallowances for gas hedging losses were not proposed at the inception of these
large losses, but that a process for review was initiated. It is clear that many Utah
parties are in basic disagreement with RMP’s corporate preference for aggressive
hedging, but customers and their advocates do not run the Company. At some
point, it reasonable for customers to resist having the cost of RMP’s corporate
preferences imposed on them, particularly when those preferences lie outside the
normative range of behavior.

RMP has updated its net power cost calculation in its rebuttal. Have you
recalculated your swap disallowance using the updated GRID run?

Yes. Inthe updated GRID run, RMP’s projected gas purchases decline;
thus, an even greater percentage of its projected monthly gas consumption is more
than 75% hedged. This increases the revenue requirement reduction from my

recommended disallowance to $16,313,418.

DEFERRED REC REVENUES AND NET POWER COST

Have you reviewed the supplemental direct testimony of Mr. McDougal filed

in this docket in June 20117
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Yes. Mr. McDougal’s supplemental direct testimony responds, in part, to
my proposal (and that of Ms. Ramas) to begin crediting customers for the value of
REC revenues deferred since February 22, 2010.

Do you have any response to the issues raised by Mr. McDougal?

Yes, | have several. First, on lines 189-190 of his supplemental direct
testimony Mr. McDougall indicates that UAE “possibly” may have suggested that
the crediting of deferred REC revenues should occur in base rates. | do not know
the origins of this inference, as | state clearly on lines 980-985 of my direct
testimony that the deferred REC revenues should be credited to customers
through a sur-credit. UAE is not proposing that the crediting of deferred REC
revenues should occur in base rates

Second, I provisionally agree to a correction in my estimate of the balance
of Utah REC revenues on December 31, 2010. In my direct testimony, | had
estimated this balance to be $42.1 million. However, according to Confidential
Exhibit RMP__SRM-6R, this balance is $39.5 million.

The difference is largely due to differing assumptions concerning Utah’s
share of system REC revenues. Because California, Oregon, and Washington
RPS standards do not apply uniformly to all REC-eligible resources, Utah’s share
of system REC revenues differs by resource. For example, Utah’s share of REC
revenues derived from wind sales is greater than its share of REC revenues from
geothermal sales. In my estimate, | had attributed all incremental REC revenues

(relative to the test year RECs) to sales of new wind RECs, as | believed that was
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consistent with RMP’s depiction of how deviations from its REC revenue forecast
would occur. Instead, RMP reports that a material portion of incremental REC
sales came from geothermal and hydro resources. Assuming this is correct, my
estimate needs to be revised downward to account for Utah’s smaller share of the
REC revenues from these resources relative to wind.

To maintain an apples-to-apples comparison with my direct testimony, |
have recalculated the deferred REC credit, including interest, for a one-year sur-
credit period. This credit is reported in Table KCH-1S as $42,575,299. Although
I have calculated this credit for a one-year period, | do not object to the
amortization being extended to two years as proposed by Mr. McDougal.

What other aspects of Mr. McDougal’s supplemental testimony do you wish
to comment on?

Mr. McDougal proposes that the Commission determine the ratemaking
treatment of the deferred REC account and RMP’s proposal to recover deferred
net power costs dating from February 2010 in this case by ordering amortization
of the estimated balances in both accounts as of September 20, 2011. UAE
opposes this proposal because the parties do not have time in the context of this
docket to investigate the various elements of NPC deferred since February 2010.

In the alternative, if the Commission decides not to determine the
ratemaking treatment of the deferred net power cost account in this case, Mr.
McDougal proposes that the Commission remove the issue of the ratemaking

treatment of the deferred REC account from this case and determine the
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ratemaking treatment of the deferred net power cost and deferred REC account in
consolidated proceedings in Docket Nos. 09-035-15 and 10-035-14.

UAE strongly opposes Mr. McDougal’s alternative proposal. The REC
deferral matter stands on its own and should be determined on its merit in this
docket without linkage to RMP’s net power cost deferral claim. UAE timely
raised the issue in its direct testimony in this docket, the parties have all had
ample opportunity to address it, and the deferred balance should be returned to
ratepayers as soon as possible.

I will not attempt to comment on the legal aspects of the Company’s
proposal. However, | note that at a substantive level, any claim by RMP that
these two matters are inherently linked is inconsistent with the Company’s own
actions that were undertaken at its sole initiative. Namely: (1) RMP did not
include REC revenues in its EBA proposal until after the request for REC deferral
was filed by UAE; (2) RMP did not include REC revenues in its request for
deferred accounting of NPC deviations; and (3) RMP did not file separately for
deferred accounting treatment for incremental REC revenues. If fairness dictates
that these two items are necessarily linked, as RMP claims, then why weren’t they

linked in the Company’s own filings?

Does this conclude your surrebuttal testimony?

Yes, it does.
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