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Please state your name and business address for the record.
David T. Thomson. My business address is Heber M. Wells Building 4™ Floor,
160 East 300 South, Salt Lake City, Utah 84114-6751.
For which party will you be offering testimony in this case?
I will be offering testimony on behalf of the Utah Division of Public Utilities
(“Division”).
Please describe your position and duties with the Division of Public Utilities?
I am a Technical Consultant. Among other things, I serve as an in-house
consultant on issues concerning the terms, conditions and prices of utility service;
industry and utility trends and issues; and regulatory form, compliance and
practice relating to public utilities. | examine public utility financial data for
determination of rates; review applications for rate increases; conduct research;
examine, analyze, organize, document and establish regulatory positions on a
variety of regulatory matters; review operations reports and ensure compliance
with laws and regulations, etc.; testify in hearings before the Utah Public Service
Commission (“Commission”); assist in analysis of testimony and case
preparation; and | have participated in settlement conferences.
What is the purpose of your testimony?
The purpose of my testimony is to put forth adjustments to various account
balances as provided by Rocky Mountain Power (the “Company”) in its filing

used to determine its proposed overall revenue increase request of $172.3 million,

as set forth in the testimony of Steven R. McDougal (Exhibit SRM-3).
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What areas in the filing where you assigned to review as part of your
examination and what other work did you do relating to the Company’s
filing?
I was assigned to directly review or to assist in the review of taxes other than
income taxes. | also reviewed the following accounts: Salaries and Benefits;
Incentives; Property Taxes; Outside Services expense (FERC Account #923);
Rent expense (FERC Account #931); Advertising expense (FERC Accounts #909
and #930); Insurance costs and changes in insurance programs; Corporate
overhead allocations; regulated and non-regulated affiliated transactions and
allocations; Prepayments; Materials and Supplies; and Other Miscellaneous Rate
Base Items. | also reviewed the responses to data requests of other interveners in

this case and noted if the response impacted the revenue requirement in this rate

case. | was assigned to manage the Division’s audit team.

I was involved with reviewing external auditor reports in conjunction with my
areas of assignment. | reviewed Company accounting records and documentation
directly related to the assigned areas of my review. | reviewed general rate case
testimony, filings, and stipulations for other Company regulated jurisdictions
concerning matters of adjustment and settlement in those filings that would relate
to the Utah filing. | submitted data requests in conjunction with my review and

analysis.
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In managing other audit team members, | assisted, directed, and suggested areas
where possible adjustments or corrections may be warranted and served as a
resource for answering questions and a sounding board for their analysis results
and proposed adjustments.
How will you present your adjustments?
I have eight adjustments and | will discuss them in the order of my attached DPU
Exhibits 6.1 DIR-REV REQ to 6.8 DIR-REV REQ. These adjustments reduce
Distribution, Customer Account, Property Tax, Outside Services expenses and
Rate Base. | also have an adjustment that reduces Wage and Employee benefits.
Will you explain your first adjustment as set forth in DPU Exhibit 6.1 DIR-
REV REQ?
In the Direct Testimony of Company witness Mr. Walje, page 10, lines 200-202,
states that the Company had reviewed its safety programs and eliminated
employee safety recognition gifts for Transmission and Distribution employees,
which resulted in a cost savings of approximately $100,000 annually. The safety
recognition gift program was eliminated in January 2011. Since this cost has been
eliminated, if past recognition costs are in the June 2011 base year these costs
should be adjusted out of the base period so that they are not included in the May
2013 future test year through the Company’s blanket escalation of base period
Distribution costs to May 2013. In other words, if the costs are left in the future

test year expenses then the cost savings is not recognized and becomes part of

future rates even though the recognition spending is no longer taking place.



67

68

69

70

71

72

73

74

75

76

77

78

79

80

81

82

83

84

85

86

87

88

Docket No. 11-035-200

DPU Exhibit 6.0 DIR-REV REQ
David T. Thomson

June 11, 2012

In response to Office of Consumer Services (OCS) Data Request 14.2, the
Company provided the total amount of recognition expense in the base year and
in the adjusted test year for the individual recognition program that had been
eliminated on a total Company and a Utah jurisdiction basis. The total Company
future test year amount provided by the Company was $106,506 and for the future
test year on the Utah jurisdictional basis the amount was $51,221. For the reasons
stated above, | have adjusted this amount out of Distribution costs of the future

test year (See DPU Exhibit 6.1 DIR-REV REQ).

What is your second adjustment as set forth in DPU Exhibit 6.2 DIR-REV
REQ?

In the Direct Testimony of Mr. Walje, page 10, lines 186-188, indicates that

the Company began processing customer electronic payments in-house in January
2012 and that the change “... saves the Company $600,000 annually in vendor
fees.” OCS Data Request 8.1 asked the Company to explain why the filing did not
include an adjustment to reflect these cost savings. In response, the Company

stated that it will reflect an adjustment in its rebuttal testimony.

The Vendor fees were paid to Fidelity National Information Services (FIS); all
fees paid to FIS were eliminated as of January 2012. In its response to the above

data request the Company provided the amount of transaction fees paid to FIS in
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the base period. The amount was $701,374. It also provided an estimated cost
savings analysis based on the monthly spend with the vendor for the period May
2010 to April 2011. The estimated savings for this period per the Company’s data
request response was $683,564. Since the savings is an estimate and the period
closely reflects the rate case base period, | have used this amount for my
adjustment to reflect this savings in the future test period by applying the
escalation factor for O&M costs used by the Company in its GRC filing. I will
amend this adjustment if more accurate amounts are provided by the Company in
its rebuttal testimony. My adjustment computations can be found in DPU Exhibit

6.2 DIR-REV REQ and results in a reduction to Utah jurisdictional customer

account expense of $357,556.

Will you please describe your third adjustment as set forth in Exhibit DPU
6.3 DIR-REV REQ?

In the Direct Testimony of Mr. Walje, page 10, lines 189-190, indicates that “The
Company has encouraged customers to switch to paperless billing, which reduces
costs and is good for the environment.” The OCS in Data Request 8.2 asked the
Company to, “Please provide the Company’s current best estimate of the total
additional projected savings in costs in the test year ending May 31, 2013 as
compared to those already realized in the base year ended June 30, 2011

associated with Utah customers switching to paperless billing.”



111

112

113

114

115

116

117

118

119

120

121

122

123

124

125

126

127

128

129

130

131

Docket No. 11-035-200

DPU Exhibit 6.0 DIR-REV REQ

David T. Thomson

June 11, 2012
Asking for, “additional projected savings in costs in the test year.....” assumes
that the number of Utah customers enrolling in the program is growing, and thus
the costs savings are also growing above cost savings already realized in the base
year, and this is the case. Per the Company’s response to the above mentioned
Data Request, as of June 2011, approximately 163,000 Utah customers were
enrolled in paperless billing. As of February 2012 approximately 192,000 Utah
customers were enrolled in paperless billing. The Response also shows that
during the test year period from June 2012 to May 2013 the estimated monthly
growth in enrollment to be from 2,000 Utah customers per month to 3,500 Utah

customers per month. The Company estimates that during the test period the

savings in costs to Utah customers will be $90,240.

In reviewing the Company’s O&M adjustments in its filing, 1 can find no
adjustment to future test year O&M costs to reflect the future test year savings for
customer’s enrollment in paperless billing. Since enrollment in this program is
growing, an adjustment to reflect the incremental savings increase of this program
to the future test year is required. To use an unadjusted savings amount in the base
year would understate savings in the future test year. See Exhibit 6.3 DIR-REV
REQ for my adjustment computations. This adjustment reduces Customer

Account expense to the Utah Jurisdictional level in the amount of $90,240.
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Will you please describe your fourth adjustment to Wages and Employee
Benefits as shown in Exhibit 6.4 DIR-REV REQ?
This adjustment updates amounts in the original filing. | have reviewed data
requests in the Utah and Wyoming current rate cases that asked for updating of
original information filed. After review, | found two updated amounts that

needed to be reflected in the Company’s wage and employee benefit adjustment

4.2, as provided in the Company’s original filing,

The first required update is to the Company’s projected June 2012 percentage
increase of 2.00 percent in the Company’s original filing (See RMP_ (SRM-3);
O&M Adjustments-tab 4; adjustment number 4.2; page 4.2.4) with the actual
percentage increase of 1.93 percent. The actual percentage increase was provided

by the Company in response to OCS Data Request 8.18.

The second required update is to revise 2012 Postretirement Benefits — FAS 106
(PBOP) expense. After reflecting the changes in actuarial assumptions and the
impact of actual 2011 assets and claims experience, the 2012 PBOP expense is
$400,000 (before netting out joint venture). This is different than the amount
used in the original filing. The need for this update was confirmed in the

Company’s response to DPU Data Request 44.2.
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To compute the corrected salaries for the future test period, | first copied the excel
files used by the Company for its Wage and Employee Benefit Adjustment found
in Exhibit RMP_(SRM-3); O&M adjustments tab 4; adjustment 4.2. The
spreadsheets used in adjustment 4.2 are inter-related with cell computation results
being transferred between spreadsheets. | then changed the pay increase
percentage cells in page 4.2.7 from the 2.0 percent projected number to the 1.93
actual percent number for the Exempt and Non-Exempt labor groups. Making
this change generated a new normalized Composite Labor increase percentage
which can be found on spreadsheet 4.2.3 (percentage before update — 3.62%;
percentage after update — 3.59%). | then applied this new normalized percentage
increase to the excel spreadsheet provided by the Company in response to filing
requirement R746-700-20.C.3e in the Column in the spreadsheet entitled -
Escalation Percentage — July 2011 to May 2013 (where applicable). | also updated
the 2012 PBOP amount to $400,000, as explained above, in this same
spreadsheet. This generated new subtotals in the last two columns of this
spreadsheet (See Spreadsheet Exhibit entitled — Pension Portion of 6.4.2 DIR-
REV REQ adjustment). I then transferred the applicable amounts from this
spreadsheet to excel spreadsheet 4.2.7. The inter-related spreadsheets then
generated the corrected Wage and Benefit amounts which | imputed into excel

spreadsheets 4.2.9 to 4.2.11 for the allocation to applicable FERC accounts. The

overall result of the correction adjustment is shown in the adjustment lead sheet
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(4.2) to DPU Exhibit 6.4 DIR-REV REQ. On a jurisdictional basis, this

adjustment reduces Wage and Employee Benefits by $242,906.

What is your fifth adjustment as shown in Exhibit 6.5 DIR-REV REQ?

In OCS Data request 14.3, the Company has agreed that certain interest costs
related to the “DPEC” dispute should be removed. The Company states that it
will remove the costs in its rebuttal testimony. “The DEPC dispute” refers to the
federal lawsuit filed by Deseret Power Electric Cooperative against PacifiCorp
(Utah District Court Case No. 1:10-cv-00159-DN). My adjustment in Exhibit 6.5
DIR-REV REQ removes the interest cost and uses amounts provided by the
Company in OCS Data Request 14.3. The adjustment results in a reduction to

Utah jurisdictional customer account expense of $196,515.

Please explain your sixth adjustment as shown in Exhibit 6.6 DIR-REV REQ.
On December 9, 2011, the Company filed a General Rate Case in Wyoming using
a June 2011 base year (Docket No. 20000-405-ER-11). This is the same base
period used in the Company’s current Utah General Rate Case application. Thus,

base period costs are the same in both the Utah and Wyoming filings.
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For both filings the base period total accrued property tax for the 12 months
ended June 2011 is shown as $100,512,228%. In the Utah filing, the estimated
property tax expense for the twelve months ended May 2013 is $122,609,667
(see the same Utah Exhibit page 7.2.1). The total company incremental

adjustment to property tax is $22,097,439 ($100,512,228-$122,609,667) and the

Utah allocated amount is $9,469,549.

In the Wyoming General Rate Case, pursuant to an intervener data request, the
Company recognized that an error had been made when calculating the net
increase in property tax expense. The $100,512,228 amount used was incorrect.
The correct amount of property tax expense recorded during the 12 month period
ending June of 2011 (the base period) is $108,846,558. The Company has
confirmed in response to DPU Data Request 44.1 that this same error exists in its

Utah Application.

Because the base period property tax expense accrual is understated, the
incremental adjustment recorded in the Company’s application to arrive at the
future test period estimated property tax accrual is overstated. The base period
understatement is $8,334,330 (108,846,558-100,512,228). Using corrected
numbers, as provided by the Company to the DPU per the aforementioned Data

Request, a corrected adjustment for property tax for the future test period has been

! See RMP Exhibit (SRM-3) Page 7.2.1 — Utah GRC Docket No. 11-035-200. See RMP Exhibit (BSD)
Page 7.2.1 — Wyoming GRC Docket No. 20000-405-ER-11.

10
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computed (See Exhibit Nos. 6.6 DIR-REV REQ and 6.6.1 DIR-REV REQ). On a
Utah jurisdictional allocated basis the correction reduces property tax expense by

$3,427,164.

What is your seventh adjustment as shown in Exhibit 6.7 DIR-REV REQ?
Through a review of information provided by the Company in filing requirements
and Data Requests, | noted that the historical costs for certain legal expenses had
increased significantly in the historical base period June 2011 as compared to
prior historical legal expenses for twelve months fiscal and calendar years. The
specific accounts noted were Legal Consulting Svc. — Expert Witness Fees (SAP
account number 530094) and Legal Consulting Svc. — Costs (SAP account

number 530096)

DPU Exhibit 6.7.1 DIR-REV REQ shows the historical legal expense for the
above accounts as obtained from the aforementioned filing requirements and Data
Requests. As you can see from this Exhibit, there was a significant increase in
legal consulting costs and for expert witness fees in the base fiscal year as
compared to past fiscal years. The same is the case in comparing calendar years

for expert witness fees. At this time I have not obtained information for calendar

11
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years for legal consulting costs, but I would be surprised if amounts on a calendar

basis did not also show significant increases?.

In response to OCS Data Request 17.5 (some parts confidential), the Company
provided breakdown amounts and explanations as to what made up the base
period expert witness fees amount of $1,397,556. The major driver of the
increase is the ||| GGG atter I ocr Company response
to OCS Data 17.5 — expert witness cost only). One could assume that the increase

in Legal Consulting Service - costs is also probably related to the ||| Gz

matter”. |
I o my Exhibit 6.7.1DIR-REV REQ you can

see that during the six months ended December 31, 2011 total expert witness costs
were approximately |l and for the three months ended March 2012 the
same total costs were [l Clearly Expert Witness costs are decreasing in
periods after this case was concluded. Again, | would be surprised if Legal
Consulting Service — Cost had not decreased also, but | cannot be sure without
additional historical cost detail being provided by the Company through a Data

Request®. Annualizing the above six month (i) and three month

2 | have requested a data request to verify this assumption, but will not receive it before the filing of this
testimony. My future testimony and or assumption may be modified in rebuttal or surrebuttal based on the
Company’s response to the data request.

3 See comment to footnote 2 above.

4 See computation for this amount in DPU Exhibit No. 6.7.1 DIR-REVREQ.

5 See comment to footnote 2 above.

12
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() - ounts generates approximate yearly totals ranging from |||

to [l for the years ending June 2012 and December 2012, respectively.

With this one-time event’s expenses in base period, the legal consulting service
costs and expert witness cost combined are $2,571,180 ($1,397,556+$1,173,624).
For the year ending June 2010 and 2009 the combined costs are $751,037 and
$42,102, respectively. Analysis indicates that the ||| Bll matter expenses are
non-recurring costs (and a review of other costs in this period perhaps indicates
other existing non-recurring or non-normal costs in this base period®), that should
be adjusted out of base rates through a normalizing entry to arrive at a normalized

level of future test year expenses for the impacted SAP accounts.

Looking at the average costs of legal consulting costs and expert witness expense
in prior years, the Division believes that a fair future test period combined
expense for these expenses would be around $600,000 to $850,000 not the
$2,684,312 ($2,571,180 x 4.40% escalation rate) that is now in future rates and
which are overstated due to non-recurring expenses. At the bottom of DPU
Exhibit 6.7.1 DIR-REV REQ are my computations to normalized legal consulting
service cost and expert witness costs. On a Utah Jurisdictional basis, this

adjustment reduces Outside Services Expense by $786,0609.

6See the Company’s response to OCS Data Request 17.5(b) - Specifically [JJilij and | NG
matters and their costs that may be non-recurring or disallowed costs in the base period.

13
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Please explain your final adjustment as shown in Exhibit 6.8 DIR-REV
REQ?
Again, just as a reminder, the historical base period for the Utah and Wyoming
current general rate cases are the same. For this adjustment, | am adopting a

Wyoming adjustment that the Company provided in its rebuttal testimony as a

DPU adjustment in this Utah rate case.

One of the interveners in the Wyoming general rate case proposed, in direct
testimony, an adjustment to the Plant Held for Future Use (PHFU) costs in Rate
Base. The adjustment proposed to removed the balances included in PHFU for
several coal, wind, and transmission projects that were included in the Base
Period. The contention of the adjustment was that these projects’ expected use

date is too far out for the planned uses to be considered certain.

In rebuttal testimony, the Company agreed to remove, in part, PHFU balances
associated with the transmission and wind projects identified in the proposed
adjustment. The DPU is adopting the Company’s Wyoming rebuttal adjustment
for this Utah general rate case, as a placeholder. The DPU in a data request has
asked the Company to confirm whether or not this Wyoming adjustment is
applicable to Utah, and if not why not. Based on the response to the data request

on this matter, the DPU may update or revise this adjustment in its rebuttal

14
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293 testimony. This adjustment reduces rate base by $4.8 million on a Utah allocated
294 basis (See DPU Exhibit 6.8 DIR-REV-REQ).

295

296 Q. Does this conclude your Testimony?

297 A. Yes.

15
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