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I. INTRODUCTION AND SUMMARY
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Bradley G. Mullins. My business address is 333 SW Taylor Street, Suite 400,
Portland, Oregon 97204.
PLEASE STATE YOUR OCCUPATION, EMPLOYMENT, AND ON WHOSE
BEHALF YOU ARE TESTIFYING.
I am an independent consultant representing large energy consumers throughout the United
States. | am appearing on behalf of the Utah Association of Energy Users (“UAE”), an
association of customers served by PacifiCorp d/b/a Rocky Mountain Power (“PacifiCorp”
or the “Company”).
PLEASE SUMMARIZE YOUR QUALIFICATIONS.
I have a Master of Science degree in Accounting from the University of Utah. After
obtaining my Master’s degree | worked at Deloitte Tax in San Jose California where |
ultimately specialized in performing research and development tax credit studies.
Subsequently, | worked at PacifiCorp as an analyst involved in regulatory matters
surrounding power supply costs. | began performing independent energy and utility
consulting services in September 2013 and currently provide services to utility customers
on matters such as power costs, revenue requirement, rate spread and rate design. | have
sponsored testimony in numerous regulatory jurisdictions throughout the West, including
before the Bonneville Power Administration. A list of my regulatory appearances can be

found in UAE Exhibit 2.1.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I am providing testimony regarding a component of the Transaction to close the Deer Creek
Mine. Pursuant to the Settlement Stipulation in Docket No. 14-035-147, the Company was
required to return to customers certain savings incurred in connection with its decision to
close the Deer Creek Mine in late 2014.1 These savings were to be passed onto customers
through the Energy Balancing Account (“EBA”), not subject to the 70/30 savings sharing
band.?2 While the Company’s filing included some of the savings related to the Deer Creek
Mine closure, certain savings were excluded from the Deferral Balance for the 12 months
ending December 31, 2015 (the “Deferral Period”).

WHAT ARE THE ADDITIONAL SAVINGS THAT YOU RECOMMEND BE
INCLUDED IN THE DEFERRAL BALANCE?

Specifically, the Deferral Balance should include the full amount of savings resulting from
the settlement of the Energy West Retiree Medical Obligation, including the reduction in
FAS 106 expense not otherwise reflected in the cost of coal for the Hunter and Huntington
power facilities. In discovery, the Company has agreed that these savings were excluded
from the Deferral Balance and has accepted a $2.9 million adjustment to the Deferral

Balance, excluding interest.?

In re the Voluntary Request of Rocky Mountain Power for Approval of Resource Decision and Request for
Accounting Order, UPSC Docket No. 14-035-147, Settlement Stipulation § 17 (Apr. 16, 2015).

Id.

See UAE Exhibit 2.4 at Page 1 (the Company’s Response to UAE Data Request 2.2).
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WHAT DOCUMENTS DID YOU REVIEW IN DEVELOPING THIS
RECOMMENDATION?
I recently filed testimony before the Wyoming Public Service Commission on behalf of
the Wyoming Industrial Energy Consumers (“WIEC”) concerning the Company’s Energy
Cost Adjustment Mechanism (“ECAM?”) filing for calendar year 2015. With respect to the
savings that were to be returned to customers in connection to the Deer Creek Mine closure,
the Company agreed in Wyoming to terms that were nearly identical to those adopted in
Utah Docket No. 14-035-147. The Company also relied upon the same methodologies to
calculate the savings associated with the closure of the Deer Creek Mine in the Utah EBA,
as it relied upon in the Wyoming ECAM. In the Wyoming ECAM proceeding, | conducted
multiple rounds of discovery to determine whether the savings associated with the Deer
Creek Mine closure reflected in the Wyoming ECAM balance were reasonable and
consistent with the terms of the Wyoming settlement stipulation. Because the stipulation
terms and savings calculations were the same, much of this discovery from the Wyoming
ECAM proceeding applies equally to the savings associated with the Deer Creek Mine
closure reflected in the Utah EBA Deferral Balance. Accordingly, UAE Exhibit 2.4
includes several responses to data requests issued in the Wyoming ECAM, many of which
are cited in the remainder of this testimony.

1. ENERGY WEST RETIREE MEDICAL OBLIGATION
WHAT IS THE ENERGY WEST RETIREE MEDICAL OBLIGATION?
The Energy West Retiree Medical Obligation (“RMO”) was a post-retirement medical plan

that the Company provided to employee-members of the United Mine Workers of America
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(“UMWA?”) union through PacifiCorp’s Energy West Mining Company subsidiary. In
conjunction with the decision to dispose of the Deer Creek Mine in late 2014, the Company
transferred the Energy West RMO to the UMWA. And, as consideration for UMWA'’s
assumption of the Energy West RMO liability, the Company paid UMWA S in
plan assets.* However, because the medical plan liability recorded on the Company’s
books at the time of the transfer (approximately S| lP) exceeded the amount paid
to the UMWA, the transfer resulted in a substantial benefit to the Company. In fact, it was
one of the key benefits that the Company cited in connection with its decision to close the
mine.®

Notwithstanding, as a result of the settlement accounting required under Statement
of Financial Accounting Standards 106 (“FAS 106”), the Company had to recognize an
immediate S|l accounting loss as a result of the transfer. Under this accounting
treatment, the substantial benefits of the settlement were used to offset the unamortized
losses associated with other post-retirement welfare plans of the Company. Accordingly,
the savings from the settlement are recognized by ratepayers as a reduction to the
Company’s periodic FAS 106 expense. Under FAS 106, the Company is generally
required to amortize any unrecognized losses in its post-retirement welfare plans over the

average remaining service period of active plan participants.® Pursuant to the Company’s

See UAE Exhibit 2.2.

Id.

UPSC Docket No. 14-035-147, Direct Testimony of Douglas S. Stuver at Page 14, Line 293 through Page 15,
Line 319.

Accounting Standards Codification Section 715-60, formerly known as Statement of Financial Accounting

Standard 106.
See FAS 106 1 59, excerpt attached as a part of UAE Exhibit 2.5.
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response to WIEC Data Request 3.4, the average remaining service period of active plan
participants for the Company is approximately 11.5 years.® Thus, the benefits resulting
from the settlement of the Energy West RMO liability effectively will be amortized as a
reduction to the Company’s periodic FAS 106 expense over an approximate 11.5 year
period.

WHAT REGULATORY ACCOUNTING TREATMENT WAS APPROVED FOR
THE ENERGY WEST RMO?

In Docket No. 14-035-147, parties entered into a Settlement Stipulation (the “Deer Creek
Stipulation”), in which the regulatory accounting treatment for the various aspects of the
Deer Creek Mine closure was outlined. With respect to the Energy West RMO, Paragraph
21 of the Deer Creek Stipulation allows the Company to establish a regulatory asset for the
approximate Sl 10ss associated with the Energy West RMO.%° In addition,
paragraph 17 of the Deer Creek Stipulation provides that “savings on Energy West retiree
medical benefits as a result of settlement of the Retiree Medical Obligation”!! were to be
passed through the EBA Deferral Balance, not subject to the 70/30 sharing band. These
savings were to be passed through the EBA Deferral Balance until the rate effective date

of the Company’s next general rate case.*?

10
11
12

Exhibit UAE 2.4 at Page 7 (The Company’s response to WIEC Data Request 3.4).
UPSC Docket No. 14-035-147, Settlement Stipulation at  21.

Id. at 1 17.b.iv.

Id. at 1 17.
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WHAT WAS THE ISSUE THAT YOU IDENTIFIED WITH RESPECT TO THE
TREATMENT OF THE ENERGY WEST RMO IN THE EBA?

Notwithstanding the requirement of paragraph 17 of the Deer Creek Stipulation, I
discovered that the Company excluded from the Deferral Balance a portion of the FAS 106
expense savings resulting from the settlement of the Energy West RMO. When asked
about this additional savings in discovery in the Wyoming ECAM proceeding, the
Company initially took the position that, pursuant to the terms of the Wyoming stipulation,
a portion of the ongoing FAS 106 expense savings resulting from the settlement of the
Energy West RMO was not required to be passed through back to customers.*®

HAS THE COMPANY SUBSEQUENTLY CLARIFIED ITS POSITION ON THIS
MATTER?

Yes. In response to more recent discovery on this matter, the Company has now agreed
that additional amounts of FAS 106 expense savings should be reflected in the Deferral
Balance.*

WHAT ARE THE FAS 106 EXPENSE SAVINGS THAT WERE EXCLUDED
FROM THE DEFERRAL BALANCE IN THE INITIAL FILING?

According to the Company, the settlement of the Energy West RMO resulted in a
“significant reduction [to] the unamortized losses on post-employment retiree medical

obligations.”*® In fact, the settlement nearly eliminated the liability that the Company had

13

14
15

See UAE Exhibit 2.4 at Pages 2 through 4 (The Company’s Response to WIEC Data Request 1.16; and the
Company’s 2" Revised Response to WIEC 1.16). See also UAE Exhibit 2.3 (where the Company states that
the non-fuel FAS 106 savings were “not offered in settlement™).

See UAE Exhibit 2.4 at Page 1 (The Company’s response to UAE Data Request 2.2).

See UAE Exhibit 2.4 at Page 5 (The Company’s Response to WIEC Data Request 3.2).
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booked for its post-retirement welfare plans. In the pro forma accounting calculations
supporting the transaction, the Company calculated that, as a result of the settlement, the
unamortized loss on non-Energy West post-retirement welfare plans was expected to
decline from S to SHE. 2 rduction of SHEEEGG.*°

Because the unamortized loss balance would otherwise have been amortized to the
Company’s FAS 106 expense, the reduced unamortized loss balance resulted in measurable
and material financial savings to the Company in the Deferral Period. The Company’s
actuary, TowersWatson, calculated this FAS 106 expense savings to be approximately $9.7
million on a total-Company basis in the Deferral Period.}” This level of savings can also
be noted in the Company’s booked FAS 106 expense / (benefit), which was $3.2 million
in 2013, $0.7 million in 2014, and (-)$8.5 million 2015.1® Note that the negative value in
2015 represents an accounting benefit to the Company. Thus, had it not entered into the
Energy West RMO settlement, the Company would have actually incurred FAS 106
expense of approximately $1.2 million in 2015, representing the $8.5 million in accounting
benefit less the $9.7 million in savings calculated by TowersWatson.
ARE THE FAS 106 EXPENSE-RELATED SAVINGS REFLECTED IN THE COST
OF COAL DURING THE DEFERRAL PERIOD?
No. It is important to note that these savings were not reflected in the cost of coal, and the
Company did not include any FAS 106 savings in the Deferral Balance, other than that

reflected in the cost of coal. Thus, the Company’s initial filing, which only included FAS

16
17
18

See UAE Exhibit 2.2.
See UAE Exhibit 2.3.
See UAE Exhibit 2.4 at Page 8 (The Company’s Response to WIEC Data Request 3.8).
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106 savings that accrued to the cost of coal, excluded the “non-fuel” FAS 106 expense
savings from the Deferral Balance.

WOULD IT HAVE BEEN REASONABLE FOR THE COMPANY TO RETAIN
THE NON-FUEL FAS 106 BENEFITS?

In my opinion, no. If the Company were allowed to retain the benefits resulting from the
Energy West RMO settlement, the Company would receive a financial windfall. Under the
Deer Creek Stipulation, the Company was allowed to establish a regulatory asset for the
approximate S|l 10ss®° resulting from the Energy West RMO settlement. Yet,
based on the TowersWatson calculation noted above, the Company saved approximately
$9.7 million in non-fuel FAS 106 expense in the Deferral Period, || GGG
the settlement loss. If the Company were allowed to retain the $9.7 million in non-fuel
FAS 106 savings, it would provide a financial windfall because the Company will still be

allowed to collect revenue for the entire amount of the settlement loss in a future

proceeding, even though the financial loss ||| GTcNGNGGGEEE

I suoocstions by the Company in earlier discovery responses that

the non-fuel FAS 106 savings in the Deferral Period were “not offered in settlement”? are
inconsistent with statements made by the Company in testimony that it sought to “to share

100 percent of the benefits of the Transaction with customers.”? Accordingly, the entire

19
20
21

See UPSC Docket No. 14-035-147, Direct Testimony of Douglas K. Stuver at Page 14, Line 312.
UAE Exhibit 2.3.

See UPSC Docket No. 14-035-147, Rebuttal Testimony of Douglas S. Stuver at Page 6, Lines 123 through
124,
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153 amount of FAS 106 savings, including non-fuel FAS 106 expense savings, should be
154 passed back to customers through the Deferral Balance.
155 Q. DID THE COMPANY ULTIMATELY AGREE TO THIS TREATMENT?

156 A Yes. Indiscovery in this proceeding, the Company has accepted a $2.9 million adjustment

157 to the Deferral Balance to reflect the non-fuel FAS 106 expense savings in the Deferral
158 Period, and the Company has indicated that it will incorporate this adjustment into its
159 rebuttal filing.?

160 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

161 A. Yes.

22 see UAE Exhibit 2.04 at Page 1 (The Company’s Response to UAE Data Request 2.2)
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