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Please state your name, addr ess of your residence and occupation.

| am E. Bruce Godfrey. | live at 657 East 1900riN, Logan, Utah. | am a
professor in the Department of Economics at UtalteSJniversity.

What isyour professional and educational background?

| was raised on an irrigated farm in southerahial | received Bachelor’'s and
Master’s degrees in Agricultural Economics from tJtate University. | also
received a Doctor of Philosophy from Oregon Stateversity. | was on the staff
at the University of Idaho for nearly seven yeafolke joining the staff at Utah
State University in 1977. | have a copy of my paadwitae marked Exhibit EBG-
1 that will give you additional detail concerniny mducation and experience.
Arethere itemsin Exhibit EBG-1 upon which you wish to comment that may

be of particular interest at thistime?

Yes. | am somewhat unique in terms of my academppointment because | have
responsibilities in all three areas that are empbkddy Utah State University and
other similar land grant universities---teachingsearch, and extension. My
teaching responsibilities this past year includesgiaior level class in farm and
ranch management, a sophomore/junior level ctaggricultural marketing and
a graduate class in natural resource economicsvé hlso taught a number of

other classes in the general area of agricultw@emics. My research for many
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years has focused on the economic problems assdeigith the use of publicly
and privately owned resources. | have secured rmumeesearch and extension
grants that have been designed to address profdestsby farmers and ranchers.
Two of these grants are from the Utah Tax Commisaia the Utah Department
of Agriculture and Food. These grants require theetbpment of farm budgets for
agricultural enterprises throughout the state (dtnagigets are done for all major
crops in every county in the state). As a resutgrhmonly work with farmers,
ranchers and other professionals in obtaining #te tbr the budgets. | have also
worked on several projects that have involvedatimn problems including water
use and quality. My extension assignment involwesk with farmers and
ranchers throughout the state. Much of this work fogused how farmers and
ranchers can manage the risks they face as praduckr addition, | serve on
several regional and national committees that we/elvaluating problems faced
by farmers and ranchers throughout the westeromegg well as the nation. | am
also currently serving as the secretary-treasufeh® Western Agricultural
Economics Association, a member of the nationamAausiness Management
Career Development event for the Future Farmetsradrica. My vitae indicates
that | have prepared budgets for the primary cgrpsvn on irrigated lands for

every county in Utah as well as other agriculteratierprises.



Can you give us an example of these budgets?

Yes. An illustrative example is the productiordiget for soft white wheat in Box
Elder County shown in Exhibit EGB-2.

What does thisbudget indicate?

This wheat budget indicates that the net retwonthe fixed factors (land and
operator management) were just over $ 100 per Hadarmer carried a high
debt load for land at current interest rates theretirns would be negative
(interest costs alone at 10 % on a debt of $1@0apre would be essentially
equal to the net returns with out debt). Thus, &amwho are highly leveraged to
buy land (debt is greater than equity) would figlwing wheat to be an
unprofitable enterprise. This is one reason whyetlmas been a shift from grain
production to other crops (primarily forages) irablsince 1996. But, the returns
from these crops are generally not high. Low psdbt crop enterprises, however,
allows livestock operations to obtain inexpensiged which increases their net
returns. As a result, the net returns to agricaltoperations varies widely and
depends upon the crop and/or livestock enterpribes individual farmer
emphasizes.

What are some other factorsthat affect the variation in farm income?

The variation between operators is most commallg to differences in the



productivity of the lands being farmed, the mamaget skills of the operator, the
enterprises that contribute to overall farm prdiitity and the constraints faced
by individual operators such as the source and atwdirrigation water available.
Variation over time is commonly most affected byatveer and the prices paid for
inputs and prices received for the products produce

Q. Canyou givethe Commission a general idea of what has been happening to the
prices farmers have been receiving for their crops?

A.  The prices received by farmers have become molatile over time. Exhibit
EBG-3 shows the average prices farmers receivedyf@mins during the past
several years. Prices for all grains peaked inmntite 1990s and are generally
lower today than they were for most of the pastaddec The price of forages has
been more stable as illustrated in Exhibit EBG{dede data show that the price
of corn silage has remained nearly constant, tilse pf primarily grass and grass
mixtures (other hay) has declined since 1989 wihieprice of alfalfa hay has
generally increased since 1991. The last 4-5 ye@ars been especially difficult
years for grain producers and is one of the reasbgsnany farmers in Utah have
shifted from grain production to other crops.

Q. What has been happening to the pricesfarmers pay for inputs?

A. The prices of most farm inputs have generafigmibut, there are exceptions. For



example, Exhibit EBG-5 shows that the cost ahfabor has essentially doubled
since 1987 and increased nearly a third since 1B8sel fuel has increased more
than 50% since 1998 as shown on Exhibit EBG-6. & lvesds are different from
interest rates for example, which have declineghslly (Exhibit EBG-7). Recent
changes in input prices is perhaps best illustrhyefértilizer prices. The data in
Exhibit EBG-8 indicates that fertilizer prices leabeen fairly stable. These
historic trends were altered significantly in 200hen prices for nitrogen (all
forms) increased about 50 percent from the pricgad jn 2000. As a result,
farmers have either reduced their use of nitrogeexperienced a decline in
profitability.

What do you concludefrom thesefiguresand your knowledge of agriculturein
general?

The profitability of crop enterprises which dhe primary enterprises of concern
to irrigators in Utah is generally low and is esfael to remain low for the next
few years.

How do you suggest the Commission take into account thisinfor mation?

Electric power is a major cost for many crop farsa Obviously, if the
Commission determines that PacifiCorp’s costs aceeasing, farmers should

expect the price of their electric power to readbnmcrease along with everyone



else. Yetin determining just and reasonable r#tesxCommission is empowered
to take into consideration the economic impact®ftate decisions on specific
classes of customers. Section 54-3-1 of the Cladess

The scope of definition "just and reasonable" majude, but

shall not be limited to, the cost of providing seevto each

category of customer, [and th&onomic impact of charges

on each category of customer * * *,
My chief concern as an agricultural economist wiarks with farmers in Utah
Is with PacifiCorp’s proposal that recommendsramaase for Schedule 10 users
substantially above that proposed for other custorolasses. This
recommendation is apparently based on the Compawgt of service study,
which shows that the Schedule 10 class is drantigticader-earning for the test
year in this case. Such a disproportionate incra@seld be particularly
detrimental to crop farmers who are already expeng low net returns. Itis also
puzzling and counterintuitive to me that Sched@e&dsts for the test year are so
out of line with the company’s system average costs
Why do you say that the cost of service results for Schedule 10 are
counterintuitive?
In Docket No. 97-035-01 the company’s filed csisidy claimed Schedule 10 had

a revenue shortfall of 8.5%. It is my understagdihat the Committee of

Consumer Services expert Mr. Yankel in that casédemnzertain unopposed
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adjustments to allocation factors used by the comppdnich brought Schedule 10
costs much closer to average rate of return fdrtdst year. In Docket No. 99-
035-01 PacifiCorp filed a cost study for the cakemgears 1996 through 1998.
This study showed Schedule 10 with a .6% revenuglumiin 1996, a 2.4%
shortfall in 1997, and a 1.26% shortfall for 1998low in this docket, the
company’s cost of service study results show Sdeetislipping precipitously
to a revenue shortfall 12.7% for the test yeamInot expert in how cost studies
are developed for public utilities, but there aneempirical data I'm aware of that
would explain such a dramatic increase in cost&figation customers relative
to other customer classes. To the contrary, dateiged to me by Mr Yankel
indicates that the Schedule 10 total load has t&atively flat and even declining
In recent years, except for the test year in tasecwhich has a large unexplained
surge in usage for Schedule 10 above historicaldedata from the 1997 Census
of Agriculture indicates that the number of irrigdfarms declined between 1992
and 1997 while the number of acres that were iteidan Utah increased by about
6 percent. It should also be noted that the irs@aacreage occurred at the same
time that energy use by Schedule 10 users declifieése trends suggest that the
methodology used in PacifiCorp’s cost studies nmhestattributing costs to

Schedule 10 users that are not consistent witklamden the number of farms and



energy used by this class of users.

Now that it appears PacifiCorp has dipped from a status of overcapacity to
capacity scar city, do you have any recommendationsto the Commission on how
Schedule 10 rates could be structured to promote off-peak usage?

Yes. The Commission should first consider raglsthing interruptible rates like
those offered in the old Class B and C optionsulegie eliminated in the 1997 rate
case. Approximately two-thirds of the irrigatars the state were on an
interruptible tariff before these classes were glated, and many irrigators would
likely choose this alternative again if it was dable. This has the possibility of
a net gain to the system because many farmersitastand the loss of power for
short periods of time when the demand for othes wwe high, provided the
savings are great enough in the long run to pathtloss of power in the short
run.

What other alter natives have been consider ed by farmer swho use electricity to
pump water for irrigation?

The Commission should also consider the possibaf adjusting the service
territory of PacifiCorp to shift some irrigatiomdds in rural areas to rural
cooperatives. Meetings were held this spring wagbresentatives of the Utah

Rural Electrical Association and the Utah Farm Burpumpers committee. Some



of these rural electrical coops have excess capaoinmonly service compatible
rural communities/farmers, and have some intengstaviding power to farmers
and others in rural communities that are curreb#ing served by PacifiCorp.
This is particularly true in those areas that alja@ent to areas that are currently
being served by a rural electrical cooperativer @&xample, some farmers obtain
power from both PacifiCorp and a rural cooperabeeause they have farms in
areas that are served by both entities. Farmeusahareas of the state have been
particularly interested in the price of power frétacifiCorp because the rates
charged by the rural coops are relatively low amdret expected to increase in
the short run. It might be a win/win situatiorstaft some of the rural loads from
PacifiCorp to one or more of the rural cooperatives

Doesthis conclude your testimony?

Yes.
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| hereby certify that | mailed a true and corregpy of the PREFILED DIRECT
TESTIMONY OF DR. BRUCE GODFREY, this 18day of November, 2012, postage prepaid,

to the following:

Brent Hatch

Gary Dodge

HATCH, JAMES & DODGE
10 West Broadway, Suite 400
Salt Lake City, UT 84101

Michael Ginsberg

Assistant Attorney General
500 Heber M. Wells Building
160 East 300 South

Salt Lake City, UT 84111

Douglas C. Tingey
Assistant Attorney General
500 Heber M. Wells Building
160 East 300 South

Salt Lake City, UT 84111
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Edward A. Hunter

Jon Eriksson

STOEL, RIVES LLP

201 South Main Street, Suite 1100
Salt Lake City, UT 84111

Cheryl Murray

Committee of Consumer Services
160 East 300 South, Room 408
Salt Lake City, UT 84111

Jeff Burks - Director

Office of Energy & Resource Planning
Utah Dept. of Natural Resources
1594 West North Temple, Suite 3610
Salt Lake City, UT 84114-6480

Glen E. Davies

Bill Thomas Peters
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185 South State Street, Suite 700
Salt Lake City, UT 84111

Scott Gutting

Rick Anderson

Energy Strategies, Inc.

39 Market Street, Suite 200
Salt Lake City, UT 84101

Dr. Charles E. Johnson
1338 Foothill Blvd., Suite 134
Salt Lake City, UT 84108

Lee Brown

Tony J. Rudman
Counsel for MagCorp
238 North 220 West

Salt Lake City, UT 84116

Captain Robert C. Cottrell, Jr.

Utility Litigation and Negotiation Attorney
UFLS/ULT

139 Barnes Drive, Suite 1

Tyndall AFB, Florida 32403-5319
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F. Robert Reeder

William J. Evans
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