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UIEC Data Request to the Division of Public Utilities 2.1

Please refer to the testimony of Dr. William Powell regarding revenue requirements at
lines 33-37. Please provide an explanation and copies of all documents supporting Dr.
Powell's express¡on of concern contained in these lines of testimony. ln other words,
please provide an explanation and copies of all support upon which Dr. Powell depends
to opine that the cumulative effect of reasonable adjustments "could leave the Company
with insufficient resource to meet its mandate or providing safe, adequate, and reliable
service."

Response of the Division of Public Utilities to UIEG Data Request 2.1

See Attachment 2-1a. This is the Iast completed monthly analysis of PacifiCorp's
earnings position. Also see the direct testimony of Mr. Peterson on behalf of the
Division on the matter of cost of capital.
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DTVISION OF PUBLIC UTILITIES

MEMORANDUM

The following report is a tracking of Retum on Equity (ROE) and Return on Rate Base
(RORB) for PacifiCorp using simple methodology and computations. The amounts for
the computations come from the monttrly Regulatory Financial and Operating Reports of
PacifiCorp (Depending on the timing of when it is issued this report may or may not be
confidential).

The amounts in RORB and ROE columns are Company wide. They are not State specific
and have not been adjusted as would normally be done to determine regulatory revenue
and rate base nor have the amounts been adjusted to determine financial statement
amounts by state jurisdiction. Thus it should be noted that the percentages shown in
these columns are simple estirnates and indicators for tracking purposes. It can not be
relied upon to give a completely accurate ROE or RORB for the Utah Jurisdiction but can

be used to track unadjusted Company wide ROE and RORB using Regulatory financial
information.

However, it should be able to assist the reader to determine if ROE and RORB as

computed is nearing or exceeding authorized or stipulated amounts set by the
Commission for PacifiCorp for Utah ROE and RORB. Such indication would then
enable the Division to request more sophisticated data from the Company to determine if
the Company was in fact over eaming or near to over earning.

On a semi-annual basis, PacifiCorp does file regulatory Utah results of Operations in
which it does all of the adjustments and allocations required to arrive at ROE and RORB
per their normal Company accepted rate setLing methodologies. The results from recent
Semi-annual Reports, for oversight puq)oses, have been shown and should be compared
with the monthly reporting to arrive at a sense of how the company is doing in estimated
adjusted and unadjusted ROE and RORB to Public Service Commission authorized or
stipulated ROE and RORB.
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CONFIDENTIAL. SUBJECT TO PROTECTIVE ORDER

Results for Octob e¡ 20'l.0 . December 2010 are confidentlal until March 31 , 201 I after the Company's 1 0Q for the period ending December 31, 2010 is
released. Results previous to October 2010 are no longer confidentlal,

TO: Ut3h Publlc S€Nlcs Commlaslon oATE: J!f,lrry 11,2011

Utâh Dlvlslon of Publlc Utlllües

FROM Ulâh Dfvlslon of Publlc LJt¡lltl€s - lrat Croft I Ulllty Anelyst ll
Paclflcorp Annual RoRB üd Roe ild Monthly Éamlngs Report

When compar€d lo lhe 12 monlhs €ndsd Octob€r-og Pacllicorp's Ulllity OpeÉt¡ng lncom€ for hs 12 months snded Octob€F1o lncreassd 71,474,72&
See åttachmsnt l, lollowing lhis raport, for an analysis of the lncrEase, From March 2004 to F€bruary 2005, ths sllpulat€d aulhorizBd relum on Ete bass (RORB) wæ 8.4270lo and lhs
authoriz€dr€tumon€quitywas10,7%, FromMarch200StoDecemberll,2000,hestipulatedêuthoriz€dRORBwas8,365%andthoROEwasl0.S%. Fromoscambsrll,2006 lo

FromAugust 1'|th,2008 to March 22,2009, thê Commission ordsrsd en ROEof 10 25% and ths relum on rats base ¡s g.29oh-FromM1rch22,2009 to Mârch 18,2010, th€ stlpulat€d

ROE ls 10.€08% end lhs rslum on €tE bass ls I 358'ó. For March '18, 2010 on, ths Commlsslon orderêd an ROE oÍ 10-6% 3nd a retum on rets base of 8.34%.
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CONFIDENTIAL . SUBJECT TO PROTÉCTIVE ORDER

Res ults for October 2010 - December 2010 are confidential untll March 3 l, 201 1 after the Company's 'l0Q for the period ending December 31, 2010 is

released, Results previous to October 2010 are no longer confidêntlal.
TO: Utah Publlc Serylcs Commlsslon DAÍE: J.nulry 1l'2011

l.rteh Dlvlslon of Publlc Utllltl€s

FRoM: Utah Dlvlslon of Pùbllc Udlltlos . Matt Crofl / Ullllty Analyst ll
RE: Paclllcorp Annuál RoRB md ROE and Monthly Eamlngs Report
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comparêd to lhs 12 months €nded October-09 Pac¡l¡Corp's Utlllty Opératlng lncom6 lor the 12 monlhs snded October-10 incrsased 71,471,12&

attaohmBnt 1 lollowlng this rsport,
10.7%.

lol en enalys¡s ol lñE ¡ncrcasa. From Mârch 2004 to Februery 2005, li€ sUpulated âu(hodæd r€tum on Eta bas6 (RORB I was 8-427%
DEc6mbsr f I

end tñ€

6ulhoriz€d rstum on equity was From March 2005 lo Dêcember 11, 2006, ths sllpulsted authoriz€d RORB was 8.365% and the ROE was l0 5%. From 2006 to

cepllãl structu16 lrcm o€c€mber I 2006 to August I 2008 w0re not addr€sssd by rcvsnuE sllpulallon.
stipulatgdFrcm of 1 o.25% and tho Élum 0n Ëtå base ls 9.29%. From March 22, 2009 to March '10, 2010, lhe

ROE ls 10.608o/o and the ßtum on Gt€ bas€ rs 8.358%. For March 1 I, 201 on, the Commisslon ordef€d an ROE of 10.6% and a Etum on rala bese ol 8.34%.

2 ol2 PACIFICORP ROE REPORT Oclob€r 2010 ¡4
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Twelve Months Change in Net lncome

' AnalYsis

CONFIDENTIAL . SUBJECT TO PROTECTIVE ORDER

Results for October 201 0 . December 201 0 are confidential until March 31, 201 1 after the Company's I 0Q for the period ending December

31,2010 ls released. Results previous to October2010 are no longer confidential,

I2 MONTH PERIOD ENDING OctobeÊ10 Amount o/o Change

Utlllty Operatlng lncome:

Utillty Operating lncome:

October-10

October.09

$

$

$

871,823,042

800,348,31 4

71,474,728

36,990,294

54,781,059

68, I 93,788

493,906

247,084
(1 43,960,71 8)

16,745,412

39,529
(1,220,575)

(7,246',t

(248,364)

lncrease (decrease) over last year

Electñc Operatlng Revenues - lncrease (Decrease)

Resldential

Commercial

lndustrial

Public Skeet and HighwaY Lighting

Olher Sales to Public Authorities

Sales For Resale's

lnterdepartmental

Tolal Sales of Electricity

Forfeited Discounts and lnterest

Mlscellaneous Servlce Revenues

Sales of Water and Water Power

Rent From Electric PropertY

Other Electdc Revenues

Total Other Electrlc Revenues

Total Electrlc Operating Revenues

UÌll¡ty Operating Expenses and Other lncome - lncrease (Decrease)

Operation and Maintenance expense

D€preciatlon

Depreclation Expense for Asset Retlrement Costs

Amortlzat[on

Taxes Olher Than lncome taxes

Current income taxes

Deferred lncome Taxes

lnvestment Tex Credlt Adjuslments ' net

Gains From Dlsposltlon of Utillty Plant

Losses From Dlspositlon of Utillty Plant

Accretlon Expense

Gains From D¡sposition of Allowances

Other Utlllty Operâtlng lncome

Total Operating Expenses

Total of Changes over Last Year

3%

5o/o

7olo

2o/o

t%
-21%

0%

1o/o

-17o/o

"69%
-1%

I

132,994,843 69%

149,740,256 3%

(1 e,552)

30,022,711

(3,s0s,322)

15,468,369
(238,400,821)

270,161,624
(48,636)

64,314

4,520,840

78,265,528 2%

$ 71,474,728

0o/o

6%

-8o/o

13%
-82%

58%

-3o/o

Oo/o

0o/o

100%

a2%

as expenses were

the prevlous perlod. Purchased and lnterchanged Power costs decreased by approximatley $66 million while Sales for Resale decreased by

million. Purchased and lnterchanged Power costs as well as Sales for Resales have been ln a signlficant decllne over approximatley the past

years. A data request hãs been sent to the Company asking for an explanatlon for these decreases. Excluding Purchased and lnterchanged

operation and maintenance expense increased by about 3.'l% from the twelve months ended October 2009. Slnce about June of 2008,

has been a slgnificant increase n deferred ncome tax expense end significant reductlon in current defened income taxes. As can be seen

this month, cuÍent lncome taxes decreased by approximatley 82% compared to the year ended October 2009 whlle defened lncome taxes

58%. These tax increases and decreases largley offset each other and are prlncipally the result of the Company's lnvestment cycle

with the effects of bonus depreclatlon. The Dlvlsion has not ascerlalned as to whether oi not these results include the extension of 50%

depreciatlon through 20 10 or the I 00% bonus depreclalion thet started ln September 2010. It should be noted that whether included or not,

extension ot lncrease ln bonus depr€clatlon does not effect the overall rncome statement. Both cunent and deferred income taxes ale affected

the net result of adding both of them together ls zero. Other electrlc revenues have increased signincantly (85%) over the past year This is

to be due to the sign¡f¡cent increase in REC revenues over the same time period. A data request has been sent to the Company

lhls issue"
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UIEC Data Request to the Division of Public Utilities 2.2

Please refer to the testimony of Dr. Powell regarding revenue requirements at lines 38-
40, wherein Dr. Powell states that the Commission should cons¡der the cumulative
effect of all the proposed adjustments on the "Company's overall financial health as it
establishes the Company's revenue requirement in this case." Please provide a
description and detailed explanation of all supporting (a) statutory; (b) philosophical; (c)
policy; (d) regulatory; and (e) economic authority and principles for such an approach to
monopoly utility regulation. Provide copies of all documents supporting such authority.

Response of the Division of Public Utilities to UIEC Data Request2.2

See Title 54 of the Utah code. See Attachment 2-2a. See also Bonbright in
particular chapters 5, 10, and 15. For a more detailed explanation of the
underlying economic principles consult any microeconomics text on the theory
of production and costs. A copy of Title 54 of the Utah Code is not provided
because the Division knows that the requestor has access to a copy thereof. A
copy of the Bonbright book can be accessed through this Iink:

t
Copies of the referenced microeconomics texts are not provided as they are as easily accessible.
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O Public Utilities Reports, Inc. 2007

tllt rights reseraed. No part of this publication may be reproduced, stored in a retrieval system, or transmined

in any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the Prior
written permission of the publisher.

This publication is designed to provide accurate and authoritative information in regard to the subject matter

cove.e$.1t iö sold'ürith the understanding that the publisher is not engaged in rendering legal, accounting,

o¡ other professional service, If legal advice or other expert assistance is required, the services of a competent

professional person should be sought. (Frcm e Declaration of Principlesjointly adopted by a Couunittee of the

t{mericøn Bar Associa tiott and a Comtnìttee of Publithen.)
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The Prudent lnvestment Standard

One issue common to all three definitions of value is that regulators may have to decide

whether the frrm spent too much on its investment. For example, if regulators thought the

firm could have built the $100 million pipeline for just $75 million, then the $25 million dif-
ference between what the firm spent and what regulators think should have been spent can

be deemed imprudent and excluded (called r disallouance) from the firm's revenue reguire-
ment. Having to decide what is and is not prudent, however, leads to use of the original cost

concept, which forms the basis for the prudent investmenl standard.

Prudent costs are original costs less any costs deemed fraudulent, unnecessary or unwise.

At the heart of the prudent investment standard, therefore, is an important role for eco-

nomic analysis: choosing the "best" from among different, and competing, investment

alternatives.

The development of a prudent investment standard culminated in 7944 when the U.S.

Supreme Court issued its decision in Hope Natural Ga¡.r6ln Hope, the Court reaffirmed

an "end results" focus and explicitþ recognized the riskiness of investments made in public

utilities, such that'teturn to the equity owner should be commensurate with rehrrn on in-
vestments having corresponding risks."37 \Mhat this means in practice is that investors can

expect to earn the cost of capital, which is defined as the expected rate of rehrrn in capital

ma¡kets g¡r inv,çstments having similar business and financial Åsks. Hope also changed the

regulatóry focus from determining the fair value of the rate base to determining a fair rate

of return,rs

AJthotrgh the Hope decision typically is invoked in regulatory decisions concerning fair
rates of return, the decision also established a foundation for regulatory "adjustments."The

U.S. Supreme Court determined that when a requested rate was claimed to be outside a
just and reasonable boundary, the end results were again what mattered. Thus, under Hope,

allowing a regulated firm to incorporate ail of its prudently incurred costs into the rates

it charged could result in rates that were not 'just and reasonable." This "end results" re-

36 Federol Pouer Conn'n v. Hope Natural Gu Co., 320 U.S. 591 (1944).

37 Id.,ùt 605-

38 The problem with fair value is its "circularity."The traditional way to measure the value ofany enterprise is to calculate

the presentdiscounted value of thc net earnings stream that flows from it. For any regulated 6rm, one can always perform
such a vduation-s long as that valuation does not fo¡m the basis for setting the mtes from which the regulated firm
ultimrtely derives its earnings.The reason is that when future prices depend on a rotemaking formula that references the

value of the firm's capitcl stock, one has created a circular process. One cannot determine value based on prices that are,

voili, determined based on v¡Iue in the first place.The 1944 U.S. Supreme Court decision in Hope Nantnl Gas broke this

circularity by affirming that rard not u¿úr¿ would provide the basis for the utiliry rate base and tariffs,
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UIEC Data Request to the Division of Public Utilities 2.3

With respect to Dr. Powell's admonishment to the Commission to consider the
cumulative effect of all the proposed adjustments on the "Company's overall financial
health as ¡t establishes the Company's revenue requ¡rement in this case," please
explain what the Division's policy or guidance was for making that admonishment and
who set forth that policy or guidance.

Response of the Division of Public Utilities to UIEC Data Request 2.3

The guidance was developed by the Division's management, Artie Powell and
Chris Parker.
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UIEC Data Request to the Division of Public Utilities 2.4

Please refer to the testimony of Dr. Powell regarding revenue requirements at lines 40-
43, wherein Dr. Powell states that a "myop¡c focus on each item in a general rate case
may lead to many reasonable adjustments . . . the combined effect of which ultimately
leaves the Company insufficient resources to make needed investments." Please
provide a description and detailed explanation of all supporting (a) statutory; (b)
philosophical; (c) policy; (d) regulatory; and (e) economic authority and principles for
such an approach to monopoly utility regulation. Provide copies of all documents
supporting such authority.

Response of the Division of Public Utilities to UIEG Data Request 2.4

See response to 2-1,2, and 3.
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UIEC Data Request to DPU 2.5

UIEG Data Request to the Division of Public Utilities 2.5

With respect to Dr. Powell's position that a "myopic focus on each item in a general rate
case may lead to many reasonable adjustments . . . the combined effect of which
ultimately leaves the Company insufficient resources to make needed investments,"
please explain what the Division's policy or guidance was for taking that position and
who set forth that policy or guidance.

Response of the Division of Public Utilities to UIEG Data Request 2.5

See response to 2-1,2, and 3.
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UIEC Data Request to the Division of Public Utilities 2.6

Please refer to the testimony of Dr. Powell regarding revenue requirements at lines 43-
46, wherein Dr. Powell states that failing to consider the "cumulative weight of othenruise
reasonable adjustments . . . is unwise and could lead to the Company's future inability
to meet its service obligations and would not be in the public interest." Please provide
an explanation and copies of all documents supporting Dr. Powell's expression of
concern contained in these lines of testimony. In other words, please provide an
explanation and copies of all support upon which Dr. Powell depends to opine that the
cumulative weight of reasonable adjustments "could lead to the Company's future
inability to meet its service obligations."

Response of the Division of Public Utilities to UIEC Data Request 2.6

See response to 2-1,2, and 3.
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UIEC Data Request to the Division of Public Utilities 2.7

Please refer to the testimony of Dr. Powell regarding revenue requirements at lines 43-
46, wherein Dr. Powell states that failing to consider the "cumulative weight of otherwise
reasonable adjustments . . . is unwise and could lead to the Company's future inability
to meet its service obligations and would not be in the public interest." Please provide a
description and detailed explanation of all supporting (a) statutory; (b) philosophical; (c)
policy; (d) regulatory; and (e) economic authority and principles for such an approach to
monopoly utility regulation. Provide copies of all documents supporting such authority.

Response of the Division of Public Utilities to UIEG Data Request 2.7

See response to 2-1,2, and 3.
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UIEC Data Request to the Division of Public Utilities 2.8

With respect to Dr. Powell's admonishment of the Commission that failing to consider
the "cumulative weight of otherwise reasonable adjustments . . . is unwise and could
lead to the Company's future inability to meet its service obligations and would not be in
the public interest," please explain what the Division's policy or guidance was for
making that admonishment and who set foÍh that policy or guidance.

Response of the Division of Public Utilities to UIEG Data Request 2.8

See response to 2-1,2, and 3.


