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Please state your name and business address.

My name is David L. Taylor and my business address is 201 South Main, Suite
2300, Salt Lake City, Utah, 84111.

Are you the same David L. Taylor who submitted pre-filed direct and
rebuttal test period testimony in this proceeding?

Yes.

Purpose and Summary of Testimony

Q.

What is the purpose of your test period surrebuttal testimony (“Testimony”)
in this proceeding?

The purpose of my Testimony is to respond to the test period rebuttal testimony of
Office of Consumer Services (“OCS”) witness Mr. Daniel Gimble, Utah
Association of Energy Users Intervention Group (“UAE”) witness Mr. Kevin
Higgins and Utah Industrial Energy Consumers (“UIEC”) witnesses Mr. Maurice

Brubaker and Dr. J. Robert Malko.

Response to Mr. Gimble

Q.

Does Mr. Gimble take issue with your characterization of the OCS position
on test period in the 2007 rate case?

Yes. He says that | have mischaracterized the OCS’s position.!

What was the basis for your view of the OCS position?

| relied on the testimony of OCS witness Ms. Donna DeRonne on test period in
the 2007 rate case as the basis for my view of the OCS position. Ms. DeRonne
said: “the Committee’s position that the Company’s proposed test year, if

adjusted appropriately, can be reasonably reflective of the conditions RMP is

! Gimble Rebuttal, lines 20-21.
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likely to encounter during the rate effective period.” She later went on to say:“It
is the Committee’s view that the information and calculations presented in Exhibit
RMP___ (SRM-1) can be adjusted such that the requested period can be
reasonably reflective of the conditions RMP will face in the rate effective period
% My point was simply that Ms. DeRonne did not oppose the Company’s
proposed test period in that case and clearly took the position that the OCS could
make adjustments it believed were appropriate using the Company’s proposed test
period to ensure that rates set in that case reflected appropriate costs. The fact
that the OCS did not oppose the Company’s proposed test period must be put in
context with its position in this case where it does not recommend any particular
test period, only a test period that does not extend as far as the Company’s
proposed test period.

Q. Why does Mr. Gimble say that the OCS has changed its position since the
2007 rate case?

A. He says the OCS has changed its position based on the Major Plant Addition
(“MPA?”) statute and the recent adoption of the Energy Balancing Account
mechanism.

Q. Does Mr. Gimble add any reasoning or analysis to support his view that the
Commission can select a closer in time test period because those mechanisms
are in place?

A. No. He continues to argue that because the Company can now receive alternative

rate recovery for major plant additions and will in the future be allowed to recover

% Test Year Testimony of Donna DeRonne, Docket 07-035-93, lines 33 — 36.
*1d., lines 125 — 128.
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70 percent of shortfalls in net power costs, it is not necessary to set rates based on
costs that will be incurred during the rate-effective period.

Has Mr. Gimble provided any evidence that the 2011 calendar year test
period or any other test period best reflects conditions that the Company will
experience during the rate-effective period?

No.

Response to Mr. Higgins

Q.

Mr. Higgins challenges your testimony that use of a June 2011 test period
would produce absurd results because it would not allow full recovery of the
Populus to Ben Lomond transmission line that has already been approved
for recovery in a MPA case.* How do you respond?

Mr. Higgins’ argues either that the MPA statute should not be viewed as limiting
the Commission’s ability to use whatever test period it wishes or that there could
be an exception to the test period for major plant additions previously approved.
His first argument does not address the fact that the major plant addition,
previously approved for inclusion in rates, is clearly part of the costs the
Company will incur during the rate-effective period. Thus, selection of an earlier
test period that excludes part of those costs makes no sense. The second part of
his argument effectively recognizes that problem by suggesting that an exception
be made in this circumstance. But Mr. Higgins does not explain why an
exception is appropriate for a major plant addition already approved and in
service, but not for the hundreds of millions of dollars of smaller investments that

have already been made and will be in service throughout the rate-effective

* Higgins Rebuttal, lines 41-66.
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period. Likewise, he does not explain why other plant investments that are
planned during the rate-effective period should not be included for an appropriate
portion of the test period in setting rates.

Mr. Higgins argues that while it is a truism that having a test period end
prior to the end of the rate-effective period will exclude plant investments
made during the rate-effective period, it is necessary to balance the interest
of the Company and its customers.” How do you respond?

Mr. Higgins’ argument regarding balance between customers and the Company
seems to be based on the premise that rates are not fair to customers unless they
are less than the amount necessary to cover the Company’s costs anticipated to
occur during the rate-effective period. The proper balance of interests is achieved
when rates are set at a level reasonably anticipated to cover the Company’s
prudent costs during the rate-effective period. That is the point of just and
reasonable rates. If rates are set at a level that does not provide a reasonable
opportunity for the Company to recover costs for investments that will be made
during the rate-effective period, the Company will be disadvantaged and an
appropriate balancing of interests will not be achieved.

Mr. Higgins argues that Rocky Mountain Power’s justification for the July
2011 through June 2012 test period is “a future period best reflects the
future.”® How do you respond?

While | discuss and visually show how the Company’s proposed test period best

aligns with the time period when new rates will be in effect, that is not the most

°1d., lines 67-73.
®1d., lines 116-120.
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significant part of my message. It is not just that the earlier test periods do not
line up on the calendar with the rate-effective period, it is that the costs projected
for those earlier periods do not line up with the costs expected to be incurred
during the rate-effective period.

Both Mr. Steven R. McDougal and I have clearly laid out the hundreds of
millions of dollars in capital investment the Company is making to serve
customers through June 2012 that will not be reflected in customers’ rates if an
earlier test period is selected. In addition, we clearly demonstrated the significant
difference between the net power costs projected for the different test periods. As
I demonstrated in my direct test period testimony, the selection of a test period
earlier in time than the Company proposal will understate total Company net
power costs by approximately $21 million for each month the test period is pulled
back.

Mr. Higgins has not rebutted any of that evidence. From the evidence the
Company has presented in this case, it is easy to see that neither the plant
investments nor the net power costs from either the June 2011 alternative test
period or the calendar 2011 test period proposed by UAE and UIEC will best
reflect the conditions Rocky Mountain Power will encounter during the period
rates from this case will be in effect.

Do you agree with Mr. Higgins that the test period statute makes no
presumption either for or against an historical or a future test period?
| agree that the legislative intent indicates there is no presumption for or against

an historical or future test period. However, that lack of presumption does not
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alter the objective of the test period selection. Paragraph (a) of 54-4-4(3) states
the objective, which is “the commission shall select a test period that, on the basis
of the evidence, the commission finds best reflects the conditions that a public
utility will encounter during the period when the rates determined by the
commission will be in effect.” Paragraph (b) then provides three tools that the
Commission may use to meet that objective. The Commission may use a forecast
test period with data that does not exceed 20 months from the date of filing, an
historical test period with known and measurable adjustments, or a combination
of a forecast and historical test period. Whichever of those tools the Commission
chooses to use, it still must meet the objective laid out in paragraph (a).

If an historical test period or a partially historical and partially forecast test
period best meets that objective, then the Commission is free to use that test
period. To meet that objective, however, evidence must be presented that shows
that the costs included in the historical or partially historical test period are the
best projection of costs that the Company will incur while rates are in effect.

RMP has shown in both Mr. McDougal’s and my testimony that the projections of
costs in the alternative test period or the calendar 2011 proposed test period will
not best reflect the conditions Rocky Mountain Power will encounter while the
rates determined by this rate case will be in effect. This is not simply because the
earlier test periods don’t line up on the calendar with the rate-effective period; it is
because the investment and cost included in those earlier test periods do not
reflect the investment and costs that will be incurred to serve customers during

that time rates will be in effect.
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There may be circumstances where an historical, a partially forecasted test
period, or a forecasted test period closer in time can meet that objective. |
discussed some of these circumstances in my rebuttal testimony. The
circumstances would be if operating expenses and net plant investment are
expected to continue to grow at about the same rate as load growth (increases in
kWh sales). Under those circumstances rates set using an historical test period
will be about the same as rates set by a forecast test period.

Unfortunately we do not find ourselves in that situation today. If that were
the case, the rate increases supported by the various test periods would be similar.
No party has even suggested, let alone provided evidence, that those conditions
exist in this case.

Has Mr. Higgins presented any evidence that the UAE-supported test period
meets the objective of the statute?

No. Mr. Higgins states his opinion that the calendar-year 2011 test period best
reflects conditions during the rate-effective period, but he has not presented any
evidence to support that opinion.

Mr. Higgins refers to changes in US tax law in 2009 that happened four
months after the end of the 2007 general rate case as support for the wisdom
of the Commission selecting an earlier test period in that case. Is the
potential for some unforeseen event in the future reason to reject a test
period that projects costs through the rate-effective period?

No. Using this logic, Mr. Higgins suggests that it is better for the Commission to

reject the Company’s projection of costs and investment for a future period, a
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160 projection that will be reviewed, analyzed, scrutinized, and most likely challenged

161 in this case and ultimately adjusted by this Commission, because some unforeseen
162 event may happen during that time period. In other words, it is better to ignore
163 what we reasonably expect to happen because some unexpected event may

164 happen. While some unforeseen event may happen, it is just as likely that an

165 unforeseen event or set of circumstances will increase costs, rather than reduce
166 costs, beyond the level projected.

167 Q. Mr. Higgins argues that the Company can ameliorate the impacts of the

168 selection of a test period because it controls the timing of its rate cases. Is
169 that correct?

170 A No. The Company does not have complete control over the timing of rate cases.
171 Using the very example Mr. Higgins cites in his rebuttal testimony, when the
172 Company attempted to file its 2008 general rate case (Docket 08-035-38) in a
173 timely manner to “ameliorate” the impacts of the Commission’s test period

174 decision in the 2007 case (Docket 07-035-93), that filing was opposed by several
175 parties, including UAE. The Commission required RMP to refile its case two
176 months later and did not begin the 240-day statutory period until the case was
177 resubmitted.
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Response to Mr. Brubaker and Dr. Malko

Q.

Mr. Brubaker and Dr. Malko claim that the Company’s proposed test period
does not consider the need to balance the interests of customers with those of
stockholders or that the test period proposed by UIEC better balances those
interests.” How do you respond?

Like Mr. Higgins, these witnesses seem to ignore the fact that the interests of
customers and shareholders are appropriately balanced when rates are set to
recover the Company’s anticipated cost of service during the rate-effective period.
Mr. Brubaker goes farther in responding to Dr. Joni Zenger in suggesting that
regardless of whether the Company receives appropriate recovery for capital
investments, it is obligated to make them.® This is a biased view of the regulatory
compact. The regulatory compact provides the Company an opportunity to
recover its reasonable costs of providing service to customers. If the Company
cannot do so because rates are set ignoring costs that will be incurred during the
rate-effective period, as Mr. Brubaker would have the Commission do, the
interests of customers and the Company are not balanced, and the regulatory
compact would be violated.

Do either of these witnesses support their opinions with evidence that their
proposed test period better reflects conditions during the rate-effective
period?

No. Mr. Brubaker raises issues about the accuracy of forecasts, but never

provides any evidence that the 2011 calendar-year test period UIEC proposes

" Brubaker Rebuttal, p.10, lines 18-21; Malko Rebuttal, page 2, lines 7-11.
®1d., page 8, line 20- page 9, line 4.
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200 better reflects conditions during the rate-effective period than the test period

201 proposed by the Company. He expresses concern that the Company’s proposed
202 test period may include capital investments that may not actually be placed into
203 service during the test period, but provides no evidentiary basis for that concern
204 beyond citing the testimony of DPU witness Mr. Matthew Croft. Mr. McDougal
205 will respond to that claim. Dr. Malko’s testimony is entirely theoretical except
206 for his reference to the test period proposed in the Wyoming general rate case. |
207 have already responded to that issue in my rebuttal testimony.

208 Q. Does this conclude your Testimony?

209 A. Yes.
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Please state your name and business address.

My name is Steven R. McDougal and my business address is 201 South Main,
Suite 2300, Salt Lake City, Utah, 84111.

Are you the same Steven R. McDougal who submitted pre-filed direct and
test period rebuttal testimony in this proceeding?

Yes.

Purpose and Summary of Testimony

Q.

What is the purpose of your test period surrebuttal testimony (“Testimony”)
in this proceeding?

The purpose of my Testimony is to respond to the test period rebuttal testimony of
the Office of Consumer Services (“OCS”), Utah Association of Energy Users
Intervention Group (“UAE”) and the Utah Industrial Energy Consumers
(“UIEC™).

Please summarize your Testimony.

My Testimony explains why the OCS, UAE and UIEC are incorrect in their claim
that the testimony of Mr. Matthew Croft supports using a test period closer in
time than the Company’s proposed test period from July 1, 2011 to June 30, 2012.
I also point out that these parties have provided no evidence in support of their
claim that a 2011 calendar-year test period reflects conditions during the rate-

effective period.
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Rebuttal Test Period Issues

Q.

Do you agree with the conclusions the Division of Public Utilities (“DPU”)
reached with regard to the testimony of Mr. Croft?

Yes. The DPU looked at the evidence and correctly concluded that the test period
proposed by the Company should be used in the case. DPU witness Dr. Joni
Zenger correctly concluded that “the key criteria for the Commission to consider
at this time is that the test year, based on the evidence presented, needs to reflect
the conditions that will be encountered by the Company during the rate-effective
period.”*

Do you have any concerns with the conclusions reached by the OCS, UAE
and UIEC with regards to Mr. Croft’s testimony?

Yes. The OCS, UAE and UIEC made their test period recommendations based
solely on their opinions, and are now trying to rely on Mr. Croft’s evidence to
support their proposed test periods, opposite of the conclusion of the DPU.

Even assuming Mr. Croft’s analysis is accepted, does it provide evidence that
the calendar-year 2011 test period proposed by UAE and UIEC better
reflects conditions during the rate-effective period than the Company’s
proposed test period?

No. Even if Mr. Croft’s analysis is accepted as correct, it only calls into question
the accuracy of the Company’s forecasts. The analysis says nothing about
whether forecasts for 2011 would be any better than those for July 2011 through

June 2012 and, more importantly, it says nothing about whether a forecast for

2011 would reflect conditions during the rate-effective period in this case than a

! Joni S. Zenger, PhD, Rebuttal Test period Testimony, p. 2. lines 35-37.
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forecast for the test period ending June 2012. That is the issue the Commission
must decide in selecting a test period. Only the Company has provided evidence
regarding what test period best reflects conditions during the rate-effective period.
That evidence includes the Company’s application and all of the testimony filed
in support of the application.

Do you have any concerns with the analysis done by DPU witness Mr. Croft
comparing capital additions to prior cases?

Yes. Mr. Croft looked at five sets of information filed in three different rate
cases. Although the Company agrees with Mr. Croft’s conclusion that his
findings do not support the need to select a test period closer in time, the
Company does have several concerns with his analysis. Until the OCS, UAE and
UIEC witnesses relied on his analysis as support for their recommended 2011 test
period, | intended to address my concerns in revenue requirement testimony.
However, now | will address them here.

First and foremost, judgment of the Company’s previous forecasts should
be based on earned return on equity (“ROE”). The Company is regulated based
on an approved ROE, and the most important comparison to be made is the
earned versus authorized ROE. The following table compares the allowed ROE
from the most recent Utah general rate cases to the results of operations during the

period most closely aligned to the rate-effective period from each case.

Docket No. 07-035-93

Docket No. 08-035-38

Docket No. 09-035-23

August 13, 2008 - May 8, 2009 - February 18, 2010 -
Rate Effective Period August 12, 2009 May 7, 2010 February 17, 2011
January 1, 2009 - July 1, 2009 - January 1, 2010 -

Results of Operations Period

December 31, 2009

June 30, 2010

December 31, 2010

Authorized Return on Equity

10.25%

10.61%

10.60%

Actual Return on Equity

8.45%

8.32%

Not Available
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Second, Mr. Croft compares actual capital additions to the amounts
originally filed in Company rate cases, not to the amounts ultimately approved by
this Commission. In recent cases utilizing a forecast test period in Utah, the
Company has agreed with adjustments proposed by the DPU to update capital
additions during the rate case process to reflect actual capital additions as they
become available. Consequently, the capital investments included in rates in
those cases have been more accurate than portrayed by Mr. Croft.

Third, Mr. Croft only considered gross capital additions and not net
electric plant in service (“EPIS”). Net EPIS includes not only capital additions
but the related accumulated depreciation and plant retirements. It is really net
EPIS that is the true impact on rate base of capital additions.? The table below
provides a comparison of the approved net EPIS (both total Company and Utah
allocated amounts) to the actual results for the same period. On a Utah-allocated
basis, the Company’s actual net EPIS has been higher than the level relied on to

set rates in those cases.

% The net impact of capital additions could also include the impact on accumulated deferred income taxes as
referenced by DPU witness Dr. Zenger in her rebuttal testimony. | have not considered accumulated
deferred income taxes here.
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Docket No. Docket No. Docket No.
07-035-93 08-035-38 09-035-23
December 2008 December 2009 June 2010
Test Period Test Period Test Period
Total Company Total Company Total Company
Approved
Gross EPIS 17,208,886,683 18,845,687,572 19,535,482,677
Net EPIS 10,410,515,030 11,964,947,707 12,500,900,622
Actual
Gross EPIS 17,417,350,329 19,027,117,484 19,809,372,255
Net EPIS 10,760,935,018 12,137,797,084 12,756,813,072
Under/(Over) Forecast
Gross EPIS 208,463,646 181,429,912 273,889,578
Net EPIS 350,419,987 172,849,377 255,912,449
UT Allocated UT Allocated UT Allocated
Approved
Gross EPIS 7,261,861,954 7,678,545,564 8,090,635,180
Net EPIS 4,524,545,856 5,028,326,063 5,338,460,403
Actual
Gross EPIS 7,164,122,937 7,935,587,916 8,248,107,288
Net EPIS 4,564,951,466 5,218,949,521 5,474,775,211
Under/(Over) Forecast
Gross EPIS (97,739,018) 257,042,351 157,472,108
Net EPIS 40,405,610 | 190,623,457 | 136,314,808
Includes Bridger and Trapper mines

Fourth, I disagree with Mr. Croft’s exclusion of major plant additions such
as wind plants and Chehalis from his analysis because they were not included in
the original rate cases. The Company should be judged based on actual rate base
and plant in service, not on an artificially low amount by excluding some assets.
As circumstances permit or require, the Company will continue to invest in the
capital needed to provide service to its customers. The analysis of EPIS should
include all actual plant additions. Timing of general rate cases and other
regulatory proceedings may or may not allow for specific projects to be included

in forecasts of net EPIS, but actual capital investment will certainly impact the
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Company’s earned ROE.

Q. What is your conclusion with regards to Mr. Croft’s analysis?

Mr. Croft overstated the rate case amounts by using the originally filed rate base
projections, not the rate base projections included in the final order. At the same
time, he has understated actual rate base by excluding major plant additions.

Q. Do you agree with Mr. Kevin Higgins’ statement that the Company should
not complain about the $40 million disallowance associated with the 2007
case?

A. No. Mr. Higgins states that the Company can ameliorate any test period issues
because we control the timing of our rate cases. However, Mr. Higgins ignores
the fact that the Company tried to compensate for the $40 million reduction in
revenue requirement caused by moving the test period forward by six months in
the 2007 rate case by filing another rate case quickly, but was denied the
opportunity to do so. Therefore, we apparently must wait until after the
September decision in this rate case before filing another rate case, which means
rates set in this case cannot be changed until sometime in the middle of 2012, at
the earliest.

Q. Do you have any other issues with Mr. Higgins’ test period rebuttal
testimony?

A. Yes. Mr. Higgins claims that “Calendar Year 2011 best reflects the conditions
Rocky Mountain Power (“RMP”") will encounter during the period the rates will

be in effect”,* but provides no support or evidence for this statement. He

® Higgins test period rebuttal, p. 4, lines 74-80
* Higgins test period rebuttal page 1, lines 30-22
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proposes ignoring capital additions after 2011, and only including partial recovery
of capital additions that will have occurred prior to the rate-effective period in this
case. He offers his opinion that the 2011 test period best reflects the conditions
during the period rates will be in effect but provides no evidence to support that
opinion and cites the legislative intent language that multiple test periods can be
used. However, he ignores the fact that even though different test periods can be
used: (1) the ultimate objective under Utah law is that “the commission shall
select a test period that, on the basis of the evidence, the commission finds best
reflects the conditions that a public utility will encounter during the period when
the rates determined by the commission will be in effect” and (2) the Commission
must decide on the basis of the evidence. As stated previously, Mr. Higgins has
failed to provide evidence that the test period he proposes better reflects the
conditions during the rate-effective period.

Does this conclude your Testimony?

Yes.
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