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Are you the same Joelle R. Steward who previously submitted direct testimony
and an amended direct testimony in this proceeding on behalf of PacifiCorp d/b/a
Rocky Mountain Power (“PacifiCorp” or the “Company”)?

Yes.

I.  PURPOSE AND SUMMARY OF REBUTTAL TESTIMONY

What is the purpose of your rebuttal testimony?

In my rebuttal testimony, I summarize the Company’s rebuttal case, reflecting certain
corrections and updates, respond to various intervenor positions in Phase | direct
testimony, and provide recommendations to the Public Service Commission of Utah
(“Commission”) for its consideration in this proceeding. Specifically, | respond to
intervenor characterizations regarding the Company’s August 2024 amendment to its
original filing and the Company’s rate mitigation effort. | also address the value and
importance of the Energy Balancing Account (“EBA”) and explain why arguments to
eliminate the EBA are short-sighted, would not result in customers paying decreased
rates, and would not be in the best interest of customers or the Company. | further
address issues raised by intervenors in response to the Company’s request to recover
insurance costs through a separate rate on Schedule 92, the Insurance Cost Adjustment
(“ICA™). | also address the continued proper allocation of wildfire-related costs
concerning fires outside of Utah under the 2020 Inter-Jurisdictional Cost Allocation
Agreement (“2020 Protocol”), and respond to a climate change issue raised by Utah
Clean Energy (“UCE”). Finally, | address why Washington CCA costs should not be
removed from the Company’s revenue requirement.

My testimony responds to aspects of the testimonies of Utah Division of Public
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Utilities (“DPU”) witnesses Gary Smith, Jeffrey S. Einfeldt, and Thomas A.
D’ Ambrosia; Western Resource Advocates (“WRA”) witnesses Nancy L. Kelly and
Karl G. Boothman; Utah Association of Energy Users (“UAE”) witness Kevin C.
Higgins; Utah Office of Consumer Services (“OCS”) witness Alyson Anderson;
Federal Executive Agencies (“FEA”) witness Michael P. Gorman; and Utah Clean
Energy (“UCE”) witness Logan E. Mitchell.
Please summarize the recommendations you make in your rebuttal testimony.
The Company requests approval of an updated increase of $331.5 million, or 14.1
percent, which is supported by the Company’s direct and rebuttal witness testimonies.
In addition to approving the updated revenue requirement, | recommend that
the Commission reject calls to either eliminate the EBA or initiate proceedings to
reassess it. Further, I recommend that the Commission approve recovery of excess
liability insurance premium costs in the test period through the ICA. Adoption of the
ICA does not constitute adoption of a new insurance mechanism but would allow easier
implementation of the costs either through Docket No. 23-035-40 or a Phase 111 in this
docket, and potentially allow the Company to incorporate self-insurance if self-
insurance is later determined to be in the public interest. I also recommend that the
Commission continue to apply the System Overhead (“SO”) allocation factor to
insurance costs as it remains a reasonable factor for allocations and is consistent with
the approved 2020 Protocol. Further, | recommend that the Commission take no action
on UCE’s climate change concerns, as UCE makes no proposal regarding those
concerns, and the Company is already engaging in numerous efforts to address climate

change. Finally, I recommend that the Commission reject UAE’s and DPU’s argument
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that Washington Climate Commitment Act (“CCA”) costs should be removed from the
Company’s revenue requirement in this case.

How is your rebuttal testimony structured?

My testimony is structured as follows: Section Il of my rebuttal testimony provides an
overview of the Company’s rebuttal. | also respond to the DPU’s criticisms of the
Company’s August amendment and the Company’s rate mitigation efforts; Section IlI
responds to the DPU’s and WRA’s suggestion that the EBA should either be eliminated
or that the Commission initiate a new proceeding to reassess it; Section IV addresses
intervenor concerns regarding the Company’s proposal, through Schedule 92, to
establish the ICA to recover liability insurance costs; Section V discusses the DPU’s
SO factor argument and explains why the Company’s allocation of wildfire costs is
reasonable and complies with the 2020 Protocol; Section VI addresses UCE’s climate
change concerns and explains why the Commission need take no action; Section VII
explains why the Washington CCA costs should remain in the Company’s revenue
requirement in this case; and Section VIII presents the Company witnesses submitting
Phase I rebuttal testimony.

1. ROCKY MOUNTAIN POWER’S REBUTTAL POSITION

Please provide a summary of the Company’s positions in Phase | rebuttal.

The Company’s rebuttal filing reflects a revised revenue requirement and revenue
increase of $331.5 million, which is a $62.2 million decrease relative to the amended
direct filing. The revised revenue requirement is attributable to certain adjustments in
rebuttal testimony, which can be classified as either: (1) corrections, or (2) updates

based on more recent information or in response to the other parties’ recommendations.
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In the development of a rate case and through the process of discovery and
intervenor testimony, it is not uncommon that corrections and updates are identified
after submitting the direct filing. The updates are based on more recent information,
such as the update to insurance premiums. Updates also reflect the Company’s
acceptance of certain intervenor adjustments, which are explained by Company witness
Shelley E. McCoy. In this instance, taken together the corrections and updates
(including the updated insurance premiums) constitute a decrease relative to the
Company’s amended direct filing.

Do you have any comments regarding the Company’s requests in this proceeding?
Yes. This rate case reflects a number of major capital investments made since the
Company’s last rate case filed in 2020, Docket No. 20-035-04 (“2020 Rate Case”),
including investments in transmission, renewable energy resources, wildland fire and
safety mitigation measures, and other investments that allow the Company to continue
to provide energy solutions in a safe, reliable, and affordable manner to customers. To
that end, the Company is investing approximately $7.0 billion of new capital through
calendar year 2025. The capital investments for which the Company is seeking
recovery are prudent actions the Company undertook only after extensive analysis and,
in the case of the generation facilities, after a lengthy and detailed all-source request
for proposals (“RFP”) process, approved by the Commission and monitored by the
independent evaluator appointed by the Commission. The insurance and fire mitigation
actions proposed by the Company are necessary to address significant increases in fire

risk in the West, and the increases in associated insurance costs.
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Failure to address those issues and to find a sustainable approach for funding
insurance and wildfire mitigation efforts or disallowances in major investments will
leave the utility exposed to unsustainable risk that could jeopardize the viability of its
operations or, at a minimum, result in credit downgrades, increases in the cost of
borrowing for the Company (and by extension its customers), operational challenges,
and instability.

Similarly, adopting the parties’ proposed recommendations to reduce the
Company’s authorized return on equity (“ROE”) and significantly reduce the equity
ratio will also harm the Company’s financial stability. As discussed in the Phase |
rebuttal testimony of Ann E. Bulkley, the decreases in ROE proposed by DPU, OCS,
and UTLCG are a stark contrast to the estimation model results and increase in recently
authorized ROEs adopted by commissions nationally—with the national average of
9.82 percent materially higher than the Company’s request.® As noted in my Phase |
direct testimony, the Company’s proposal to hold ROE flat and use a 50/50
hypothetical capital structure balances rate impacts with the need for regulatory support
of the financial health of the Company.

DPU witness Mr. Smith is critical of the Company’s messaging regarding its
August 28, 2024 amendment that eliminated the proposed second rate increase for
net power costs (“NPC”), which had originally proposed to take effect January 1,
2026.2 Please explain the basis for his criticism.

Mr. Smith claims that, because of negative reactions to the Company’s original rate

filing, it amended its application to create the perception that it was actually seeking a

! Rebuttal Testimony of Ann E. Bulkley at lines 8-13.
2 Phase | Direct Testimony of Gary Smith at pages 8-13, DPU Ex. 6.0.
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lower rate increase, when in fact, the Company intends to recover the same amount,
just later through the EBA.2 He also alleges that the public has misunderstood the
change as a reduction in rate increase and that the Company’s communications have
perpetuated that misunderstanding.*

Do you agree with Mr. Smith’s assessment?

No. As an initial matter, the amounts the Company included in its original filing,
including the forecast base NPC, arise out of costs the Company either has actually
incurred or will incur during the test period to provide reliable electric service to its
customers. As such, the Company should be entitled to recover those costs. With
specific regard to NPC, and as Mr. Smith knows, those are the variable costs of fuel
and purchase power, which are driven by market conditions outside of the Company’s
control. They consist of the costs the Company incurs or anticipates that it will incur in
fueling generation facilities, making wholesale market power purchases, and obtaining
transmission services, offset by revenues from wholesale sales. The forecast NPC
reflected in the Company’s original application and supporting testimony is the result
of inflationary, market, and other factors that are driving up NPC-related costs in the
regional markets in which the Company transacts. The Company does not profit from
recovery of those costs—it merely breaks even because it passes them through to
customers along with the associated benefits. | point this out to clarify that the
Company strongly disputes any suggestion, whether by Mr. Smith or others, that the
amounts included in the Company’s original filing were anything other than a reflection

of the costs the Company reasonably anticipates it will incur during the test period

1d.
41d.
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based on the best data available to the Company. Public reactions to the Company’s
filing, while appreciated and important, were in many ways influenced by news articles
and other sources that incorrectly suggested that the Company was charging excessive
amounts for its services, when that is not correct.

Setting the foregoing aside, the Company disputes Mr. Smith’s assertion that it
has contributed to public confusion about the original filing or the amendment. On June
28, 2024, the day it filed this rate case, the Company issued a press release. In that
release, the Company explained that the increase was largely being driven by
“[i]ncreased costs of fuel and wholesale power, together with investment in new
electric transmission and generation projects that are being built to serve Utah
customers . . . .”® The Company further noted that “increasing insurance premiums
related to rising wildfire risks are also contributing significantly to the proposed
increase.”®

When the Company amended its application, its public spokesperson David
Eskelsen addressed the reason for the amendment, explaining: ““We’re looking at ways
to spread those costs out and kind of mitigate the impact and lessen it over time.””’ He
went on to state that “prices may still go up in the future, as the costs associated with
increase in net power, fuel, and wholesale power are expected to be recovered through

the Energy Balancing Account.”® Furthermore, | was clear in my amended direct

testimony filed on August 28, stating: “The Company would continue to recover the

5 June 28, 2024 Press Release, available at: https://www.rockymountainpower.net/about/newsroom/news-
releases/utah-2024-rate-proposal.html

61d.

7 Utah News Dispatch, August 29, 2024, available at: https://utahnewsdispatch.com/2024/08/29/rocky-mountain-
power-lowers-rate-increase-proposal/.

8 1d. (emphasis added).
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differences between the level of base NPC and actual NPC through the EBA.”® These
and other statements by the Company demonstrate that the Company was being fully
transparent about what it was doing: that it was not eliminating the recovery of
legitimate costs, but trying to further mitigate near term rate impacts, particularly in
light of the one-year amortization the Commission adopted for recovery of the 2023
EBA deferral balance.

These and other statements show that the Company was being transparent and
responsive to customer concerns by pursuing a more gradual rate change to avoid rate
shock. OCS witness Ms. Anderson agrees that this is what the Company’s approach
would do. Specifically, she states: “While the elimination of the proposed second step
of the rate increase may not be an actual rate decrease, analysis by the OCS shows that
it is somewhat likely to result in smoother rate changes over the next few years.”°
Further, Mr. Smith’s own analysis in his direct testimony shows that the Company’s
approach would result in a more gradual rate change. On page 14 of his testimony, he
includes DPU Chart 2, which demonstrates that, by the Company removing the Step 2
NPC increase, rates would more gradually increase over a longer period in comparison
to the proposal in the Company’s original filing, which is reflected in Mr. Smith’s DPU
Chart 1, on page 5 of his testimony.

While the Company’s amended request likely will result in larger differences

between the base and actual NPC in future EBAs, the Company determined, given

public reaction, and the increase in the EBA rates that went into effect on July 1, 2024,

® Amended Direct Testimony of Joelle R. Steward at lines 65-66.
10 Phase | Direct Testimony of Alyson Anderson at lines 76-79, OCS Exhibit 1D.
11 Compare Phase | Direct Testimony of Gary Smith at page 14 with id. at page 5.
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that greater rate mitigation efforts and a slower implementation of increased rates was
warranted. Rate increase mitigation is never easy to accomplish, particularly where, as
in recent years, there have been significant inflationary and market pressures that have
driven up costs and make it more expensive for the Company to provide safe and
reliable service to all of its customers. The Company constantly strives to balance these
and many other factors to minimize, as much as possible, rate increases. However, that
balancing cannot be achieved by looking at only one or two issues in isolation, as
Mr. Smith tries to do.

1.  THE IMPORTANCE OF THE EBA FOR CUSTOMERS AND THE
COMPANY

What is the purpose of this section of your Phase | rebuttal testimony?

In this section of my testimony, | respond to the testimony of the DPU and WRA
concerning the EBA. Company witness Mr. Ramon J. Mitchell also addresses these
parties’ arguments concerning the EBA in his Phase | rebuttal testimony.

Please summarize the issues the DPU and WRA raise regarding the EBA.

DPU witness Mr. Smith argues that the elimination of the EBA sharing band created a
significant risk for rate payers.!? He argues that the EBA is no longer in the public
interest for six reasons, including cost shifting to future periods; misalignment of
management incentives; alleged Company manipulation of proceedings and public
information; difficulty of auditing EBAs; Company customers paying for errors that
unregulated customers do not pay; and Company’s alleged ability to make unilateral

policy changes that impose significant costs before meaningful Commission review.!3

12 Phase | Direct Testimony of Gary Smith at lines 124-125.
131d. at lines 360-68.
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WRA witness Ms. Kelly argues that the EBA misaligns the interests between
the Company management and ratepayers for three reasons: Company management
prefers to meet its load obligations with the resources that it perceives to have the most
certain cost recovery, such as market purchases instead of generation resources;*
questions whether PacifiCorp would have canceled the 2022 all source RFP (“2022AS
RFP”) if it bore the cost consequence of increased market reliance;* and recommends
that the Commission open a new docket to explore alternatives that may be available
to better align shareholder and customer interests, including potentially eliminating the
EBA.1®
Do you agree with Mr. Smith’s and Ms. Kelly’s arguments and conclusions?

No, I do not.

Before addressing Mr. Smith’s and Ms. Kelly’s specific arguments regarding the
EBA, do you have any general points you would like to make about the EBA?
Yes. Prior to the EBA being established, NPC were recovered through general rate
cases. However, because the vast majority of those costs are associated with fuel and
purchased power expenses, the costs are largely driven by external market forces.
Further, because of the variability and volatility of those costs, it was always difficult
in general rate case proceedings to forecast those costs. As such, one of two situations
occurred. Either customers overpaid for NPC and received no refund for that

overpayment because the costs were being recovered through general rates, or,

14 Prefiled Phase | Direct Testimony of Nancy L. Kelly at pages 20-22.
15 1d. at pages 24-30.
16 1d. at pages 51-52.
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alternatively, the Company under-recovered its NPC costs through rates and was
financially harmed by not recovering actual costs paid to provide service to customers.

The EBA resolves these and other concerns. It ensures that customers are only
paying for costs the Company actually incurs. The ultimate recovery of costs is always
subject to a prudence review to ensure that the Company’s actions were reasonable and
in the public interest based on what was known at the time. While | am not an attorney,
in enacting Utah Code § 54-7-13.5, the Utah Legislature has agreed with this point by
eliminating the sharing band for EBA proceedings. The Legislature clearly recognized
that an electric utility ought not have to forego recovery of costs that are simply pass-
through costs to provide service to customers.

In addition, the EBA eliminates the need for more frequent general rate cases,
while still allowing an annual review of NPC to ensure the Company’s purchases of
fuel, transmission, wholesale power, and other products and services are prudently
incurred. However, if the EBA were eliminated, as Ms. Bulkley explains in her rebuttal
testimony, the financial risk for the Company would significantly increase relative to
the proxy group. This benefits customers by reducing the Company’s borrowing costs,
allowing lower cost financing for its on-going operations and new investments
necessary to provide safe and reliable service to customers. If the EBA were to be
eliminated, the Company would be exposed to higher financial risk, and lead to higher
rates for customers. Further, because the Company did not include all forecasted NPC
costs in the EBA base in this case, eliminating the EBA would necessitate putting the
full NPC forecast into rates, resulting in a significantly higher increase to customers in

this case.
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242 Finally, the existence of the EBA allows for costs to be recovered closer in time

243 to when they have been incurred. For customers, that means they are paying for the
244 costs they are actually causing, consistent with the cost-causation principle. From the
245 Company’s perspective, that means that regulatory lag is minimized, allowing the
246 Company to be more financially stable.

247 Q. What has the Commission previously said about the importance of an EBA?

248 A On multiple occasions, the Commission has determined that the EBA is in the public
249 interest and has consistently supported maintaining it. For example, in the initial Order
250 regarding the current EBA, the Commission found: “Based upon the extensive record
251 before us, we conclude the EBA we authorize in this Report and Order is in the public
252 interest and will result in the setting of just and reasonable rates.”’

253 Further, the Commission explained various reasons why the EBA is

254 important:

255 We find the Company’s current portfolio of resources, its current

256 need for capacity expansion, and its increasing reliance on

257 markets to manage hourly system changes are substantial

258 departures from the conditions existing in the early 1990s. The

259 Company provides uncontroverted testimony its existing

260 resource base is inadequate to meet future demand for

261 electricity. As in the 1980s, the Company is once again in a

262 capacity expansion period and is exposed to under-earning due

263 to regulatory lag. Further, the Company demonstrates its

264 resource portfolio now includes, and is expected to continue to

265 add, substantial amounts of natural gas and wind resources. The

266 Company shows, and most parties generally concur, the prices

267 of natural gas and wholesale market transactions, and the output

268 of wind resources are volatile. . . . With the greater reliance on

269 natural gas and wind resources, and greater reliance on the

270 market to manage changes in loads and resources, the

271 Company’s net power cost is subject to greater underlying

17 In the Matter of the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment
Mechanism, Docket No. 09-035-15, Report and Order at *80 (Mar. 2, 2011).
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variability, making the financial consequences of forecast error
more significant than before. 8]

Then, in 2019, when the Commission approved the EBA as an ongoing
program, it stated: “For the reasons stated above, and in consideration of the robust
record of analysis, testimony, and comment that has been amassed during the pilot
period, and the continued review we encourage, we find and conclude that the

continuation of the EBA is in the public interest with certain modifications we discuss

below.”1?

In that 2019 order, the Commission made the following findings and conclusions:

RMP provides convincing testimony regarding risks associated
with the volatility of and difficulty in accurately forecasting
NPC, arising from issues outside of its control such as
fluctuations in load, changes in fuel and energy prices,
qualifying facility obligations, influx of renewable energy in
RMP’s portfolio, and the energy imbalance market. RMP also
points out that NPC represents a significant portion of its
revenue requirement and asserts that it is the industry norm to
have an EBA-type mechanism in place that allows for full
recovery of prudent NPC. We find RMP’s undisputed concerns
regarding NPC forecasting are legitimate, particularly in light of
the level of qualifying facility purchases, RMP’s participation in
an energy imbalance market, and other issues outside of RMP’s
control, and that the EBA reasonably serves to mitigate these
risks.[2%

The Company continues to face the conditions that the Commission pointed to in prior

decisions finding that the EBA is in the public interest.

18 In the Matter of the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment
Mechanism, Docket No. 09-035-15, Report and Order at *65 (Mar. 2, 2011).

19 In the Matter of the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment
Mechanism, Docket No. 09-035-15, Order at *8 (Nov. 14, 2019).

20 1n the Matter of the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment
Mechanism, Docket No. 09-035-15, Order at *7-8 (Nov. 14, 2019).
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Q. Did Ms. Kelly participate in the proceedings when the Commission approved the

EBA?

A. Yes, she did.

What arguments was she making at that time?
Ms. Kelly’s arguments were largely the same arguments she is offering now, arguments
the Commission heard and did not find to be persuasive. Specifically, she argued:
WRA opposes the ECAM proposed by Rocky Mountain Power
because we do not believe an ECAM is in the public interest.
Our primary concern is with the incentives and disincentives that
an ECAM creates for long-run resource acquisition. These
incentives and disincentives would advantage short-term

wholesale market and fossil-fuel resources and disadvantage
renewable resources and energy efficiency.?

As discussed below, Ms. Kelly’s argument today continues to be that she believes the
EBA favors short-term wholesale market and fossil-fuel resources over renewable
resources and long-term generation resources. Setting aside the fact that the Company
has in recent years significantly increased the amount of renewable generation and
other long-term generation resources, and that WRA’s primary reason for wanting the
EBA eliminated is because it believes that will result in more renewable energy
projects, Ms. Kelly’s argument ignores all of the benefits the EBA provides for both
customers and the Company, and the reasons the Commission has repeatedly found it
to be a valuable tool among the many tools the Commission uses to regulate the

Company’s activities.

21 In the Matter of the Application of Rocky Mountain Power for Approval of its Proposed Energy Cost Adjustment
Mechanism, Docket No. 09-035-15, Direct Testimony of Nancy L. Kelly at *2-3 (Nov. 16, 2009).
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1. Responses to DPU’s EBA Arguments
Do you have any initial points you want to make about DPU witness Mr. Smith’s
EBA arguments?
Yes. Mr. Smith acknowledges that the Legislature made the policy decision to
eliminate the EBA sharing band, a decision he says “the Division accepts and abides
by the Legislative determination that the lack of a sharing band is warranted if the
program is otherwise in the public interest.”?? Thus, Mr. Smith makes clear that the
elimination of the sharing band “does not form the basis of the Division’s conclusion
that the EBA is not in the public interest.” 2 | agree that the elimination of the sharing
band should not be considered by the Commission in assessing the EBA given the
Legislature’s decision.
How do you respond to Mr. Smith’s claim that the EBA unreasonably shifts costs
into the future?
The premise of this claim by Mr. Smith is that, because the EBA is trued-up in a year
after NPC costs have been incurred, the EBA forces “a future set of customers to pay
(or receive a credit) for costs created by a prior, different set of customers, creating
intergenerational inequities. New customers would unfairly be asked to pay for costs
that some existing and past customers incurred.”?* | disagree with that view. The EBA
better addresses intergenerational inequities than rate recovery without the EBA.

Prior to the EBA, NPC could be recovered only through a rate case. As such, if

the Company incurred NPC costs in 2005, for example, and sought to recover those

22 Phase | Direct Testimony of Gary Smith at lines 340-342.
2 1d. at lines 337-338.
24 1d. at lines 382-385.
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costs through a general rate case in 2006, the very intergeneration problem Mr. Smith
highlights would have been exacerbated, not improved. The elimination of this
regulatory lag was one of the reasons the EBA was implemented. The EBA improves,
rather than worsens, the risk that customers who have not caused costs will end up
paying for them. Elimination of the EBA would either force the Company to file annual
or more frequent rate cases (the avoidance of which was another reason the EBA was
implemented) or, in the alternative, recover costs at a later time, knowing that the
amount collected would be less accurate than the amount that is collected through the
EBA process.

The Company acknowledges that, if in a rate case proceeding, the NPC base is
set below the actual forecasted NPC costs, a larger differential will exist between the
base NPC amount and actual costs determined through the true-up. However, in this
case, given the magnitude of the increase and compounding effect of increasing base
NPC with recovery of EBA, the Company believes the proposed mitigation to limit the
base NPC while still recovering deferral balances in the EBA balances utility and
customer interests. While we expect to continue to have a deferral balance going
through the EBA, the rate change will not be as great in the near term if NPC stabilizes.
The Company does not believe that approach is always the right approach, but, in this
case, it is trying to do its best to balance a host of factors that could impact both
customers and the Company. Company witness Mr. Mitchell also addresses the alleged

cost shifting in his Phase | rebuttal testimony.
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How does Mr. Smith claim that the EBA fails to properly align management
incentives?
Mr. Smith argues that the EBA does not encourage cost controls. Specifically, he
argues:

[rlather than maintaining traditional prospective ratemaking’s

power to impose discipline on Company business decisions or

lead to invocation of the Commission’s general ratemaking

power when market conditions change in unmanageable ways,

the EBA allows management to isolate a large set of costs while

others may be fluctuating in a way favorable to the Company.

One way this has manifested in Utah is infrequent general rate

case filings.®!
In essence, Mr. Smith maintains that the EBA is removing more frequent rate case
filings, which he says is the “one of the most important regulatory proceedings.”?®
How do you respond to Mr. Smith’s claim that the EBA does not properly align
management incentives?
Before balancing mechanisms like the EBA were implemented throughout the United
States, the oft-heard complaint of commissions and regulators was the frequency with
which rate cases were being filed. In an environment of inflation, which has persisted
throughout the country for most of modern history, frequent rate cases were the norm,
as utilities strove to recover costs closer to what was actually being incurred. When the
EBA was approved, one important reason for its implementation was to isolate those
costs that were largely outside of the Company’s control, and allow them to be trued-

up annually, eliminate regulatory lag and avoiding the difficulty in predicting highly

volatile fuel costs and market prices. Thus, the EBA allowed customers and the

2 1d. at lines 406-411.
2 1d. at lines 412-413.
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Company to have a truer reflection of the variable costs as they were incurred. This is
not a harm. It is a benefit. And the costs would not go away if the EBA did not exist;
they would just be recovered in a different, and less precise way, the recovery of which
would necessitate annual rate cases and the work such cases would require from the
Commission and all parties.

What Mr. Smith appears to really be concerned about is the size of the EBA in
more recent years. But that is not a function of overcharges or imprudent actions by the
Company. As discussed by Company witness Mr. Mitchell in his Phase | direct
testimony,?’ the costs are largely the result of a number of market factors outside of the
Company’s control. The Company does not benefit, as Mr. Smith suggests, because
“costs . . . may be fluctuating in ways favorable to the Company.”?® The Company
remains motivated to focus on the costs in can better control to try to earn its authorized
return. Company witness Mr. Mitchell also addresses the allegation that the EBA does
not properly align management incentives in his Phase | rebuttal testimony.

Why does Mr. Smith argue that the EBA allows the Company to manipulate
proceedings and public information?

He reiterates his claim that the Company appears to be benefitting from
misunderstandings about the EBA in this proceeding. He says:

Promoting that it had reduced its initial rate increase request

while fully intending to collect all of its projected 2025 test year

NPC through the EBA perpetuated a misunderstanding of the

filing and made the Company appear responsive to concerns

about its large proposed rate increase. Pushing unfavorable and

objectionable cost increases out of sound, established rate
making proceedings and into another mechanism, like the EBA,

27 Phase | Direct Testimony of Ramon J. Mitchell, lines 96-134.
2 1d. at lines 409-10.
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to ease or guarantee cost recovery runs contrary to the objectives
of sound utility management and regulation.[?

What is your response to Mr. Smith’s argument?

As an initial matter, the EBA is not an unsound utility regulation methodology. It has
been in existence since 2009, approaching 20 years. It has never, during that period,
been deemed to be an unsound or ineffective regulatory tool. As discussed by Company
witness Mr. Mitchell in his Phase | rebuttal testimony, the vast majority of state
commissions have implemented mechanisms like the EBA precisely for the same
reasons this Commission implemented the EBA. This is also shown in Ms. Bulkley’s
Phase | rebuttal testimony as 92 percent of the operating companies held by the proxy
group are allowed pass through fuel costs and purchase power costs directly to
customers without sharing bands. Mr. Smith’s assertion to the contrary is simply not
consistent with modern utility regulation.

In addition, as | explain above, the Company’s filing identifies the forecast NPC
that the Company expects to incur during the test period to be fully transparent.
Ultimately, however, that forecast is subject to volatility due to the dynamic fuel and
purchase power markets in which the Company transacts to provide reliable and least-
cost service to customers. The Company’s proposal for the two-step rate change in the
initial filing or the amended proposal to eliminate the second step given the increase in
the EBA rate implemented in July 2024, was solely to address rate impacts. In no way
does the Company expect that by obtaining recovery of prudently incurred actual NPC
through the EBA the Company will somehow “ease or guarantee cost recovery.” In

fact, if the Company’s full forecast doesn’t materialize, customers will be better off in

2 1d. at lines 430-436.
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that they didn’t have to upfront pay the costs of a forecast. In contrast, the Company is
bearing the risk of financing and carrying the deferral balance.

Moreover, the EBA goes through an extensive review process and has a longer
review period than a GRC—300 days compared to 240 days for a GRC—and the
Company bears the same burden of establishing the prudence of its actions. Just as in
a rate case, parties in the EBA have the right to challenge those costs as imprudent, and
in fact, have the benefit of reviewing actual costs, not just a forecast.

Finally, as discussed above, the Company has not engaged in misleading
communications with customers about the reason for its amendment in this case. The
Company responded to its original proposal to have rates increases occur in two steps,
one in 2025 and one in 2026, and is now proposing to more gradually implement that
increase. That is what the Company has communicated, and Mr. Smith does not cite to
any evidence indicating that the Company has been attempting to mislead customers.
It’s a bit confounding that the DPU doesn’t seem to find gradualism and minimizing
rate shock as sound ratemaking principles. Company witness Mr. Mitchell also
addresses the allegation that the EBA allows the Company to manipulate proceedings
and information in his Phase | rebuttal testimony.

What does Mr. Smith say about difficulties associated with auditing the EBA?
Mr. Smith asserts that the EBA is difficult to audit because of

the Company’s current corporate structure, diverse multi-state
service area, and its increasing involvement in energy market

organizations. . . . The outage, trading, and hedging reviews
alone are substantial and require a high degree of understanding
and experience. . . .In addition, challenges of reconstructing

market conditions to evaluate prudence require much of the
Division’s resources and requires ongoing training
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commensurate with the Company’s advancements and ongoing
changes.%

What is your response to these concerns expressed by Mr. Smith?

The Company does not disagree that its operations, like operations for all electric
utilities operating in dynamic environments, are complex. To maintain reliable service
with an on-demand, real-time product subject to constantly changing circumstances
requires a high degree of expertise. But the diverse nature of our system and access to
multiple markets positions allow the Company to maximize the ability to obtain least
cost service for customers. So to the extent that PacifiCorp may be more complex than
electric utilities, it is to our customers benefit, not a detriment. Additionally, the
Company’s “corporate structure” and “diverse multi-State service area” has been in
place for multiple decades so it’s perplexing as to why this would now be a rationale
to eliminate the EBA.

The Company has repeatedly worked with the DPU and others to connect them
to key personnel to help educate and better understand how operations are handled.
Setting that aside though, it is unclear how any of this would change if the EBA were
eliminated. The Company would still be purchasing wholesale power in large quantities
regardless of the EBA, it would still participate in energy market organizations (which
the Company has shown in previous dockets to have saved hundreds of millions of
dollars for customers), and the DPU would still have to review those transactions for
prudence. It would just conduct that process through a general rate case (along with

many other issues involved in that proceeding) instead of through the EBA (which is

%0 Phase | Direct Testimony of Gary Smith at lines 448-450, 453-455, 458-461.
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focused on a more narrow set of costs). Company witness Mr. Mitchell also addresses
the allegation that the EBA is difficult to audit in his Phase | rebuttal testimony.
Earlier you discussed one benefit of the EBA is reducing the need for frequent
general rate cases. DPU witness Einfeldt states “A general rate case is an
opportunity to improve the accuracy of rates, not a thing to be avoided.”3 How
do you respond?

The Company files general rate cases as needed. In periods of large capital expenditures
and increasing costs, frequent general rate cases are often necessary to reflect the cost
of new investment in rates. However, the Company has been able to stay out of general
rate cases for the most part in the last decade and | believe this is a benefit to customers
since between general rate cases the Company must work to find efficiencies to manage
its costs. Given the rising net power costs, without the EBA the Company would likely
have been in annual general rate cases. The Company does not avoid a general rate case
when multiple cost pressures require rates to be reviewed and reset. However, absent
an EBA the Company would have been filing annual general rate cases solely for net
power cost. General rate cases are resource-intensive and frequent general rate cases
remove the incentive for a utility to control its costs between rate cases.

How does Mr. Smith claim that the EBA charges ratepayers for errors that an
unregulated power provider would not be able to recover?

In essence, Mr. Smith is claiming that, in an unregulated environment, a private
business would have to absorb some costs from its profit margin for such things as sunk

costs, fees, penalties, or similar costs resulting from human errors.®? He claims that the

31 Phase | Direct Testimony of Jeffrey S. Einfeldt at lines 47-48.
32 1d. at lines 482-486.
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EBA, by contrast, allows the Company to recover 100 percent of all costs so long as
those costs are deemed prudent.®

Is Mr. Smith’s comparison accurate?

No. Mr. Smith is comparing apples and oranges. One cannot compare cost recovery
between a regulated and non-regulated company as he does. In the case of the
Company, as a regulated utility with a duty to serve customers in its service territory,
the Company does not have the luxury of choosing which products it provides and to
whom. Nor can it charge what it chooses for those products or services. The Company
must serve customers on terms and at rates set in its tariff approved by the Commission.
And the EBA does not make that approval process any different than if the Company
presented those costs for recovery through a general rate case. The costs would still
have been incurred, and the Company would still have to prove that those costs were
prudent.

By contrast, a non-regulated entity can choose not to sell a product, or can
increase prices to cover sunk costs, fees, penalties, and other negative economic
consequences. If that company determined that a service line or group of customers
were unprofitable, it could discontinue service or change the services parameters to
reduce losses. The Company can do none of these things.

There is simply no basis for Mr. Smith to claim that the Company recovers
through the EBA amounts that it should not be permitted to recover. The Commission
only allows the Company to recover those costs that the Company demonstrates,

through a public process and to the Commission’s satisfaction, are prudent. Company

331d. at lines 488-489.
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witness Mr. Mitchell also addresses the allegation that the EBA allows the Company
to recover errors from customers that a competitive firm could not in his Phase I rebuttal
testimony.

How does Mr. Smith claim that the EBA allows significant changes to be made
and large costs to be incurred without the Commission’s review?

Mr. Smith maintains that the EBA allows the Company to make changes, such as
changes regarding its hedging policy, before the Commission can review those changes
for prudency, and still effectively be guaranteed recovery of any associated costs.®* He
claims that the Company would not take this kind of a risk in the absence of the EBA.%
What is your response to this assertion?

Mr. Smith’s argument is not logically correct or factually supported. Company witness
Michael G. Wilding, in his Phase I rebuttal testimony, responds to the DPU’s assertions
around the Company’s hedging policy but | will comment on the characterization that
the decision to make changes to the hedging policy was tied to the existence of the
EBA. Company management is responsible for operating this utility and it understands
that its actions and decisions will be subject to review by our regulators for a
determination about whether or not those actions and decisions were in the public
interest, regardless of the procedural forum. Just because the Company implements a
hedging policy that is reviewed as part of the EBA does not mean that the Company
does not risk being denied recovery if the implementation of that policy, or any costs
incurred in pursuit of that policy, are deemed by the Commission to be imprudent. To

the contrary, in the most recent EBA proceeding, Docket No. 24-035-01 in Utah and

34 1d. at lines 515-520.
351d. at lines 521-522.
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similar proceedings in other states, intervenors have regularly challenged the recovery
of hedging costs and similar costs associated with NPC.3® While that same review
would exist if those costs were recovered through a general rate case, there is no merit
to Mr. Smith’s argument that the Company is somehow guaranteed recovery of hedging
costs simply because those costs are sought to be recovered through the EBA.

Further, Mr. Smith provides no evidence that the Company is effectively
guaranteed recovery of EBA-related costs incurred in compliance with changes made
to Company policies in any event. The Commission has historically reduced some of
the costs the Company has sought to recover through the EBA, including on grounds
that those costs were deemed to be imprudent. Company witness Mr. Mitchell also
addresses the allegation that the EBA allows significant changes and large costs before
Commission review in his Phase | rebuttal testimony.

2. Response to WRA’s EBA Arguments

Do you have any overall comments regarding WRA’s criticisms of the EBA?
Yes, WRA'’s conclusions are based on erroneous analyses of the Company’s data that
is addressed in detail by Company witness Mr. Mitchell in his Phase | rebuttal
testimony.

Please summarize WRA witness Ms. Kelly’s main concern about the EBA.

Ms. Kelly argues that utilities, like the Company, have numerous reasons why they

might delay resource acquisition or capital investment decisions in favor of relying on

3% For example, in the Company’s recently concluded 2022 Washington Power Cost Adjustment Mechanism
proceeding, which was contested, there was a challenge to the Company’s hedging policy and the Washington
Utilities and Transportation Commission concluded that “PacifiCorp’s system-wide hedging practices provide
more economic benefit and more advantageous costs and power prices for Washington ratepayers.” See, In the
Matter of the Petition of PacifiCorp d/b/a Pacific Power &Light Company, 2022 Power Cost Adjustment
Mechanism Annual Report, Docket No. UE-230482, Order 07 at 1123 (Oct. 30, 2024).
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wholesale market purchases, “including but not limited to industry uncertainty, risk of
cost recovery, and other financial concerns.”®” With the EBA in place, she argues, “the
consequences of delay falls on PacifiCorp customers, not on PacifiCorp’s
shareholders.””®® She goes on to state:

The electric industry is facing a number of uncertainties

regarding the impact of various state and federal policies, and

sorting out the best path forward can take time. With the EBA in

place, shareholders are unlikely to be seriously harmed by

delaying resource acquisition and increasing the proportion of

the utility’s load obligation that is met through market resources,

despite tightening supplies and increasing risk in those markets.

Since the cost consequence will be borne by customers, the

uncertainty itself may result in a preference by PacifiCorp’s

managers to take a “wait-and-see” approach and to meet
growing load obligations with short-term market transactions.*°!

How do you respond to this argument by Ms. Kelly?
Ms. Kelly’s argument ignores the complexity of making long-term resource decisions.
She also assumes, without support, that the Company has simply decided to purchase
market power, regardless of whether that is the best option for providing electric service
to customers and rather than making a proper resource assessment. That assumption is
untrue. In their Phase I rebuttal testimony, Company witness Mr. Mitchell rebuts Ms.
Kelly’s characterization that the Company has increase market reliance and Company
witness Mr. Rick T. Link responds to her allegations that the EBA has influenced our
long-term resource decisions.

Ms. Kelly’s argument is premised upon the assumption that, if the EBA did not

exist, the Company would have chosen to make more capital investment in long-term

37 Phase | Direct Testimony of Nancy L. Kelly at lines 368-371.
3% 1d. at lines 371-372.
39 1d. at lines 373-380.
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generation assets, and particularly renewable resources, rather than relying to the extent
it does on wholesale market purchases. But Ms. Kelly does not provide any factual
basis to believe that, if the EBA did not exist, the Company would not participate in
the market-based transactions as it does. Nor does she provide any analysis that would
show that, if the Company decided to construct or acquire long-term generation
resources, that action would result in customers paying less in rates. The very economic
pressures that are causing market power to become more expensive also impact the
costs of constructing or acquiring Company-owned generation resources. Supply and
demand factors and inflation influence, for example, fuel costs, material costs, labor
costs, financing costs, and other project-related costs, and have the effect of making
capital investments more expensive. When that concern is added to the uncertainties
created by environmental compliance issues, legal impediments, the risk of legal action
to close generation resources, and other similar concerns, Ms. Kelly’s argument boils
down to a view that she wants there to be a different resource mix. But she has not
taken the Company’s resource mix and shown that it is improper given all of the
relevant considerations.

The Company routinely and frequently analyzes its resource mix to attempt to
find the most cost-effective way to serve customers. It does this through integrated
resource plans, economic analyses, and other assessment as market conditions change
and fluctuate. Ms. Kelly provides no evidence that the Company or its management has
simply decided, regardless of what is best for customers, to use market purchases
simply because the cost of that power will be recovered through the EBA rather than

in a general rate case. Indeed, the best she can say is that the market uncertainties she
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notes “may result in a preference by PacifiCorp’s managers to take a ‘wait-and-see’
approach to meeting growing load obligations with short-term market transactions.”*

Ms. Kelly’s argument is also inconsistent with her acknowledgment that
“Im]anagement is in the best position to understand the trade-offs posed by ever-
changing circumstance.”* Ms. Kelly, while admitting that management knows best
how to manage the market trade-offs to make decisions about what resource mix is
best, indicates that the Commission should provide management with that deference.
This is contrary to the Commission’s longstanding articulation of how it assesses the
prudence of a utility’s resource decisions:

In reviewing utility decisions for prudence, the Commission
must analyze the decision-making process in light of the
circumstances and the facts the utility knew or reasonably
should have known at the time of the decision. We do not
substitute our judgment in hindsight for the reasonable decisions
made by management, nor do we determine that a reasonable
decision is imprudent merely because we conclude that a better,
reasonable alternative was available for consideration or
action.

In another proceeding in which we determined whether a utility
confronted with an operating challenge properly identified and
analyzed the range of feasible actions, questions also raised by
Sierra Club in this case, we noted: “In making this
determination, we believe that ratepayers are best served by
reserving wide latitude to utilities’ managerial experience and
technical expertise. We therefore do not promulgate a checklist
of actions which, if followed, might inoculate a utility’s action
against a finding of imprudence. Instead, we apply the statutory
criteria specified in Utah Code Ann. § 54-4-4. This subsection
specifically provides that in considering prudence of a utility’s
actions, the Commission shall “focus on the reasonableness of
the expense ... judged as of the time the action was taken” and
shall “determine whether a reasonable utility, knowing what the
utility knew or reasonably should have known at the time of the
action, would reasonably have incurred all or some portion of

401d. at lines 379-380 (emphasis added).
41 1d. at lines 550-551.
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the expense, in taking the same or some other prudent action.”*?]

Using its expertise, the Company should be able to determine how best to satisfy
customer power needs, and in the absence of evidence showing that the Company has
made an imprudent decision in that regard, should recover its costs for satisfying those
needs. Its doing so is not a basis to change or eliminate the EBA.

Q. Ms. Kelly argues that the Company’s decision to cancel the 2022AS RFP was a
shareholder-driven decision and implies that the cancellation would not have
occurred if the EBA did not exist. Do you agree?

A No. Ms. Kelly acknowledges the reasons the Company cancelled the 2022AS RFP,
which consisted of EPA-related concerns, the need to address in the immediate future
wildfire risks across six states, and evolving extreme weather considerations, all of
which injected uncertainty into the nature of the investments the Company would
pursue.*® In his Phase | rebuttal testimony, Company witness Mr. Link explains why
Ms. Kelly’s arguments regarding the cancelation of the 2022AS RFP are incorrect.

Q. Ms. Kelly asserts that the increase in NPC is due to the Company’s failure to invest
in more long-term resources. How do you respond to that assertion?

A Again, Ms. Kelly ignores that the Company would make market purchases regardless
of the existence of the EBA, and that items such as fuel costs, transportation costs, and
other operating costs would increase with more generation resources, unless the
Company only invested in renewable resources. The Company has significantly

invested in renewable resources, an approach that itself has not satisfied all

42 In the Matter of the Application of Rocky Mountain Power for Authority to Increase its Retail Electric Utility
Service Rates in Utah and for Approval of its Proposed Electric Service Schedules and Electric Service
Regulations, Docket No. 10-035-124, Report and Order at *42-43 (Sept. 13, 2011) (emphasis added).

43 Phase | Direct Testimony of Nancy L. Kelly at lines 501-509.

Page 29 — Phase | Rebuttal Testimony of Joelle R. Steward



674

675

676

677

678

679

680

681

682

683

684

685

686

687

688

689

690

691

692

constituents. The Company constantly attempts to strike the right balance between what
resource mix is best given the market conditions. But to suggest that NPC would not
increase if the Company constructed or acquired new generation assumes that the
Company would not be purchasing additional fuel, such as natural gas, the prices of
which have been affected by inflation and market volatility. Indeed, Ms. Kelly
acknowledges that “[t]he costs of owned generation have risen significantly with the
rise in fuel prices.”* She just claims that, during the current period, short-term
wholesale prices have risen faster. But that does not mean that market prices will
always outpace the costs of a long-term investment in Company-owned generation.
Further, Ms. Kelly ignores Company witness Mr. Mitchell’s Phase | direct
testimony, which attributes the growth in market purchases to coal supply constraints
in Utah, a decrease in generation at the Chehalis plan due to the Washington Cap and
Invest Program, and low hydroelectric generation on the Klamath River, among other
things.*® Refusing to accept his explanations, she states: “A more reasonable
explanation is the increase in market reliance, generally.”*® Mr. Mitchell’s Phase |
rebuttal testimony addresses Ms. Kelly’s specific criticisms of Company witness Mr.
Mitchell’s direct testimony, but her main point—that the Company has made a
conscious decision to invest in less Company-owned generation because of the

existence of the EBA—is not supported.

4 1d. at lines 683-684.
4 Phase | Direct Testimony of Ramon J. Mitchell, lines 112-134.
46 Phase | Direct Testimony of Nancy L. Kelly, lines 710-711.
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Does the Company agree with Ms. Kelly’s recommendation to initiate a new
docket to explore alternatives to the EBA?

No. The Company believes there is no reason to reassess the EBA at this time. It has
been implemented for many years and has worked to provide benefits to both customers
and the Company. The recent economic instability caused by world events, inflation,
and price volatility and the associated increase in costs will not go away if the EBA is
eliminated. The costs will still exist, they will just be dealt with in a less efficient and
less accurate manner. Ms. Kelly offers no justification for changing the EBA than she
offered nearly twenty years ago, when her concerns were deemed unpersuasive.

RESPONSES TO INTERVENOR CONCERNS REGARDING SCHEDULE 92,
THE INSURANCE COST ADJUSTMENT

What were parties’ responses to the Company’s request that the Commission
allow the Company to recover liability insurance costs through Schedule 92?

DPU witness Mr. Einfeldt expresses the view that excess liability insurance does not
warrant special treatment through Schedule 92 or the establishment of the ICA.%" He
asserts that, “[s]egregating one set of costs that may change between rate cases from
the many other costs that also change is not in the public interest, especially in the
absence of statutory support for such a separate mechanism.”*® He argues that the
Company’s “incentive to act efficiently and seek the best insurance rates and alternative
strategies to control for wildfire risks would be substantially curtailed while it achieves
savings in other areas it may keep,” such as with regard to property tax appeals, and

maintains that, if insurance rates are particularly volatile, the Company can simply file

47 Phase | Direct Testimony of Jeffrey S. Einfeldt at lines 21-29, DPU Ex. 10.0.
48 |d.at lines 27-29.
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more frequent rate cases.*® Finally, Mr. Einfeldt states that, if the Commission believes
it is necessary to implement a surcharge to collect incremental results separate from a
rate case, it should do that through a temporary measure, not establishing a permanent
mechanism.*

Similarly, UAE witness Mr. Higgins recommends against the adoption of the
ICA, arguing that the ICA “would be used as a mechanism to change the revenue
recovered from customers for wildfire excess liability insurance costs or self-insurance
costs between rates cases,” and he is “concerned that the ICA would result in an open-
ended cost obligation for customers.””

OCA witness Ms. Anderson expresses the view that it is premature to allow
PacifiCorp to recover costs through the ICA because the Company is still working
through the stakeholder process, and it is unclear what will be the most economical
combination of commercial and self-insurance.® She argues that the ICA should await
further evaluation by the Commission.

WRA witness Mr. Boothman questions the Company’s procurement process
for commercial insurance and the Company’s proposed ICA would dilute efficient
market signals and could become a “significant opportunity for moral hazard with
respect to utility cost management.”®® Mr. Boothman recognizes that the Company

must carry adequate insurance against the risk of wildfire liabilities and states the ICA

may be reasonable if the Company provides additional details of a more comprehensive

491d. at lines 36-39, 44-45.

01d. at lines 51-55.

51 Phase | Direct Testimony of Kevin C. Higgins at lines 1121-1123, 1131-1132.
%2 Phase | Direct Testimony of Alyson Anderson at lines 153-157.

%3 Phase | Direct Testimony of Karl Boothman at lines 420-421.
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mechanism. He concludes that the Commission should carefully consider whether a
rider for liability insurance premiums is in the public interest.

Finally, FEA witness Mr. Gorman contends that the ICA should be rejected
because, according to him, “[dJue to the significant increase in excess liability
premiums, Utah’s efforts to mitigate RMP's wildfire risks and damage claims, and
provide the utility the ability to manage wildfire liability exposure with a self-insurance
reserve, including the fire fund, the ICA mechanism to track changes in Utah’s
allocated share of excess liability premium costs is not reasonable.”®* In the interim, he
recommends that the Company’s “estimated test year excess liability premium costs of
$92.941 million be built into test year cost of service, but RMP should be directed to
investigate its Utah wildfire risk exposure going forward, and the jurisdictional
coverage limit options, including self-insurance, should be explored in more detail.”>®
What is your response to these intervenor concerns?

First, the Company is not seeking approval of a mechanism or plan in this general rate
case proceeding for how to address liability insurance going forward. Rather, the
Company is seeking approval of the ICA to more readily isolate the costs in rates to
facilitate the potential to incorporate self-insurance in the future, and potentially before
the next general rate case. If the Commission approves an insurance mechanism in a
future proceeding, funds collected from rates via the ICA could be shifted away from
paying commercial insurance premiums (if costs were excessive and/or coverage levels
sufficiently diminished) and toward funding a self-insurance reserve. The

Commission’s authorization of recovery through an ICA in this case would have two

%4 Phase | Direct Testimony of Michael P. Gorman at 22:18-23:1.
5 1d. at 23:1-5.
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advantages over continued collection of excess liability insurance expenses in base
rates.

First, authorizing the ICA in this case would offer the Commission and the
Company more flexibility sooner if the insurance market makes commercial insurance
unreasonably expensive or insufficiently available. Second, establishing the ICA as a
separate insurance recovery tariff would facilitate Commission approval of a self-
insurance vehicle in a future insurance mechanism proceeding. The Company could
implement a Commission order approving self-insurance without the need to revisit or
amend the rates and tariffs approved in this proceeding that contemplate recovery only
in base rates. If the Commission chose not to implement a self-insurance vehicle, there
would be no impact on customers’ rates. As I stated in my direct testimony, allowing
collection of insurance expense through the ICA in this proceeding neither increases
nor decreases the amount of deferred or ongoing insurances expense included in
customer rates. In either scenario, approved rates would include only recovery for
currently deferred and forecasted ongoing insurance expenses. Approval of the creation
and funding of a self-insurance mechanism would await a future Commission order.

Moreover, given the Commission’s decision to address these costs through a
phase Il of this proceeding, establishing rates for recovery through a separate tariff
will be easier to implement than adjusting all base rate service schedules

Finally, with regard to Mr. Gorman’s testimony, he appears to be unaware of
developments before the Commission concerning wildfire mitigation efforts and excess
liability insurance premiums in other dockets. Much of what he observes or is

concerned about is already being addressed by the Commission, including such things
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as the risk factor for cost causation and whether fires have happened in Utah versus
other states.

V. SO ALLOCATION FACTOR FOR WILDFIRE

DPU witness Thomas A. D’Ambrosia addresses the allocation of various operating
and maintenance (“O&M?”) expenses using the SO Factor. What is the SO Factor?
The SO Factor is calculated using system overhead costs, which encompass System
Capacity costs, System Energy costs, and System Gross Plant Distribution costs. As
their titles suggest, these expenses support the overall system involved in generating
and transmitting power. The SO Factor is used to allocate certain O&M costs among
all customers in the Company’s six-state jurisdictions.

What is Mr. D’Ambrosia’s position regarding the SO Factor?

Mr. D’ Ambrosia acknowledges that using the SO Factor has been the standard for
many years to allocate wildfire-related costs. He now argues, though, that because of
the “dramatic and significant changes occurring with the major wildfires related [sic]
costs,” “historic cost allocations related to wildfires are no longer appropriate.”>®
Mr. D’ Ambrosia alleges that most of the wildfire claims in the Company’s system
occurred outside of Utah, and thus “Utah claims represent only 0.27% of the total
known/estimated claims.”®” He then concludes that “Utah should not bear almost 45%

of the major wildfire related costs just because it is the largest service area (based on

‘SO’ factors) in the system.” Mr. D’Ambrosia does not make a specific

% Phase | Direct Testimony of Thomas A. D’ Ambrosia at lines 591-592, 594.
57 1d. at lines 612-613.
%8 1d. at lines 619-621.
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recommendation regarding what the Commission should do in lieu of allocating costs
according to the SO Factor.

How do you respond?

The Company’s insurance coverage benefits all states by providing financial protection
to the utility for excess liability claims, including those related to wildfire. The location
of events for which the Company may make claims is not constant and while the recent
history for claims are outside of Utah, that has not always been the case.
Mr. D’Ambrosia is taking a snapshot of the Company’s claims in one specific area,
which of course will show certain perceived inequalities in cost sharing at any given
time.

As discussed in the direct testimony of Company witness Frank Graves, the
increase in wildfire risk around the west has grown substantially in recent years.>® Utah
itself has remained a high priority for the Company’s wildfire mitigation efforts given
its geography, population centers, and climate. In fact, the fire high consequence areas
between the Company’s 2020-2022 Utah Wildfire Mitigation Plan (“WMP”)% and its
2023-2025 Utah WMP increased by 1,406 miles.®! The need for insurance for potential
claims across all of the states, including Utah, remains a necessary cost of doing
business. Absent another proposal that could be agreed on by all states, the SO Factor
remains the most reasonable allocation for the current costs. Various costs have always

been and always will be shared across the service territory.

% Phase | Direct Testimony of Frank Graves, lines 152-344.

60 The terms “wildland fire protection plan” and “wildfire mitigation plan” are synonymous.

81 Rocky Mountain Power’s 2023 Utah Wildland Fire Protection Plan, Docket No. 23-035-44, 2023-2025 Utah
Wildland Fire Protection Plan at 17-25 (Feb. 28, 2024).

Page 36 — Phase | Rebuttal Testimony of Joelle R. Steward



820

821

822

823

824

825

826

827

828

829

830

831

832

833

834

835

836

837

838

839

840

While Mr. D’ Ambrosia disputes using the SO Factor for wildfire-related cost
allocations, he does not present an alternative. Nor is this proceeding the right place to
address that issue. He acknowledges that PacifiCorp’s 2020 Protocol mandates usage
of the SO Factor to allocate system overhead costs.?? This issue is one that should only
be addressed, if at all, through the next allocation methodology. The SO Factor is the
approved factor for allocating wildfire costs, and the Company has followed that

allocation requirement in its materials in this general rate case.

VI. RESPONSE TO CLIMATE CHANGE INTERVENOR TESTIMONY

UCE witness Dr. Logan E. Mitchell recommends “that the Commission evaluate
and consider the imbalance of costs and risks shared between ratepayers and the
Company and shareholders for recovery of proposed costs associated with climate
risk.”% Does he make any specific recommendations to address this perceived
concern?

No, he does not.

How do you respond to UCE witness Dr. Mitchell’s generalized claim that the
Commission should evaluate and consider the alleged imbalance of costs and risks
between customers and the Company regarding climate risk?

The Company recognizes the effects of climate change and is actively taking steps
towards net-zero emissions.% The Company has added a significant amount of non-
emitting energy sources, including wind projects included in this case. But it must

balance any transition with maintaining reliability, rate impacts on customers and the

62 1d. at lines 556-562.

8 Phase | Direct Testimony of Logan Mitchell, Ph.D. at lines 326-328.

6 See, e.g., 2023 Integrated Resource Plan; press release https://www.pacificorp.com/about/newsroom/news-
releases/2023-integrated-resource-plan.html.
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Company’s financial stability. In this rate case, the Company has considered the
balance of costs and risks shared between customers and shareholders and has sought
to propose the lowest rates possible for customers. For example, as | discussed in my
Phase I direct testimony, the Company faces rising insurance costs due to the effects of
climate change and the increased wildfire risk, as UCE witness Dr. Mitchell points
out. The Company is seeking to develop a new insurance mechanism to better address
the allocation of insurance costs and ultimately lower rates for customers.®® Through
this and other methods, the Company is working to do exactly what UCE witness Dr.
Mitchell seeks: to “balance [costs and risks] between the Company, its shareholders,
and ratepayers.”

Setting that aside, the Company also notes that UCE witness Dr. Mitchell does
not acknowledge that a large majority of the risks created by climate change are risks
the Company has no ability to control. It cannot, for example, change federal and state
management of forest areas, cannot reduce carbon emissions from other entities, is
unable to control wildfire mitigation efforts that are not within its purview, and cannot
prevent third-party actions that cause wildfires. The Company’s wildfire mitigation and
insurance efforts in this case seek to address the actions and efforts the Company can
impact, and those efforts are being undertaken to allow the Company to remain
financially viable so that it can continue to provide safe and reliable service to

customers.

% See Direct Testimony of Joelle R. Steward at lines 633-749.
% Phase | Direct Testimony of Logan Mitchell, Ph.D. at lines 369-370.
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WRA witness Mr. Boothman also points to climate change which he attempts to
draw a connection to the Company’s ICA, stating “PacifiCorp is foregoing near
term opportunities to reduce greenhouse gas emissions and reliance on costly
fossil fuels while it works to address wildfire liability. The ICA proposal is another
tool to help the company manage wildfire risks, but it is unclear to what extent it
will mitigate risk for customers, and my concern is that it will exacerbate risk for
customers.”®’ Do you agree?

As Company witness Richard J. Garlish discussed in his direct testimony, the need for
financial stability of the utility is necessary before it can undertake new investments.
Addressing wildfire risk is paramount to that financial stability. Mr. Boothman is
correct that insurance is only one tool but he fails to acknowledge that the Company is
not relying on just one tool to address the risk of wildfires or the financial stability of
the Company. As Mr. Garlish noted, the Company is comprehensively addressing the
risk and financial stability with wildfire mitigation efforts and cash management
efforts. But the Company also needs regulatory and stakeholder support that includes
timely cost recovery to be able to adequately be prepared to move forward with new

investments.

57 Phase | Direct Testimony of Karl Boothman at lines 214-218.
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VIl.  INCLUSION OF WASHINGTON CCA COSTS IN REVENUE
REQUIREMENT

Q. UAE Witness Kevin C. Higgins and DPU witness Dan F. Koehler recommend
disallowing the Washington CCA costs from the Utah test period revenue
requirement.®® Can you provide an overview of what the Washington CCA costs

are?

A. Yes. The Washington Legislature passed the Climate Commitment Act in 2021 to

reduce carbon pollution. The program went into effect at the beginning of 2023. As
explained in Company witness Mr. Mitchell’s direct testimony, “the Company [is
required] to purchase [greenhouse gas, or “GHG”] allowances for any GHG emissions
output within the state of Washington for export outside the state of Washington.”®® As
it relates to the Company, this program only applies to the Company’s Chehalis plant,
and thus for any energy exported to Utah from the Chehalis plant, “there is an
incremental $/MWh cost based on the GHG allowance price for the test period.”°
While this program does increase NPC by $29 million, that cost impact on Utah “is
identical to the impact of costs associated with initiatives like wind taxes and coal fuel
taxes that increase Company NPC.”"?

Why does Mr. Higgins argue to exclude these costs from the revenue requirement?
Mr. Higgins believes it is “unduly discriminatory for ratemaking purposes” to allow

these costs from the Chehalis plant to be included in Utah rates.”? Mr. Higgins argues

% Phase | Direct Testimony of Kevin C. Higgins at lines 1060-1072; Phase | Direct Testimony of Dan F. Koehler
at lines 373-423.

8 Direct Testimony and Exhibits of Ramon J. Mitchell at lines 346-348.

01d. at lines 352-353.

1d. at lines 361-363.

2 Phase | Direct Testimony of Kevin C. Higgins at line 1065.
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that the CCA is a State-Specific Initiative under the 2020 Protocol, and thus the
resulting costs, he contends, should not implicate Utah rates.
Why does Mr. Koehler argue to exclude these costs from the revenue
requirement?
Mr. Koehler argues that Utah customers should not be required to pay for a state-
specific initiative that benefits Washington customers while shifting 100 percent of the
cost burden to customers in other states. Because the CCA was enacted after the
adoption of 2020 Protocol, he argues that the CCA costs are not covered under 2020
Protocol. He recommends that direct allowance costs should be situs assigned to
Washington.
Do you agree with either Mr. Higgins’ or Mr. Koehler’s arguments?
No. First of all, as Company witness Mr. Mitchell explained in his Phase | direct
testimony, “the absence of any generation from the Chehalis plant would result in an
increase to NPC, relative to the status quo of the Washington Cap and Invest Program,
due to replacement energy being sourced from market purchases, which are more
expensive than the cost of fuel and GHG allowances combined.””® Thus, by arguing
for these costs to be removed from the Utah revenue requirement, both Mr. Higgins
and Mr. Koehler are arguing that Utah customers should pay more for power than what
they would pay for the power currently obtained from the Chehalis plant.

Disallowing recovery of the compliance costs penalizes the Company for
complying with Washington law. UAE and DPU do not dispute that the Company is

required to obtain emission allowances for Chehalis generation and do not recommend

73 Direct Testimony of Ramon J. Mitchell at lines 235-239.
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that the Commission remove the benefit of Chehalis generation from Utah rates. If Utah
customers are going to receive the benefits of Chehalis, then Utah customers need to
pay the costs to generate those benefits. And if Utah customers do not want to pay
compliance costs for Chehalis, then it is reasonable for Utah customers to not receive
the benefits of Chehalis’ generation.

Is UAE’s and DPU’s recommendations that Utah customers not pay compliance
costs consistent with your understanding of how other environmental compliance
costs are allocated to Utah customers?

No. All the Company’s generation resources incur various types of environmental
compliance costs and generation taxes, many of which are imposed by the state where
the resource is located. These include costs like the Wyoming wind tax and the cost of
emission control equipment installed at the Company’s Wyoming and Utah coal plants.
These direct impacts to generation are consistently system allocated and Utah
customers pay these environmental compliance costs and generation taxes incurred by
resources that are used to serve Utah customers, just like customers in other states pay
costs imposed by Utah on Utah-located facilities. Adopting these parties’ position here
sets a poor precedent for other existing and future environmental compliance costs
imposed by Utah or any other state on generating resources located in those states.
How are generation taxes, like the Cap and Invest Program compliance costs,
allocated under the 2020 Protocol?

Section 3.1.7 of the 2020 Protocol applies to the generally applicable compliance costs
associated with purchasing GHG allowances for the Chehalis plant. Section 3.1.7 states

that generation-related dispatch costs and generation- and fuel-related taxes are
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allocated using the System Generation, or SG, allocation factor.”* Here, the Cap and
Invest Program is a generation tax because there is no compliance obligation if there is
no generation, and the amount of the compliance obligation is determined by the
amount of generation.”® Because the GHG allowance costs imposed by the Washington
Cap and Invest Program are appropriately characterized as a generation-related tax, or
a dispatch cost, imposed by Washington on generation from Chehalis, the emission
allowance costs are appropriately allocated using the SG allocation factor. In this way,
the Washington emission allowances are treated the same as other state-imposed
generation taxes, like the Wyoming wind tax.

Q. UAE argues that Utah customers should not pay Cap and Invest Program
compliance costs because the program “appears to most resemble a State-Specific
Initiative” in the 2020 Protocol, which according to Section 5.7 should be situs
assigned.”® How do you respond?

A. The Company disagrees with UAE’s characterization. As an initial matter, state laws
impact costs allocated to other states on a regular basis. For example, when Wyoming
imposes a tax on wind generation or property tax on land on which a coal plant is
located, those taxes are paid by customers in other states. Here, the Cap and Invest
Program imposes a generally applicable generation tax on Chehalis generation, which

is used to serve Utah customers as a valuable source of dispatchable generation.

" In the Matter of the Application of Rocky Mountain Power for Approval of the 2020 Inter-Jurisdictional Cost
Allocation Agreement, Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, lines 216-235 (Dec. 3,
2019).

5 See RCW 70A.65.010(1) (defining “Allowance” as “an authorization to emit up to one metric ton of carbon
dioxide equivalent”).

76 Direct Testimony of Kevin C. Higgins at lines 1069-1072 (Mr. Higgins cites the wrong section on state-specific
initiatives in his testimony. Section 5.7 deals with the post-2020 Protocol issues and not costs that occur while
the 2020 Protocol is in place).
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Therefore, the Cap and Invest Program costs are appropriately paid by Utah customers
as a generation tax like all other system-allocated taxes. In this way, the Cap and Invest
Program is no different from other compliance requirements imposed on resources in
other states, including Utah.

While it is true that the 2020 Protocol situs-assigns certain “state-specific
initiatives,” those programs are very different from the generally applicable generation
tax imposed by the Cap and Invest Program. Section 3.1.2.1 of the 2020 Protocol
specifically lists examples of state-specific costs that are situs assigned and those
programs include demand response programs, resources acquired to comply with a
state’s portfolio standards, incentive programs, net-metering tariffs, capacity standard
programs, solar subscription programs, electric vehicle programs, and acquisition of
renewable energy certificates.”’

Q. How do you address Mr. Koehler’s claim that because the CCA was enacted after
the 2020 Protocol, the CCA allowances costs should be situs assigned to
Washington?

A. Taken to its logical conclusion, the Company and stakeholders across its six state
jurisdictions would need to enter into a new allocation agreement annually. Given the
time and effort it takes to negotiate these agreements, the argument is nonsensical as
the new allocation agreement would lag years behind the enactment of state or federal

laws or regulations and the Company incurring costs. | have explained above how the

772020 Protocol at 8 (Section 3.1.2.1) (State-Specific Initiatives: Costs and benefits associated with Interim Period
Resources acquired in accordance with a State-specific initiative will be allocated and assigned on a situs basis to
the State adopting the initiative. State-specific initiatives include, but are not limited to, the costs and benefits of
incentive programs, net-metering tariffs, feed-in tariffs, capacity standard programs, solar subscription programs,
electric vehicle programs, and the acquisition of renewable energy certificates.).
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CCA allowance costs are a generation tax or generation-related dispatch cost under
Section 3.1.7 of the 2020 Protocol. Notably Mr. Koehler does not contest this and
acknowledges that these costs “could technically fit into one of the cost categories
defined in Section 3.1.7” of the 2020 Protocol. He claims that it is not a “perfect fit”
but the argument that the 2020 Protocol has to perfectly foresee a particular state’s
generation taxes is unreasonable and without merit.
VIIl. INTRODUCTION OF PHASE | COMPANY REBUTTAL WITNESSES
Q. How is PacifiCorp presenting its Phase I rebuttal case?
A. In addition to my testimony, PacifiCorp is presenting the following Phase |
rebuttal testimony witnesses:

e Nikki L. Kobliha, Senior Vice President, Chief Financial Officer, and
Treasurer, responds to Intervenor Phase I direct testimony related to Company’s
overall cost of capital recommendation for the Company, including a capital
structure and the current cost of debt.

e Ann E. Bulkley, Principal at The Brattle Group, responds to Intervenor Phase I
direct testimony witnesses that recommend a cost of equity.

e Allen L. Berreth, Vice President of Transmission and Distribution Operations,
responds to Intervenor Phase | direct testimony regarding the test period and
deferred costs associated with the Company’s Wildfire Mitigation Plans.

e Ramon J. Mitchell, Director of Net Power Costs, responds to Intervenor Phase
| direct testimony that addressed forecasted NPC. Mr. Mitchell also addresses
the recommendations to either eliminate the EBA or open an investigation into
it.

e Michael G. Wilding, Vice President, Energy Supply Management, responds to
Intervenor Phase | testimony regarding the Company’s hedging policy and
activities and related adjustment.

e Rick T. Link, Senior Vice President of Resource Planning, Procurement, and
Optimization, responds to Intervenor Phase | direct testimony that addressed
various capital projects including, Rock Creek | and Il wind projects, Cedar
Springs 1V wind project, and the Gateway South and Gateway West Segment
D.1 transmission projects. Mr. Link also address criticisms of the Company’s
resource procurement process and cancellation of the 2022AS RFP.
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Richard A. Vail, Vice President of Transmission Services, responds to
Intervenor Phase | direct testimony that address the Gateway South and
Gateway West Segment D.1 transmission projects.

Timothy J. Hemstreet, Vice President of Renewable Energy Development,
responds to Intervenor Phase | direct testimony regarding the Fall Creek
Hatchery.

Jeffrey M. Wagner, Renewable Development Manager, responds to Intervenor
Phase | direct testimony regarding the Rock Creek | and Il wind projects and
provides an update on the construction status of the projects.

James C. Owen, Vice President, Environmental and Energy Resources,
responds to Intervenor Phase | direct testimony regarding fuel stock balances at
the Company’s coal generation facilities.

Ryan Fuller, Vice President, Tax, responds to Intervenor Phase | direct
testimony that recommends adjustments to the Company’s property tax
expense.

Julie Lewis, Vice President, Human Resources, responds to Intervenor Phase |
direct testimony that recommend adjustments related to the Company’s annual
incentive compensation plan.

Joshua B. Jones, Vice President, Asset Management and Wildfire Strategy,
responds to Intervenor Phase | direct testimony related capital additions that
support reliability and address proposals addressing electric service quality and
power quality concerns.

Craig M. Eller, Senior Vice President, Resource Strategy and Development,
responds to Intervenor Phase I rebuttal testimony that addresses the Company’s
proposed voluntary renewable energy credit option tariff.

Kenneth Lee Elder, Jr., Manager of Load Forecasting, responds to Intervenor
Phase | direct testimony regarding the Company’s load forecast for the test
period.

Shelley E. McCoy, Director of Revenue Requirement, responds to Intervenor
Phase | direct testimony related to various adjustments to the Company’s
proposed revenue requirement.
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IX. CONCLUSION

What are your recommendations for the Commission?

I recommend that the Commission approve the Company’s revised revenue
requirement and reject calls to either eliminate the EBA or initiate proceedings to
reassess it. In addition, 1 recommend that the Commission approve the establishment
of the ICA and allow the Company to track and recover excess insurance liability
premium costs through that mechanism, subject to later adjustment. | further
recommend that the Commission deny the DPU’s invitation to change the SO factor
allocation of wildfire costs in this proceeding. | recommend that the Commission take
no action on UCE’s climate change concerns, as UCE makes no proposal regarding
those concerns, and the Company is already engaging in numerous efforts to address
climate change. Finally, I recommend that the Commission reject UAE’s and DPU’s
argument that Washington CCA costs should be removed from the Company’s revenue
requirement in this case.

Does this conclude your rebuttal testimony?

Yes.
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