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I. INTRODUCTION AND QUALIFICATIONS

Q. Are you the same Nikki L. Kobliha who previously submitted direct testimony in
this proceeding on behalf of PacifiCorp d/b/a Rocky Mountain Power
(“PacifiCorp” or the “Company”)?

A. Yes, I am.

II. SUMMARY AND PURPOSE OFTESTIMONY

Q. What is the purpose of your rebuttal testimony?
In my testimony, I respond to certain issues raised in the opening testimony filed by
Michael P. Gorman on behalf of Federal Executive Agencies (“FEA”),' J. Randall
Woolridge, PH.D. on behalf of the Office of Consumer Services (“OCS™),? Casey J.
Coleman on behalf of the Division of Public Utilities (“DPU),> Albert Lin and Nancy
L. Kelly on behalf of Western Resource Advocates (“WRA”),* and David J Garrett on
behalf of the Utah Large Customer Group (“UTLCG”).? I also update the Company’s
proposed cost of capital.

III. CAPITAL STRUCTURE

Q. Are you recommending an update to the Company’s proposed hypothetical
capital structure?

A. No. Intervenors in this case have criticized a number of items in this case including the
need for strong credit ratings, whether or not Berkshire Hathaway Energy (“BHE”) is

continuing to support the Company, the amount of dividends paid in the past, the

! Direct Testimony of Micheal P. Gorman (Oct. 17, 2024) (“Gorman Direct”).

2 Direct Testimony of J. Randall Woolridge, PH.D (Oct. 17. 2024) (“Woolridge Direct”).

3 Direct Testimony of Casey J. Coleman (Oct. 17, 2024) (“Coleman Direct”).

4 Prefiled Direct Testimony of Albert Lin (Oct. 17, 2024) (“Lin Direct”); Prefiled Direct Testimony of Nancy L.
Kelly (Oct. 17, 2024) (“Kelly Direct”).

5 Direct Testimony of David J. Garrett (Oct. 17. 2024) (“Garrett Direct”).
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precedential examples I provided, and the overall importance of a financially strong
utility. I address some of these issues below, but my position remains the same that the
Company is seeking regulatory support through a hypothetical capital structure in an
effort to maintain its investment grade credit rating and continued access to the debt
capital markets at a reasonable cost. These are unprecedented times for the Company
making such support critical to maintaining our financial strength at a time when
significant capital investment is required to meet ongoing operational requirements and
policy objectives.

Do you agree with OCS witness Dr. Woolridge that it is appropriate to use the
common equity ratios of the parent holding companies for comparison purposes
with the Company’s proposed capital structure?®

No. Holding companies may have multiple regulated and non-regulated subsidiaries
and as a result may have different capital and funding requirements than a utility
operating company. Holding companies may also have parent level debt that is not part
of the support for the regulated operating company. Just because holding companies
are used in the proxy group to determine the cost of equity (as these are based on the
entities that have public equity) does not mean that they are the relevant comparison
for a capital structure. The appropriate comparison for a regulated public utility
company is the utility operating subsidiary. As discussed in my direct testimony, the
average equity ratio for Company witness Ann E. Bulkley’s proxy group companies,
at the utility operating company level is approximately 53.41 percent and the range is

from 45.73 percent to 61.15 percent. Further, in her rebuttal testimony, Ms. Bulkley

® Woolridge Direct at 28-29.
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also demonstrates, in Exhibit RMP__ (AEB-18R), that the average market value
common equity ratio for the proxy group as of December 31, 2023 was 55.01 percent.
Dr. Woolridge maintains that short-term debt should be considered in a
company’s capital structure.” Please explain why inclusion of short-term debt in
the capital structure is not appropriate.

Short-term debt is an important source of liquidity for the Company, including interim
funding for long-term debt maturities and new capital spending, and provides the
Company a window of time to assess market conditions before using more permanent
long-term debt financing. However, short-term debt balances can move dramatically,
and the Company often has periods when there is little or no short-term debt
outstanding. Because short-term debt is not a permanent or material source of financing
rate base, it should not be imputed into PacifiCorp’s capital structure.

DPU witness Mr. Coleman reviewed the various examples you provided on
precedence for use of a hypothetical capital structure and concluded since they
are not similar to the Company’s situation, they are not relevant.® How do you
respond?

The examples I provide to establish precedence for a hypothetical capital structure
demonstrate there are numerous examples where a commission took a position in
approving a capital structure that was different than an actual capital structure, all of
which demonstrate support for the subject utility. Of course, the specific circumstances

of each company will not exactly match that of another company but the underlying

7 Woolridge Direct at 29.
8 Coleman Direct at 8-11.
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rationale and need for financial support is relevant. The Company is in need of
Commission support during this financially challenging time and approval of a
hypothetical capital structure with 50 percent equity is a key factor in demonstrating
that support.

Mr. Coleman concludes because the Company was able to increase its equity ratio
to 53.3 percent by the end of 2022 that Utah customers were paying more than
just and reasonable rates.” Do you agree?

No. Mr. Coleman provides no evidence that an increase in the Company’s equity was
driven by Utah customers paying more than just and reasonable rates. The drivers of
the increased equity ratio were the result of a number of items none of which point to
Utah customers paying more than just and reasonable rates. Drivers of the increased
equity ratio include items such as increased sales volumes in 2022 across all six of
PacifiCorp states due to weather (sales volumes are weather normalized when setting
rates), improved recovery in Oregon under its power cost adjustment mechanism and
increasing allowance for funds used during construction due to significant capital

investments that were not yet included in rates.

? Coleman Direct at 16.
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Mr. Coleman criticizes the Company’s paying of dividends in 2021, 2022 and 2023
stating that payments should not have been made as the Company “knew of
potential wildfire liabilities that could impose significant costs.”!? Can you again
explain how the Company manages dividends and what was known at the time
these dividends were paid?

As explained in my direct testimony, the Company pays dividends as a way to manage
the equity component of its capital structure to levels in-line with the equity levels
authorized across the Company’s six state jurisdictions. That was the driver for the
2021, 2022 and 2023 dividends. The payment, or nonpayment, of dividends to balance
its capital structure has been, and always will be how the Company operates. These
fundamental concepts do not change but the circumstances surrounding the Company’s
ratings and level of equity needed to maintain current ratings can change as situations
evolve.

The Company follows generally accepted accounting principles which require
the Company to record liabilities when the costs are probable and able to be estimated.
The Company has recorded its best estimate of probable wildfire liabilities each quarter
since the Labor Day 2020 wildfires occurred. At the time these dividends were paid the
Company was unable to estimate the magnitude of the wildfire liabilities that has since
transpired. PacifiCorp continued to prudently manage its capital structure and pay
reasonable dividends until such time it became clear a significant increase in wildfire
liabilities was required. Since that time BHE has committed to suspend dividends for

the foreseeable future as the Company works through these challenging issues.

10 Coleman Direct at 15.
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Mr. Coleman testifies that you only tell half then story when you claim a higher
debt rating will provide the lower overall cost to customers.!! Please explain your
position.

Mr. Coleman concludes that if the equity ratio, return on equity or debt ratios change
then it is not always certain that lower bond ratings will lead to a higher overall cost of
a utility. Mr. Coleman’s use of mathematical examples does not depict the dynamic
nature of the cost of capital and how changes in one aspect of the capital structure will
influence the proper level for another aspect. If the Company is ordered a capital
structure with 44.43 percent equity, it will be challenged to achieve its credit metrics
and could see a ratings downgrade. Similar to the downgrade in 2023, debt costs will
increase making the 5.21 percent cost of debt requested in this rate case too low. In
addition, the requested return on equity of 9.65 percent is also too low as a higher
leveraged company is riskier demanding a higher return. Adjustments to the return on
equity to reflect a higher leveraged company could easily mean a return on equity at
the 10.25 percent floor supported by Ms. Bulkley’s testimony. In that example the cost
of debt only has to move 13 basis points to have a weighted average cost of capital with
taxes back at the 9.13 percent level initially proposed by the Company. This goes to
show there are endless ways to mathematically come up with the cost of capital
components and represent them as the lowest cost. The Company’s request is seeking
a balanced outcome that demonstrates Commission support for a financially strong
utility. Considering that qualitative factor along with more than one mathematical

option means the 9.13 percent can be considered the lowest cost option.

11 Coleman Direct at 23-27.
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Q. Do you agree with WRA witness Mr. Lin’s inference that the Company could issue
debt in the bond market regardless of its rating?!?

A. While investors exist for companies across the spectrum of ratings, it is extremely risky
to assume in a downgrade scenario that the market depth will be there to meet the
Company’s borrowing needs. As explained in my direct testimony, some traditional
investors in PacifiCorp debt have already decided to not participate in prior offerings.'®
As a utility providing an essential service to the majority of the state of Utah, the
Company has a significant capital expenditure program that requires frequent access to
the debt capital markets, therefore we strive for a strong investment grade rating to
provide access to a large number of investors at the lowest cost. The costs to borrow if
the Company is further downgraded will increase because of the additional risk to
bondholders, a fact Mr. Lin agrees with.

Q. WRA witness Ms. Kelly concludes that “shareholders’ financial concerns drove
the decision to cancel the [2022AS RFP] solicitation and to adjust the timing of
investments in clean and renewable energy resources.”'* How do you respond?

A. As Ms. Kelly notes, PacifiCorp issued a notice to the Commission on September 29,
2023 announcing the suspension of the 2022AS RFP.! That notice contained four key
reasons, none of which were shareholders’ financial concerns. Reducing capital in the
near-term and focusing on wildfire mitigation was borne out of the fact that the

Company does not have unlimited access to cash through either debt or equity

12 Lin Direct at 28-32.

13 Direct Testimony of Nikki L. Kobliha at 16.

14 Kelly Direct at 28.

15 Application of Rocky Mountain Power for Approval of a Solicitation Process for 2022 All Source Request for
Proposals, Docket No. 21-035-52, Second Notice of Update to Schedule in 2022 All Source RFP (Sept. 29, 2023).
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investors. As a large, multi-state utility with several billion dollars of operating and
capital costs the Company makes difficult decisions to prioritize the funds that are
available. A strong credit rating is important to the financial stability of the Company
as it enables access to those limited funds at the lowest possible cost. The decision to
cancel the 2020 all-source RFP is also addressed in the rebuttal testimony of Company
witness Rick T. Link.

UTLCG witness Mr. Garrett implies a hypothetical capital structure would be a
benefit to shareowners.'® Do you agree?

No, as stated in testimony BHE has agreed to suspend dividends for the next several
years so there will be no benefit to shareowners as the company works to align its
capital structure with historical levels. A hypothetical capital structure also allows the
company to maintain metrics needed for a strong credit rating.

Mr. Garrett bases his capital structure recommendation partly on the debt ratios
of competitive industries.!” Does the review of these companies have any relevance
to the appropriate capital structure for the Company?

No. Mr. Garrett’s position ignores a key factor that influences financing practices of
utility companies when compared to the majority of other industries: its regulatory
environment. Due to a utility company’s obligation to serve, they generally do not have
the option to defer large capital investments as non-regulated companies do. This

means utilities such as PacifiCorp must have continued access to capital markets even

16 Garrett Direct at 5-6.
17 Id. at 52-54.
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in times of market volatility or turmoil. This on its own is a significant difference that
needs to be considered with evaluating leverage ratios.

In addition to referencing the debt ratios of competitive industries, Mr. Garrett
attempts to compare the Company’s debt ratio to that of the proxy companies used by
Ms. Bulkley. Similar to Dr. Woolridge, Mr. Garrett erroneously compares the ratios of
holding companies in the proxy group rather than those of the operating utilities. Use
of the operating company capital structure ratios as a comparison demonstrates the
Company is aligned with those of the proxy group of companies, as noted above.

IV. COST OF DEBT
Are you recommending an update to the Company’s cost of long-term debt?
Yes. I recommend an updated cost of debt of 5.21 percent. Since the filing of this rate
case interest rates have come down and credit spreads on junior subordinated notes
have tightened.
Do you agree with DPU witness Mr. Coleman that the Commission should use 5.17
percent as the cost of debt for the Company?'8
No. Mr. Coleman suggests the Commission should replace the cost of debt on the
Company’s forecast 2025 debt issuance to reflect issuance of first mortgage bonds

rather than issuance of junior subordinated notes.

18 Coleman Direct at 4.
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REDACTED

Does Mr. Coleman state why the Commission should assume the cost of debt
reflect issuance of a first mortgage bond rather than junior subordinated notes?
Yes. Mr. Coleman testifies the DPU is “uncomfortable with the anticipated decision to
issue Junior Subordinated debt in 2025 because it is not an instrument that has
traditionally been used by the Company.!® While I understand the “uncomfortable”
feeling the DPU has about straying from tradition, the reality of the Company’s
situation is it needs to consider all possible means of financing in order to get through
this unprecedented and financially challenging time. Not wanting to stray from
tradition is not a good enough reason to pass on financing options that could support
the Company on its path to financial stability.

Are there other financing options available to the Company in 2025 instead of
junior subordinated notes?

Yes, the Company is considering various financing options. These options are going to
depend on a number of factors, such as investor demand and sentiment around
PacifiCorp’s overall risk, first mortgage bond constraints and the size and timing of the
offering. This case is assuming the issuance of junior subordinated debt, largely due to
the benefits that were noted in my direct testimony, in addition to an estimated-
- improvement they have on the Company’s credit metrics. The incremental cost
of junior subordinated notes over first mortgage bonds to realize these benefits is three

basis points on the weighted average cost of debt.

9 1d. at 28.
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Has the Company made any commitments regarding its forecast 2025 long-term
debt issuance?

No. Based on current forecast cash flows, the Company is reasonably confident it will
need to borrow some form of long-term debt in 2025. The Company has not committed
to the day, amount or tenor of any such borrowing, nor whether it will be a junior
subordinated note issuance. Managing cash flow in a dynamic business and market
environment means constantly adapting to changing situations to make the best
decision at the time. As factors change the Company will pivot as necessary to make
the best decision to keep costs as low as possible for its customers. This is no different
than changing the amount and timing of a dividend paid in 2021 after representing in
Docket No. 20-035-04 that a dividend was not anticipated in 2021. The equity
component of the Company’s capital structure was forecast to thicken due to higher
projected earnings, as explained above, and lower forecast capital expenditures
resulting in a lower 2022 long-term debt offering. These factors resulted in forecast
equity levels above the weighted average authorized level approved across
PacifiCorp’s six-state service territory. The Company adapted to the change in
circumstances and paid a dividend. The Company did the same thing in 2023 when it
updated its forecast dividends. Instead of paying $600 million in dividends, the
Company canceled $300 million of dividends scheduled to be paid in June 2023. This
was also due to changing circumstances that the Company was unable to predict when

preparing the original dividend payment schedule.
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223 V. CONCLUSION

224 Q. What overall cost of capital do you recommend for the Company?

225 A The Company proposes an overall cost of capital of 7.43 percent. This cost includes

226 the Company’s request to retain the current return on equity recommendation of 9.65
227 percent, which Ms. Bulkley shows is a conservative ROE, an updated cost of debt of
228 5.21 percent and the capital structure set forth in Table 1.
229 Table 1: Hypothetical Overall Cost of Capital
% of Weighted
Component Total Cost % Ave Cost %
Long-Term Debt 49.99% 5.21% 2.60%
Preferred Stock 0.01% 6.75% 0.00%
Common Stock Equity 50.00% 9.65% 4.83%
100.00% 7.43%
230 Q. Does this conclude your rebuttal testimony?

231 A. Yes.
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