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Please state your name, business address and present position with PacifiCorp
(the “Company”).
My name is Ryan Fuller and my business address is 825 NE Multnomah St., Suite
1900, Portland, OR 97232. My present position is Vice President, Tax.
I.  QUALIFICATIONS

Please describe your educational and professional background.
I graduated from the University of Idaho in 1997 with a Bachelor of Science Degree in
Accounting. I am a licensed CPA (inactive status). Before joining the PacifiCorp tax
department in 2003, I worked in public accounting for six years, first with Talbot,
Korvola and Warwick LLP and then for PricewaterhouseCoopers LLP. From
November 2016 through May 2018, I was employed as a Tax Director for Avangrid
Renewables, LLC, before rejoining PacifiCorp as Senior Tax Director in May 2018.
What are your responsibilities as Vice President, Tax for PacifiCorp?
I am responsible for management and oversight of the Company’s tax function.
Have you testified in previous regulatory proceedings?
Yes. I have testified in regulatory proceedings in each of the Company’s six state
jurisdictions on various tax-related matters.

II. PURPOSE AND SUMMARY
What is the purpose of your rebuttal testimony?
The purpose of my rebuttal testimony is to address the amount of property tax expense

included in the test period for this general rate case. More specifically:

Page 1 - Phase I Rebuttal Testimony of Ryan Fuller



22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

e [ propose to update total Company test period property tax expense using the
same property tax estimation procedure used in the original filing, updated for
PacitiCorp’s 2024 property tax assessments;

e [ explain why PacifiCorp’s property tax estimation procedure is the best
approach for forecasting property tax expense in this general rate case, in
contrast to the approaches outlined in the direct testimony of Division of Public
Utilities (“DPU”) witnesses Jonathan Lee and Thomas D’ Ambrosia, and Office
of Consumer Services (“OCS”) witness Donna Ramas; and

e [ address the allowance for funds used during construction (“AFUDC”) Equity
impact on income taxes and the proposed adjustment from Mr. D’ Ambrosia.

III. UPDATE TO TEST-PERIOD PROPERTY TAX EXPENSE

Please quantify the proposed update to test period property tax expense.

By following PacifiCorp’s property tax estimation procedure, updated for PacifiCorp’s
2024 property tax assessments, PacifiCorp recommends updating total-Company test
period property tax expense to $161,960,000. This is a reduction of $17,769,000 from
the originally filed estimate of $179,729,000. PacifiCorp’s updated property tax

estimation is provided as Confidential Exhibit RMP__ (RF-1R).
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How does the amount of PacifiCorp’s proposed update compare to the
recommendations of the DPU and OCS witnesses?

The recommendations of DPU witnesses Mr. Lee and Mr. D’Ambrosia, and OCS
witness Ms. Ramas for property tax are $164,053,462,' $164,274,000,> and
$149,997,908,° respectively.

Please explain the factors that reduced the level of estimated property tax expense
in the Company’s proposed update.

While there are several reasons for the reductions, the largest single factor is
attributable to the effect of accruals for wildfire damage claims, which were not
factored into the Company’s original estimate. In 2023, PacifiCorp accrued for wildfire
damage claims of approximately $1.667 billion, net of insurance recoveries. This 2023
loss was first recognized in PacifiCorp’s 2024 state appraisals which are now newly
factored into PacifiCorp’s proposed update.

Please explain why PacifiCorp’s property tax estimation procedure is the best
method for forecasting property taxes.

PacifiCorp’s approach to estimating property taxes sets itself apart from the methods
proposed by the DPU and OCS witnesses because it is (1) transparent and objective (2)
employs the methods actually used by each unique jurisdiction, updated for knowable

inputs at the time the estimate is made, and (3) is repeatable, without bias.

! Phase 1 Direct Testimony of Jonathan Lee, lines 40-43.
2 Phase I Direct Testimony of Thomas A. D’ Ambrosia, lines 756-758.
3 Phase I Exhibit OCS 3.14D (Donna Ramas) ($179,729,000 — $29,731,092 = $149,997,908).
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How do you respond to the intervenors’ testimony that the Company’s estimates
are unreliable* or not accurate’?

PacifiCorp’s property tax estimates are reliable and accurate based on available
information at the time the estimate is made. Because PacifiCorp’s transparent
estimation procedures are based on the actual rules and valuation methods employed
by each respective state’s appraiser, the reasons for the differences between estimated
and actual amounts can be analyzed, explained, and learned from. That there are
differences between estimated and actual amounts, however, is not evidence that the
estimates are inaccurate or unreliable nor do variances invalidate the estimation
procedure.

What are your criticisms of the approach recommended by Mr. Lee?

Mr. Lee offers only generalized criticisms and his failure to quantify the effects of the
areas he criticizes or to identify or propose any improvements to the Company’s
approach undermines their relevance for the purposes of assessing the efficacy of
PacifiCorp’s estimation procedure.

Mr. Lee proposes substituting PacifiCorp’s estimation procedure with a
haphazard approach that attempts to forecast future property tax expense using a
historic normalized growth rate. Property tax expense is a major cost category that is
not a good candidate for normalized growth rates as is evidenced by the year-on-year
percent changes in Table 3 of Mr. Lee’s testimony.

Mr. Lee recommends a growth rate based on a 12-year average, excluding two

“outlier” years without any substantive supporting testimony on why the use of 12-year

4 DPU Exhibit 9.0 DIR; 770-771.
5 Phase I Direct Testimony of Donna Ramas, lines 1084-1086.
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average, as compared to any other historic period of time, is a lasting and appropriate
approach for predicting future property tax expense.® Mr. Lee does not explain what
happened with the 2013 and 2022 property tax assessments that make them “outlier”
years and proper for exclusion from his averaging convention or why years included
are normal. Mr. Lee goes on to characterize his resulting 3.5 percent growth rate as
“conservative”’ with no explanation of what makes it conservative or why that matters
for the purposes of estimating future property tax expense.

In summary, Mr. Lee’s approach is subjective, ignores actual valuation methods
used by state appraisers and the differentiation in methods used by the states, and there
is no assurance the approach won’t change from year-to-year to produce the appearance
of a reasonable or fair result. For example, Mr. Lee may propose the use of a different
period to develop growth rates or may change his views on what constitutes an outlier
year.

What are your criticisms of the approach recommended by Ms. Ramas?

Ms. Ramas’ proposal simply points to variances between budgeted and actual results
as the basis for quantifying an adjustment. Variances between forecasts and actual
amounts alone are not a reason to invalidate PacifiCorp’s estimation procedure.

Ms. Ramas’ testimony does not even discuss PacifiCorp’s estimation
procedure, let alone identify any aspects of the procedure as being unreasonable or
unreliable for the purposes of estimating property tax expense based on information
available at the time the estimate is made. Ms. Ramas also does not make any

arguments in favor of her own unorthodox approach of estimating future property tax

6 Phase I Direct Testimony of Jonathan Lee, lines174-179.
" Phase I Direct Testimony of Jonathan Lee, line 180.
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expense by reference to a three-year average percentage difference between the
company’s forecast and actual property tax expense, nor does Ms. Ramas explain or
provide any analysis on what justifies her proposed method as a rational approach for
the purposes of forecasting future property tax expense.

Notwithstanding the fact that there will be differences between forecast and
actual results no matter what estimation procedure is used, PacifiCorp’s estimation
procedure is justifiable on the basis that it is (1) transparent and objective, (2) employs
the methods actually used by each unique jurisdiction, updated for knowable inputs at
the time the estimate is made, and (3) is repeatable, without bias.

What is your response to the testimony of Mr. D’Ambrosia?
Mr. D’Ambrosia fairly points out that at the time the original filing is made, an
extended period of time exists between the last available actual property tax
assessments and the test period.® PacifiCorp agrees that, where timing permits, the rate
case estimate to be updated to incorporate an additional year of actual property tax
assessments into its property tax estimation procedure, an update to the test period
estimate may be appropriate. An update is appropriate in this case and is being proposed
by PacifiCorp.

IV.  AFUDC EQUITY IMPACT ON INCOME TAXES
Please describe Mr. D’Ambrosia’s proposed adjustment related to AFUDC
Equity and the impact on taxable income.
Mr. D’ Ambrosia proposes that the Company reduce AFUDC Equity by $19.1 million

to reflect the Company’s final forecast of AFUDC Equity for 2025.° In addition,

8 Phase I Direct Testimony of Thomas A. D’ Ambrosia, lines 796-801.
% Phase I Direct Testimony of Thomas A. D’ Ambrosia, lines 896-899.
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Mr. D’ Ambrosia proposes that the Company reduce AFUDC Equity by $5.4 million to
account for cancelled construction projects.'® Overall, Mr. D’ Ambrosia’s proposals
result in a reduction to forecast AFUDC Equity for 2025 of $24.5 million, which he
claims results in a reduction to taxable income of $11 million on a Utah allocated basis
using the “SNP” factor.!! Mr. D’ Ambrosia then calculates that this would result in a
reduction to federal and state income tax expense of $2.7 million, or $3.9 million after
gross up.'?
Does the Company accept Mr. D’Ambrosia’s proposed adjustment?
No. Mr. D’ Ambrosia’s conclusion on the tax impact of AFUDC Equity is incorrect.
Under the flow-through method of accounting, which PacifiCorp uses exclusively for
the AFUDC Equity temporary book-tax difference, the tax effects of AFUDC Equity
are completely and properly eliminated for ratemaking purposes.
Please explain why the tax effects of AFUDC Equity are eliminated for
ratemaking purposes.
AFUDC Equity increases the book basis of assets. It originates as book income and
reverses as an expense through book depreciation. Over the book life of the related
asset, AFUDC Equity has no net impact on book income.

AFUDC Equity also has no impact on taxable income or income taxes payable
as Mr. D’ Ambrosia claims,'? because the income created by AFUDC Equity is never
taxable and the book depreciation attributable to AFUDC equity is never deductible for

income tax purposes. Items of book income or expense that are never taxable or never

10 14 at lines 902-906.
1 1d. at lines 913-916.

121d.

13 Phase I Direct Testimony of Thomas A. D’ Ambrosia, lines 806-807.
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deductible for income tax purposes are typically considered permanent book-tax
differences for income tax accounting purposes. Permanent book-tax differences do not
generate deferred income tax expense because there is no corresponding future event
that will generate a tax receivable or payable on an income tax return.

However, because of the unique “in-and-out” aspect of AFUDC Equity for
book purposes, accounting guidance recommends that AFUDC Equity be tracked as a
temporary book-tax difference for income tax accounting purposes. AFUDC Equity is
a temporary book-tax difference in the sense that it ultimately has the same impact on
book income and taxable income — zero. For income tax accounting purposes, the
temporary book-tax difference for AFUDC Equity generates a deferred income tax
liability upon origination, with a corresponding debit to deferred income tax expense.
As the temporary book-tax difference reverses over the book life of the related asset,
the income tax accounting entry is to debit the deferred income tax liability and credit
deferred income tax expense until the deferred income tax liability is brought down to
Zero.

Accordingly, because deferred income taxes are included in revenue
requirement for normalized book-tax differences, using a normalized method of
accounting for this item in rates effectively results in a loan to the Company from
customers that is returned over time, with interest. Under flow-through accounting,

which has been approved by this Commission for AFUDC Equity,'* the deferred

14 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. 09-035-23, In the Matter of the Division of Public Utilities’ Review and Audit of Rocky
Mountain Power’s Deferred Tax Normalization Method, Docket No. 09-035-03, Order at 3 (Dec. 8, 2009).
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income taxes generated by AFUDC Equity never impact revenue requirement, which
is appropriate since there is no corresponding income tax payable or receivable.

What impact would updating the AFUDC Equity forecast have on the income tax
component of revenue requirement?

None. The procedures used for the Company’s income tax calculations are designed to
properly and completely eliminate the tax effects of AFUDC Equity — no matter what
the amount is projected to be.

Despite using a preliminary projection of AFUDC Equity when preparing the
income tax component of this general rate case, all of the tax calculations were
internally consistent, meaning that the income tax effects of AFUDC Equity were
properly and completely eliminated.

Updating the Company’s filing for a revised amount of AFUDC Equity would
not change this result. The calculations would be updated in an internally consistent
manner and the tax effects of AFUDC Equity would be properly and completely
eliminated for the purposes of developing revenue requirement.

Because the update would have no impact on revenue requirement, the
Commission should reject the improper adjustment proposed by Mr. D’ Ambrosia.
Does this conclude your rebuttal testimony?

Yes.
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