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I. Introduction

Are you the same Ann E. Bulkley that previously filed Phase I direct and rebuttal
testimony in this proceeding?
Yes. I previously filed direct and rebuttal testimony before the Public Service
Commission of Utah (“Commission”) on behalf of PacifiCorp d/b/a Rocky Mountain
Power (“RMP” or the “Company”), which is an indirect wholly-owned subsidiary of
Berkshire Hathaway Energy Company (“BHE”).
What is the purpose of your Phase I surrebuttal testimony?
The purpose of my surrebuttal testimony is to respond to the testimonies of Mr. Michael
Gorman on behalf of Federal Executive Agencies (“FEA”), and Mr. Albert Lin on
behalf of the Western Resource Advocates (“WRA”). To the extent that I do not address
a particular issue raised by these witnesses in my surrebuttal testimony should not be
viewed as acceptance of that issue.
How is the remainder of your Phase I surrebuttal testimony organized?
The remainder of my surrebuttal testimony is organized as follows:

e Section II provides my response to Mr. Gorman regarding the cost of equity.

e Section III provides my response to Mr. Lin regarding the cost of equity.

I1. Response to Mr. Gorman

Please summarize Mr. Gorman’s rebuttal testimony with respect to the cost of
equity analyses and return on equity (“ROE”) recommendations of the parties in
this proceeding.

Mr. Gorman suggests that the Company’s request to maintain its currently authorized

ROE, which was established in 2020 is not reasonable in comparison with the estimates
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of the current market cost of equity for RMP that have been provided by the other
parties in this proceeding.! Further, Mr. Gorman suggests that the range I established,
using the results of my analyses, is unreasonably high, based on his experience in
measuring utilities’ cost of capital.?

Has Mr. Gorman provided any analysis that estimates the investor-required
return on equity in this proceeding?

No, he has not.

Is Mr. Gorman’s rebuttal testimony consistent with his direct testimony regarding
the authorized ROE for the Company?

No. In his direct testimony, Mr. Gorman recommended an overall rate of return of 7.23
percent, which included a return on equity of 9.65 percent. Further, Mr. Gorman noted
that the 9.65 percent ROE may likely be towards the high end of the current market
cost of equity for utilities with similar risk to RMP, and also noted that a 9.65 percent
ROE aligned with the industry average for the first half of 2024.°

Has Mr. Gorman conducted any evaluation of the cost of equity models and the
recommendations that have been developed by any of the witnesses in this
proceeding?

No, other than to observe that the results of my analyses differ from the other parties in
this case, Mr. Gorman has not conducted a review of the methodologies relied upon by

any of the witnesses in this proceeding.

1
2
3

Phase I Rebuttal Testimony of Michael P. Gorman, page 2, lines 10-13.
Id., page 3, lines 15-19.
Phase I Direct Testimony of Michael P. Gorman, page 18, lines §-18.
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Having reviewed the models and methodologies relied upon by the other parties
in this proceeding, are they consistent with your understanding of the
methodologies that Mr. Gorman has relied upon to estimate the cost of equity?
While I have not reviewed all models developed in this case for consistency with
Mr. Gorman’s prior approaches, I have reviewed certain models and conclude that the
methodologies used in this case are inconsistent with the approaches that Mr. Gorman
has historically employed. The result is that the models developed in the current
proceeding by the other parties understate the cost of equity and would produce higher
results if estimated using Mr. Gorman’s inputs and assumptions.

Can you provide examples?

Yes. Mr. Coleman calculates the Capital Asset Pricing Model (“CAPM”) using two
equity risk premia that are well below the equity risk premia relied upon by Mr. Gorman
in recent testimony. Mr. Coleman uses a 5.00 percent equity risk premium from Kroll
and a 4.60 percent equity risk premium based on data from Professor Damodaran. The
results of his CAPM models are 7.33 percent and 6.87 percent, respectively. In a recent
testimony that Mr. Gorman submitted in AEP-Texas’s rate case, Texas PUC Control
No. 56165, Mr. Gorman relied on a market risk premia calculated using data from Krol/
of 7.30 percent and 6.88 percent and established CAPM results of 9.63 percent and
10.86 percent.* These results are 230 basis points to 399 basis points higher than Mr.

Coleman’s CAPM results.

4

Application of AEP Texas Inc. for Authority to Change Rates, Public Utility Commission of Texas, Control
No. 56165, Direct Testimony of Michael P. Gorman at 71 and Exhibit MPG-18.
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Q. Is the current market data similar to the market data at the time that Mr. Gorman
filed his analysis in the above referenced docket?

A. Yes. Mr. Gorman relied on a 13-week average yield on the 30-year Treasury bond as
of April 19, 2024, of 4.42 percent. Updating that analysis to the weekly data as of
November 15, 2024, the 13-week average is 4.28 percent. While the current treasury
bond yield is 14 basis points lower than in April 2024, that difference does not explain
a 230 to 353 basis point difference in cost of equity estimates over a four-month time-
period.’

Q. Are there other examples where Mr. Coleman’s model results differ significantly
from Mr. Gorman’s model results over this short time-period?

A. Yes. Mr. Coleman’s Bond Yield Risk Premium model resulted in estimates of the cost
of equity of 8.65 percent and 8.05 percent.® Mr. Gorman’s Risk Premium model results
as filed in May 2024, in the AEP-Texas proceeding were 9.74 percent and 9.75 percent
depending on whether he used a projected Treasury bond yield or the A-rated utility
bond yield in his analysis.” Again, a 14 basis point difference in Treasury bond yields
between these two analytical periods cannot explain the difference in model results of
110 to 169 basis points. This analysis is independent of the choice in proxy group and

therefore is directly comparable.

While T recognize that there are differences between the proxy groups between these two witnesses, my
comparison is of the CAPM results for the proxy groups, which are least affected by changes in the proxy
group, since the Betas relied upon by Mr. Coleman and Mr. Gorman were similar. Mr. Coleman used a range
of Betas of 0.536 to 0.875, resulting in an average of 0.649 whereas Mr. Gorman relied on Beta estimates of
0.77 and 0.94. Therefore, the risk of Mr. Coleman’s proxy group should be reasonably comparable to Mr.
Gorman’s proxy group. Further, Mr. Gorman was estimating the cost of equity for a distribution electric
company whereas in this case, RMP is a vertically integrated electric utility, which should result in a higher
cost of equity, all else equal.

¢ DPU Exhibit 3.06.

Application of AEP Texas Inc. for Authority to Change Rates, Public Utility Commission of Texas, Control
No. 56165, Direct Testimony of Michael P. Gorman at 61.
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Why is it of any importance to compare Mr. Gorman’s methodology and results
in the AEP-Texas case with the results in this proceeding?

Mr. Gorman testifies that his opinion that my cost of equity results are overstated is
based on his experience in measuring utilities’ cost of capital. Further, he suggests that
my model results are overstated because they differ from the results presented by other
witnesses in this proceeding. Therefore, it is appropriate to consider how his recent
application of the cost of equity estimation methodologies and the results from those
analyses would compare with the methodologies and results proposed by the other
witnesses in this proceeding. Considering that Mr. Gorman has not presented any
analytical results in this proceeding on which to base these statements, this is one
approach to determine the merit of his conclusions.

What do you conclude from this comparison?

Based on my comparison of Mr. Coleman’s model results and the results presented by
Mr. Gorman in his testimony in the AEP-Texas proceeding, I conclude that
Mr. Gorman’s measurement of the cost of capital for utilities is more in line with the
results of my analyses than Mr. Coleman’s analyses and results.

Have you conducted a comparison of the results of your analyses in this
proceeding and Mr. Gorman’s analyses in the AEP-Texas case?

Yes. Figure 1 below compares the results of my analyses in the current proceeding to
Mr. Gorman’s analyses for a distribution electric utility, from the AEP-Texas case
discussed previously. As noted, the results of Mr. Gorman’s analyses were provided in
May 2024, whereas my updated model results shown in this analysis are as of

September 2024, however, the market conditions are reasonably similar. Figure 1
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demonstrates that the results of Mr. Gorman’s analyses in the AEP-Texas case range
from 9.19 percent to 11.06 percent. Within that range of model results, Mr. Gorman
determined that an appropriate ROE for AEP-Texas was 9.30 percent to 9.70 percent.
The results of my updated model results as presented in my rebuttal testimony are in
the range of 9.20 percent to 11.67 percent. Therefore, Mr. Gorman’s methodologies
produce results that are reasonably overlapping with the range of results produced by
my models.

Figure 1: Comparison of Gorman and Bulkley model results
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How do you respond to Mr. Gorman’s statement that the Company’s request to
maintain an ROE of 9.65 percent is not reasonable in comparison to the estimates
of the current market cost of equity for RMP that were prepared by other
witnesses in this proceeding?

Mr. Gorman’s statement is inconsistent with his recommendation in the AEP-Texas

case. As shown in Figure 1, Mr. Gorman recently has established a recommended ROE
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range for AEP-Texas to be within the range of 9.30 to 9.70 percent. Further, as noted
previously, in his direct testimony, Mr. Gorman noted that the Company’s requested
ROE was aligned with the industry average authorized ROE for the first half of 2024.
Mr. Gorman has not conducted any analysis that suggests that the Company has a lower
risk profile than the industry on average. Therefore, it is reasonable to conclude that
the Company’s request is reasonable based on his own measurement of the cost of
equity.

Do you agree with Mr. Gorman that the Company’s request is unreasonable as
compared with the estimated current market cost of equity as presented by the
other witnesses in this proceeding?

No, I do not. While Mr. Gorman presents the final ranges that were offered to this
commission by the intervenor witnesses in this proceeding as the benchmark for the
Company’s requested ROE, Mr. Coleman himself testifies that “[a]fter extensive
analysis, my research comes up with a cost of equity in the range of 9.20 percent to
10.10 percent.”® RMP’s requested ROE of 9.65 percent is the midpoint of that range.
What is your conclusion from your analyses?

My conclusion is that without having conducted a critical evaluation of each of the
methodologies developed by the other witnesses in this proceeding, Mr. Gorman cannot
reasonably evaluate the validity of any of the model results presented by the witnesses
in this proceeding. It is clear from the comparison of Mr. Gorman’s methodologies and
results to Mr. Coleman’s analyses, that Mr. Coleman’s analyses produce results that

are significantly below the results produced by Mr. Gorman only four months prior.

8

Phase I Direct Testimony of Casey J. Coleman, lines 2071-2073.
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Therefore, Mr. Gorman’s suggestion that the other parties in this proceeding have
established model results that should be given greater weight than the results of my
models is unsubstantiated by his own recent work. Finally, the Company’s request to
maintain its currently authorized ROE of 9.65 percent is not unreasonable when
compared with the analytical results presented by the other witnesses in this
proceeding. In fact, it is the midpoint of Mr. Coleman’s recommended range of 9.20
percent to 10.10 percent.

I11. Response to Mr. Lin

Please summarize Mr. Lin’s rebuttal testimony in this proceeding.

Mr. Lin suggests that the Commission abandon the cost of equity estimation models
presented by all of the witnesses in this proceeding, and ignore the recommendations
offered by these witnesses that are based on those model results. Mr. Lin suggests that
the Commission adopt a four-year phased-in reduction to RMP’s ROE until the ROE
is set at what he suggests is the investor-required return, based on the work of academic
researchers and projections of the long-term market return by financial institutions.’
Mr. Lin suggests that the Company’s currently approved ROE is 3.0 percent higher
than the Company’s cost of equity, and suggests that the Commission employ
gradualism over a four year period to get to an ROE of 6.55 percent for RMP.

Has Mr. Lin conducted any analysis to demonstrate that an ROE of 6.55 percent
would meet the comparable return standard established by Hope and Bluefield?
No. Mr. Lin’s position is largely based on a review of an academic study produced by

NYU researcher, Aswath Damodaran and analyses that were presented in testimony by

° Phase I Rebuttal Testimony of Albert Lin, lines 9-31.
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another witness in a North Carolina rate proceeding.'® Mr. Lin does not consider any
real market examples of how investors respond to authorized ROEs to demonstrate
whether or not the academic studies are credible representations of investor
expectations.

Have you addressed the academic studies that Mr. Lin relies on in your rebuttal
testimony?

Yes. For example, Mr. Lin relies on a study by Werner and Jarvis to support the
conclusion in his rebuttal testimony that academic research suggests the cost of equity
is lower than recommended by the witnesses in this proceeding.!! As discussed in my
response to Mr. Coleman,'? the Werner and Jarvis study evaluated authorized returns
for regulated natural gas and electric utilities in the UK and none of the witnesses in
this proceeding have provided evidence that the regulatory environment in the UK and
the US are similar. Therefore, it is unreasonable to rely on this study. In addition, I
identified several other assumptions of this study that do not hold including that the
study assumes that: (1) there is a 1-to-1 relationship between yields on Treasury bonds
and changes in authorized returns and (2) the form of the CAPM that they rely on
produces accurate results under all market conditions. Therefore, as noted in my
rebuttal testimony, it is not reasonable to rely on this study in setting the cost of equity

for RMP.

10
11
12

Phase I Direct Testimony of Albert Lin, lines 347-455.
Phase I Rebuttal Testimony of Albert Lin, lines 22-24.
Phase I Rebuttal Testimony of Ann E. Bulkley, lines 460-504.
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Q. Is there any precedent of which you are aware where a regulatory jurisdiction has
agreed with Mr. Lin’s position that authorized ROEs are more than 300 basis
points higher than the cost of equity for a regulated utility?

A. No. In fact, Figure 2 of Mr. Lin’s direct testimony summarizes the return estimates
from financial institutions that, in his rebuttal testimony, he suggests the Commission
should rely on in setting an ROE in the range of 6.55 percent, over time. The analysis
presented in Mr. Lin’s testimony appears to be copied from testimony filed by Mr.
Mark Ellis in a Duke Energy Progress (“DEP”) rate proceeding in North Carolina in
2023."3 Mr. Ellis filed these charts in the DEP rate case suggesting an equity market
return over the projected 10-year period of 6.5 percent.!* In that proceeding, Mr. Ellis
proposed a return on equity for Duke Energy of 6.0 percent. The North Carolina
Commission authorized Duke Energy an ROE of 9.80 percent and specifically
disregarded Mr. Ellis’s analysis and recommendation:

The Commission concludes that NCJC, et al witness Ellis’s outcome of
6.25% is an outlier and should be ignored. Apart from being more than
300 basis points below any rate of return on equity ever approved by
this Commission for DEP, it is scarcely 200 basis points above DEP’s
embedded cost of debt, a premium that is clearly insufficient to

compensate investors for the added risk associated with equity
ownership relative to a debtholder’s claim on the same enterprise. '

13" Phase I Direct Testimony of Mr. Albert Lin, line 415, footnote 28 (referencing N.C. Util. Comm’n, Docket
No. E-2, Sub 1300, In re: Application of Duke Energy Progress, LLC, for an Adjustment of Rates and
Charges Applicable to Electric Utility Service in North Carolina, Direct Testimony of Mark Ellis for N.C.
Justice Ctr. (March 27, 2023)).

Figure 2 of Mr. Lin’s testimony appears to be copied from Mr. Ellis’s testimony and not created by Mr. Lin
from the underlying source data. {to be confirmed}

In the Matter of Application of Duke Energy Progress, LLC, for an Adjustment of Rates and Charges
Applicable to Electric Utility Service in North Carolina and Performance Based Regulation, State of North
Carolina Utilities Commission Raleigh, Docket No. E-2, Sub 1300, Order Accepting Stipulations, Granting
Partial Rate Increase, and Requiring Public Notice at 159 (Aug. 18, 2023).
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How does Mr. Lin’s recommended ROE compare with the Company’s proposed
cost of debt?

Mr. Lin’s recommended ROE of 6.55 percent is only 130 basis points above the
Company’s proposed cost of debt of 5.25 percent. Based on the criterion considered by
the North Carolina Public Utilities Commission, Mr. Lin’s recommendation would be
rejected on this basis.

How does Mr. Lin’s proposed ROE compare with recently authorized ROEs?
Mr. Lin’s proposed first step reduction in RMP’s ROE to an ROE in the range of 8.65
percent to 8.95 percent is at the very low-end or below any ROE that has been
authorized for a vertically integrated electric utility under traditional ratemaking in the
last 40 years of available data. Further, Mr. Lin’s recommended ROE is 87 to 117 basis
points lower than the average authorized ROE for vertically integrated electric utilities
in 2024 that were presented in Figure 3 of my rebuttal testimony.

Does the record in this case contain real market examples of how investors
respond to the financial effects of rate case decisions?

Yes. In my direct testimony, I provide several examples of regulated utilities that
experienced negative market reactions to rate case decisions that included below
market expectations regarding authorized ROEs.'® It is important to note that the lowest
of these below market ROEs was 8.72 percent, which is 217 basis points higher than
what Mr. Lin suggests is the cost of equity for RMP, based on academic studies. These
examples include ALLETE Inc., CenterPoint Energy Houston Electric, Pinnacle West

Capital Corporation, all of which received credit rating downgrades following negative

16

Phase I Direct Testimony of Ann E. Bulkley, lines 250-329.

Page 11 — Phase I Surrebuttal Testimony of Ann E. Bulkley



224

225

226

227

228

229

230

231

232

233

234

235

236

237

238

239

240

241
242

243
244
245

rate case decisions. In addition, following authorized ROEs of 8.72 percent and 8.905
percent in the Ameren Illinois and Commonwealth Edison cases respectively, the
market clearly responded with reductions in the share prices of these companies of 4.4
percent and 6.4 percent respectively.
Did financial institutions and equity analysts demonstrate that ROEs in the set by
the Illinois Commerce Commission (“ICC”) do not represent the investor
required return?
Yes. While Mr. Lin suggests that financial institutions would support a cost of equity
in the range of 6.55 percent, that is clearly not the case. The market responded
negatively following the ICC decisions, which authorized ROEs that were 217 to 236
basis points higher than Mr. Lin’s recommendation and questioned the ability of the
companies to execute on their capital plans. As noted in my direct testimony, equity
analysts and financial institutions specifically indicated that the ROEs were not market
based and that they expected access to capital to be challenging as a result of these
decisions:

e Barclay’s characterized the ICC’s ROE determination as “draconian” and stated

that it found it hard to believe utilities “can employ capital under the same

magnitude on the updated grid plans to be filed, especially under the current
proposed ROE framework”.!”

e Wells Fargo stated that the ICC’s orders were “onerous”, viewed the ICC as
one of the worst regulatory jurisdictions in the US, wondering if the companies
would allocate capital away from Illinois. '8

17
18

Phase I Direct Testimony of Ann E. Bulkley Direct, lines 275-287.
Phase I Rebuttal Testimony of Ann E. Bulkley, lines 2531-2588.
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Q. Have negative regulatory decisions also affected utilities’ ability to attract capital
in the debt markets?

A. Yes. As discussed in my rebuttal testimony, as a result of negative regulatory
determinations in Connecticut,'® Avangrid’s Connecticut natural gas subsidiaries found
it difficult to fully subscribe bond issuances and needed to pay higher premiums than
anticipated in order to gain access to the required debt capital.

Q. Is it reasonable to expect that Mr. Lin’s proposal would limit the Company’s
access to capital?

A. Yes. First, it is important to recognize that the principles established by Hope and
Bluefield require that ROE be set commensurate with the return on other investments
of corresponding risk. As such, these landmark decisions recognize that there is a
market for capital and each company must be able to compete for that capital, offering
a reasonable return to investors. Even Mr. Lin’s recommended first step; reducing the
Company’s ROE to a range of 8.65 percent to 8.95 percent falls well below that range
and would make access to capital challenging, as demonstrated by the examples
summarized previously.

Q. Is Mr. Lin’s proposal to establish a four-year phased-in reduction to the ROE
sound ratemaking policy?

A. No. Mr. Lin’s proposal to establish a four-year stepped reduction to the Company’s
ROE is inconsistent with the principles established in Hope and Bluefield which require

that the return be commensurate with the return on other investments of similar risk.

19 Application of Connecticut Natural Gas Corporation and The Southern Connecticut Gas Company to Amend

Their Rate Schedule, Connecticut Public Utility Regulatory Authority, Docket No. D-23-11-02, Order at 55
(Nov. 18, 2024).
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Setting predetermined reductions to the ROE to get to Mr. Lin’s extrapolation of an
academic viewpoint on the return on equity will result in a return on investment in RMP
that is divorced from all market factors. This is inconsistent with the market-based
intentions of these decisions and is inconsistent with how every regulatory commission
in this country establishes the return on equity.

What is your conclusion regarding Mr. Lin’s proposed ROE?

Based on the real market examples provided in my direct and rebuttal testimony,
recently authorized ROEs, a recent regulatory decision that rejects the data that Mr. Lin
presented in direct testimony and a recommendation that is similar to Mr. Lin’s
proposal, it is evident that the investor-required return on equity is hundreds of basis
points higher than Mr. Lin’s proposed ROE recommendations- both his first adjustment
range of 8.65 percent to 8.96 percent and his final recommended ROE of 6.55 percent.
Does this conclude your Phase I surrebuttal testimony?

Yes, it does.
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