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Q. Are you the same Joelle R. Steward who filed Phase I direct and rebuttal testimony
in this proceeding on behalf of PacifiCorp, d/b/a Rocky Mountain Power (“Rocky
Mountain Power” or the “Company”).

A. Yes.

I. PURPOSE OF PHASE III REBUTTAL TESTIMONY

What is the purpose of your Phase III rebuttal testimony?

My testimony supports the Company’s request for: (1) recovery of approximately
$185.7 million, total-Company, $82.0 million Utah-allocated, in test year excess
liability insurance (“ELI”) premiums;' (2) approval of the deferral of the approximately
$104.4 million, Utah-allocated, of incremental ELI premiums since 2023 that were the
subject of the Company’s request for a deferred accounting order (“DAO”), excluding
interest;* (3) maintaining the allocation of ELI premiums to Utah using the System
Overhead (“SO”) factor, which is the Commission’s currently approved methodology
applicable to insurance costs;> and (4) adopt the Insurance Cost Adjustment (“ICA”) —
Schedule 92, as proposed in my Phase I testimony.

Q. Please summarize your Phase III rebuttal testimony.

Ten witnesses representing the Division of Public Utilities (“DPU”), Office of
Consumer Services (“OCS”), Federal Executive Agencies (“FEA”), Utah Association

of Energy Users (“UAE”), Utah Clean Energy (“UCE”), Utah Large Customer Group

! See Phase 111 Direct Testimony of Mariya V. Coleman, line 67; Phase I Rebuttal Testimony of Shelley E. McCoy,
line 39 (Table 1).

2 In Docket No. 23-035-40, the Company requested authority to defer the amounts of its ELI premium expenses
that exceed the amount included in rates. In the DAO docket, the Company sought to defer approximately $112.1
million, total-Company. See Application of Rocky Mountain Power for a Deferred Accounting Order Regarding
Insurance Costs, Docket No. 23-035-40, Rocky Mountain Power’s Post-Hearing Brief, at 1 (Feb. 26, 2024).

3 The allocation requested by the Company is presented in the Phase I Rebuttal Testimony of Company witness
Shelley E. McCoy.
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(“UTLCG”), and Western Resource Advocates (“WRA”) filed Phase III Direct
Testimony on February 7, 2025. My response to these witnesses’ testimony is organized
under three topic headings.

Section II of my testimony responds to testimony on the central issue the Public
Service Commission of Utah (“Commission”) identified for the DAO rehearing:
whether the alleged “tortious conduct” by the Company is “a substantial or primary
cause of its increased [ELI] premiums.”* Based on the facts presented in the Phase I1I
direct testimony of Company witness Ms. Mariya V. Coleman, intervenor witnesses
appear to generally recognize that increased ELI premiums were not attributable to
insurance companies’ conclusions that the Company acted imprudently in its response
to wildfires in its service territory based on the verdict in James v. PacifiCorp.’
Ms. Coleman also presents rebuttal testimony on this issue.

Section III addresses the primary focus of much of the intervenor testimony:
various proposals for changing the approved allocation methodology applicable to the
Company’s insurance costs. While the Company is open to collaboratively developing
a new allocation methodology for wildfire insurance and other costs for prospective
application, I urge the Commission not to adopt any of the novel, untested, and, in some
cases, unworkable options offered in this case for state allocation of ELI premiums. All
the proposals share the objective of changing the allocation of insurance costs because
those costs are higher than they have been historically. None of the proposals have been

used previously in Utah or any other state, and most of them are based on faulty factual

4 Application of Rocky Mountain Power for a Deferred Accounting Order Regarding Insurance Costs, Docket
No. 23-035-40, Order Denying Application at 12 (March 29, 2024).

5 James v. PacifiCorp, No. 20-CV-33885 (Cir. Ct. Multnomah Cnty., June 12, 2023) (“James”). The Company
has appealed the James verdict. The appeal is currently pending at the Oregon Court of Appeals.
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or policy premises. This issue is also addressed in the Phase III rebuttal testimony of
Company witnesses Ms. Shelley E. McCoy and Mr. Frank Graves.

Section IV discusses the OCS and UCE proposals that the costs of the
Company’s ELI premiums be “shared” between shareholders and customers. Neither
proposal offers a “sharing” mechanism that could alter the amount of sharing based on
any action by the Company. Rather both proposals are in reality requests for significant
disallowances of ELI premiums at a time when maintaining adequate ELI is extremely
important. I recommend that the Commission adopt neither the OCS nor UCE
proposals.

Section V includes my response to the issues regarding self-insurance options
included in the Phase III testimony of witnesses for OCS and WRA. I explored self-
insurance as a potential option to offset increasing commercial ELI policy costs in my
Phase I testimony. As discussed in my Phase I testimony, the Company has already
been exploring self-insurance alternatives in stakeholder forums and plans to present
the Commission with a proposed insurance mechanism in the near future that will
address self-insurance. The Company urges the Commission to address self-insurance
in that proceeding, while allowing recovery of the premiums for the ELI policies that
currently provide the Company’s insurance coverage.

Section VI focuses on the unsupported allegations WRA makes that the
Company’s Wildfire Mitigation Plan (“WMP”) is hindering its ability to procure
insurance at reasonable cost. The Company’s development of a robust WMP has been
a positive factor in its ability to obtain commercial insurance in a very challenging

market. WRA’s arguments are unfounded and contradicted by the Company’s actual
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experience negotiating with insurers, as Ms. Coleman relates in her Phase III rebuttal
testimony.

Section VII responds to additional issues regarding the Company’s ICA
proposal raised in the Phase III intervenor direct testimony of witnesses for DPU,
UTLCG, and WRA. Most of the arguments reprise misunderstandings of how the
Company proposes to use the ICA in this proceeding. The ICA remains a useful first
step in developing a longer-term insurance mechanism aimed at optimizing future
commercial and self-insurance costs.

Who are the other Company witnesses providing Phase III rebuttal testimony?
In addition to myself, five other witnesses are filing rebuttal testimony related to the
DAO and ELI issues in Phase III on behalf of the Company.

e Mariya V. Coleman, Vice President of Corporate Insurance and Claims for
Berkshire Hathaway Energy (“BHE”), responds to issues raised by various
parties concerning how wildfire liability risk and associated litigation impact
ELI cost and availability. Ms. Coleman also explains several conceptual flaws
with the various disallowance proposals set forth in the intervenors’ Phase III
direct testimony.

e Frank Graves, Principal at The Brattle Group, responds to parties’ arguments
concerning the relative wildfire risk of different states within PacifiCorp’s
service territory and expands upon Ms. Coleman’s Phase III rebuttal testimony
with respect to certain disallowance proposals, including detailed explanations
of the flaws in parties’ various comparisons of the Company’s ELI coverage to

that of other utilities.
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87 e Shelley E. McCoy, Director of Revenue Requirement for PacifiCorp, supports

88 the continued application of the System Overhead (“SO”) allocation factor in
89 this case for determining the appropriate amount of ELI premium costs assigned
90 to Utah and to the five other states served by PacifiCorp.

91 e Nikki L. Kobliha, Senior Vice President, Chief Financial Officer, responds to
92 issues raised in the Phase III direct testimony of WRA witness Karl G.
93 Boothman related to the Company’s dividends issued in 2020.

94 e Robert M. Meredith, Director of Pricing and Tariff Policy, responds to issues
95 raised in the testimony of UAE witness Kevin C. Higgins and UTLCG witness
96 Billie S. LaConte related to the class allocation of insurance costs covered by
97 the ICA.

98 II. THE COMPANY’S ELI PREMIUMS ARE PRUDENT EXPENDITURES

99 Q. Do the Phase III intervenor witnesses dispute that maintaining adequate ELI
100 insurance is a prudent business practice for the Company?

101 A. No, they do not. There is no dispute that ELI protects the Company and its customers

102 from financial losses for third-party claims in Utah and other states. The parties also
103 generally recognize that utilities in all Western states are facing substantial increases in
104 commercial insurance premiums driven by wildfire risk and, like Rocky Mountain
105 Power, are considering alternatives such as additional self-insurance to manage rising
106 costs.

107 Utah took an important step forward in addressing utility wildfire liability risk
108 when it adopted Senate Bill (“SB”) 224, which establishes a cap on non-economic
109 damages and authorizes the creation of a Utah Fire Fund to supplement other forms of
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insurance to pay third-party claims. However, the risk of major wildfire claims still
exists, which necessitates the need to procure excess liability coverage to maintain
prudent operations. The intervenors’ direct testimony did not contend otherwise.
What is the issue regarding the prudence of the Company’s ELI premium
expenditures that arose in the DAO proceeding?
In the DAO proceeding, the Company sought to defer the amounts of its excess ELI
premium expenses from its 2023-2024 coverage period to the effective date for new
rates reflecting higher ELI costs. The Commission initially denied the Company’s
deferral application after concluding that the Company had not demonstrated that the
costs were likely to be recovered in a future rate proceeding.® The Commission
concluded that the Company had not adequately addressed concerns regarding the
verdict in James, in which an Oregon jury found the Company grossly negligent in
connection with four wildfires that occurred over the 2020 Labor Day weekend. More
specifically, the Commission concluded that the Company did not “demonstrate its
tortious conduct is not a substantial or primary cause of its increased premiums.”’ The
Commission reasoned that while it would “not prejudge whether RMP might ultimately
demonstrate the increased ELI premiums are a prudent expense,” the prudence
demonstration would require additional evidence regarding the question of whether the
tortious conduct alleged in James was the cause of increased ELI premiums.®

The Commission granted PacifiCorp’s request for rehearing, explaining that

“[i]t is in all stakeholders’ interest to ensure these complex issues [regarding ELI

® Docket No. 23-035-40, Order Denying Application at 12-14.
7Id. at12.
81d. at 14.
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impacts of the James verdict] are fully and fairly adjudicated on the merits.”’ Ms.
Coleman filed direct testimony in these Phase III proceedings demonstrating that the
Company’s insurers did not consider the gross negligence verdict in James in their
determinations of 2023-2024 ELI premiums.

How would you summarize what the Company’s Phase III direct testimony
demonstrated regarding the impact of the James verdict?

The Company’s testimony demonstrated that ELI premiums did not increase due to
insurers’ perceptions, based on the James verdict, that PacifiCorp acted negligently in
addressing wildfires. The Commission expressed concern in the DAO order that
premiums went up because the Company acted unreasonably, and by extension,
payment of the increased premiums was imprudent and not recoverable in rates. The
Company’s Phase III direct testimony presented uncontroverted evidence that, as the
Commission framed the issue in the DAO order, conclusions by insurers about the
“tortious conduct” alleged in James were not the “substantial or primary cause of ...
increased premiums.”!’ The Company’s direct testimony discussed several reasons for
higher ELI costs, but a judgment by insurers regarding tortious activity by the Company
was not one of them. While the Company is concerned by, and already seeking
solutions to, the ever-increasing cost of ELI premiums, its decision to maintain

adequate insurance was and remains a prudent business decision.

° Docket No. 23-035-40, Order on Review at 20 (May 29, 2024). While the Commission initially intended to
address rehearing in a separate docket, the Commission subsequently consolidated the rehearing into Phase 111 of
this general rate case.

19 Docket No. 23-035-40, Order Denying Application at 12.
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How did the Phase III intervenor witnesses address the prudence issue you have
described?

The intervenor witnesses took various positions but often glossed over the prudence
issue that is central to the Commission’s consideration of increased ELI premiums.
UAE witness Higgins agrees that “the Company has been able to demonstrate that the
James verdict is not included in its loss history”!! that drove extraordinary ELI
premium increases. Similarly, OCS witness Ms. Alyson Anderson acknowledges that
“RMP shows that the James verdict would not have been considered in any loss history
leading to an impact on the 2023 or test year ELI [premium] costs (due to exhaustion
of insurance coverage for 2020 prior to the James case).”'? At the other extreme,
UTLCG witness Ms. LaConte entirely omits reference to the facts regarding loss
history and other factors, presented by Ms. Coleman, but nevertheless opines that it
“appears apparent” that ELI increases are “attributable, in significant measure,” to
James."?

Other witnesses do not rebut the facts the Company has presented but seek to
shift the Commission’s focus away from whether the Company’s alleged imprudent
actions caused ELI premiums to increase. Rather, they argue that the fact that the
Company used its ELI to pay claims based on wildfire events provides a basis for

disallowing substantial portions of the ELI premiums it must pay to maintain insurance

coverage. In essence, intervenor witnesses contend that if the Company has a loss

! Phase III Direct Testimony of Kevin C. Higgins, lines 33-35.
12 Phase I1I Direct Testimony of Alyson Anderson, lines 82-85.
13 Amended Phase I1I Direct Testimony of Billie S. LaConte, lines 181-182.
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history based on experiencing wildfire events in its service territory, then future
premium increases should be largely unrecoverable.

Is it reasonable to disallow ELI costs on this basis?

No. The intervenor witnesses concede that the increasing incidence and intensity of
wildfire in the Western U.S., combined with the ubiquity of utility infrastructure in Fire
High Consequence Areas (“FHCA”) and elsewhere where people elect to live and
work, have dramatically impacted the rates and coverage levels for ELI available to
electric utilities.!* Similarly, the intervenor testimony does not contest the fact that
insurance premiums are substantially influenced by a utility’s loss history (whether the
liabilities paid by insurance are related to wildfire or other hazards).

For example, WRA witness Boothman presents a chart summarizing “2024
Premium Renewals” for utilities in various regions of the country.!®> The chart reports
that in 2024, utilities in “Western States” who had experienced no losses in their prior
ELI policies were faced with 300 percent premium increases. For Western States
utilities who reported losses (i.e., who experienced liabilities for which they were
compensated by their insurers), the 2024 premium renewals involved 1,000 percent
premium increases.'® The massive increases in premiums for ELI policies that include
wildfire coverage are not associated with negligence, or other actions that might be
viewed as imprudent. Rather, they are associated with having major events that result

in liability claims in the utility’s service territory. Moreover, the “smaller” (300 percent)

14 See, e.g., Phase I1I Direct Testimony of Jeffrey S. Einfeldt, lines 160-165; Phase III Direct Testimony of Peter
J. Kelly, lines 325-326, 376-378; Phase I1I Direct Testimony of Mark Ellis, lines 58-72; Phase III Direct Testimony
of Karl Boothman, lines 157-158; Phase III Direct Testimony of Logan Mitchell, lines 58-59, 113-121.

15 Phase I1I Direct Testimony of Karl Boothman, lines 102-103 (Table RLM-R-2).

16 1d.
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premium increases applied to utilities that had not experienced losses paid by their
insurers. According to the data presented by WRA, ELI premium increases of 300
percent are levied solely because a utility does business in a geographic area with
wildfire exposure.
How does the increasing incidence of wildfire in the Western states and the impact
of loss history on past and future ELI premiums relate to the prudence inquiry?
PacifiCorp has demonstrated that its increased insurance costs are related to its
increased wildfire risk and associated claims history, not to imprudence. None of the
intervenor witnesses assert the proposition that a utility is imprudent strictly because a
wildfire occurs in its territory. Nor do the witnesses contend that using insurance (which
has already been paid for) to defray the costs of liabilities is an imprudent business
decision. Use of insurance when necessary is, after all, the central business purpose for
purchasing any kind of liability insurance. Nevertheless, intervenor witnesses advocate
for disallowing tens of millions of dollars of the insurance premiums the Company pays
to maintain coverage in a time of rising risk. Without evidence that the Company has
acted imprudently, there is no basis for these proposed disallowances.
ALLOCATION OF ELI EXPENSES USING THE SYSTEM OVERHEAD

FACTOR IN THE APPROVED 2020 PROTOCOL IS JUST AND
REASONABLE

How are insurance expenses allocated among the six states served by the
Company?
As I will describe in more detail later in this section of my testimony, the Company’s

insurance expense has been allocated pursuant to the 2020 Inter-Jurisdictional Cost
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Allocation Agreement (known as the 2020 Protocol)!'” approved by the Commission

and the state commissions of the five other states served by the Company.

Q. Was the inter-jurisdictional allocation of ELI expenses an issue in the DAO
proceeding?
A. No. As discussed in Section II above, and in Ms. Coleman’s Phase III direct and rebuttal

testimony, the central issue in the DAO proceeding was whether the Company’s
expenditures on ELI premiums were prudent, not the allocation of those premiums
among the states. In its direct testimony supporting the Application, the Company
proposed allocating ELI expenses using the 2020 Protocol,!® as those same expenses
were allocated by the Commission in the Company’s most recent general rate case in
2020."

Q. What did intervenors propose in Phase III direct testimony regarding inter-
jurisdictional allocation of ELI expenses?

A. The intervenors took various approaches to the question of whether ELI expenses
should continue to be allocated as provided in the 2020 Protocol. UAE, FEA, UCE,
and WRA do not propose a departure from the 2020 Protocol’s allocation methodology.
DPU, OCS, and UTLCG advocate moving away from the use of the SO allocation
factor applicable to recovery of insurance costs, although DPU would use SO as one

element in a novel combination of factors.

17 See Application of Rocky Mountain Power for Approval of the 2020 Inter-Jurisdictional Cost Allocation
Agreement, Docket No. 19-035-42, Order Approving 2020 Protocol (April 15, 2020). The text of the 2020
Protocol approved by the Commission was filed in Docket No. 19-035-42 as Exhibit RMP__ (JRS-1). See Docket
No. 19-035-42, Exhibit RMP__ (JRS-1) 2020 Protocol (Dec. 3, 2019). See also Application of Rocky Mountain
Power for Approval of an Extension to the 2020 Inter-Jurisdictional Cost Allocation Agreement, Docket No. 23-
035-20, Order Approving Extension of the 2020 Protocol (July 27, 2023).

18 See Direct Testimony of Shelley E. McCoy.

19 Docket No. 20-035-04.
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Q. Do the intervenors who suggest new inter-jurisdictional allocation methodologies
use consistent factors in their proposals?

A. No. Some proposals purport to link ELI cost allocation to factors specifically related to
fire risk, others seek state-specific differentiation based on factors like Utah’s passage
of SB 224, and others urge insurance premiums be allocated based on transmission or
distribution line miles in each state. I will address the individual proposals later in my
testimony.

Do you have any general observations about the intervenor proposals?

Yes, I have three overall observations. First, the Company notes that if each state creates
its own independent methodology for allocating excess liability insurance costs, other
states will likely take a similar approach and utilize factors that allocate insurance costs
away from their customers and toward customers in other states.

For example, in recent rate cases in Oregon and Wyoming, parties
recommended various re-allocations of costs related to wildfire insurance which would
result in markedly different outcomes. Oregon Public Utility Commission staff
(“Oregon Staff”) proposed an allocation formula that would have applied to a fund to
insure against extraordinary wildfire losses.?’ Oregon Staff’s allocation included
factors like the lines of overhead transmission and distribution in each state, the impact
of infrastructure located in FHCA, the number of wildfire events, the number of high

fire risk “red flag days” in each state, and data regarding property value and its impact

20 Oregon Staff proposed its allocation methodology in response to the Company’s recommended insurance-
related costs including a Catastrophic Fire Fund, which the Company proposed, but later withdrew, in its recently
concluded Oregon rate proceeding. The Oregon Staff proposed its allocation methodology in the testimony of
Staff witnesses Brewer, Pileggi, and Stevens. See In the Matter of PacifiCorp dba Pacific Power, Request for a
General Rate Revision, Docket No. UE 433, Opening Testimony of April Brewer, Rose Pileggi, and Bret Stevens,
at 22-32 (June 28, 2024).
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on liability risk.?! These factors are similar to many of those proposed by DPU
witnesses Mr. Einfeldt and Mr. John Gleba, and UTLCG witness Ms. LaConte. In
testimony in a Wyoming proceeding, the Wyoming Office of Consumer Advocate
(“OCA”) proposed an “Excess Liability Factor”?? to replace the SO factor that utilized
many of the same elements included in the Oregon analysis and in the
recommendations made by DPU and UTLCG for Utah.

Notwithstanding these common elements, the results are very different. Table 1
below sets forth the proposed allocation percentages under the 2020 Protocol and under

the Oregon Staff, Wyoming OCA, and DPU proposals.

Table 1

Source State Allocation

California Oregon Washington Utah Idaho Wyoming
2020 Protocol | 2.6580% 27.6636% 7.3267% 44.2558% 5.4353% 12.6607%
- SO Factor
Oregon 6.87% 24.46% 4.53% 42.69% 5.42% 16.03%
Commission
Staff??
Wyoming 9.8866% 55.4819% 1.9126% 24.1888% 3.0511% 5.4790%
OCA*
Utah DPU 22.2% 29.5% 3.3% 14.3% 5.1% 25.6%
Phase III
Testimony?

27d.

22 In the Matter of the Application of Rocky Mountain Power for Authority to Increase its Retail Electric Service
Rates by Approximately 3123.5 Million Per Year or 14.7 Percent, To Establish An Insurance Cost Adjustment
Rider, To Revise the Energy Cost Adjustment Mechanism, To Approve The Wildfire Mitigation Plan, and To
Approve A Voluntary Renewable Energy Credit Program, Docket No. 20000-671-ER-24 (Record No. 17659),
Direct Testimony of Anthony J. Ornelas, OCA Exhibit No. 300 at 8-13 (Dec. 20, 2024).

23 The figures in this table attributed to the Oregon Staff Direct Testimony are drawn from five different allocation
proposals made by Oregon Staff for the costs of a Catastrophic Fire Fund proposed in Oregon PUC Docket No.
UE 433. The percentages represented here are the averages of each state’s allocation under the five proposals. See
Docket No. UE 433, Opening Testimony of April Brewer, Rose Pileggi, and Bret Stevens, Exhibit 2203 at 13. See
Oregon Staff Direct Testimony, Exhibit 2203 at 13.

24 Docket No. 20000-671-ER-24 (Record No. 17659), Direct Testimony of Anthony J. Ornelas, OCA Exhibit No.
300 at 12.

25 Phase I1I Direct Testimony of John Gleba, lines 1427-1429.
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Not surprisingly, each proposal tilted the insurance cost allocation away from the
customers in the state in which the proposal was made. For example, the DPU proposal
in this case would reduce Utah’s allocation by approximately 30 percent (and increase
California’s allocation by approximately 20 percent and Wyoming’s by approximately
13 percent).

As is usually true with cost allocation, methodologies directed to assist one
state’s customers will likely come at the expense of the Company’s customers in other
states or undermine the ability of the Company to recover its costs of providing service
and contribute to financial instability. Cost allocations always involve such trade-offs,
but the Company submits that a better approach to determining multi-state allocations
is to allow the Company to continue to work with stakeholders in the Multi-State
Process to evaluate how to address insurance for multi-state application. The 2020
Protocol requires the Company to file a new allocation proposal in 2025 that addresses
the interests of each of the states. The consideration of a revised, system-wide
allocation methodology, which the Company will file in Utah and the other states in the
next few months, allows for a more wholistic approach to address the dynamic
insurance issues than the ad hoc proposals offered in this proceeding.

Second, adoption of an allocation methodology for Utah relies on the fiction
that other states will adopt the same approach and pay their revised share of costs based
on the newly adopted methodology. In reality, it is more likely that prudent costs will
be allocated away from Utah and to other states without the Company having any legal
means of collecting the costs shed by Utah from any of the other states. This represents

a disallowance masked as cost allocation. Notably, the Oregon Commission did not
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adopt and the Wyoming parties settled to not adopt the cost allocation proposals
referenced above.® ELI costs in 2025 in both states will be recovered using SO factor
allocation factor.

Finally, the intervenors who recommend reducing the insurance costs allocated
to Utah fail to account for the benefits Utah customers continue to receive through
insurance. As Ms. Coleman discusses in her Phase I direct testimony supporting the
Company’s application, “Utah customers have benefitted materially from excess
liability insurance coverage including recovery of over $450 million system-wide since
2010, which offsets claims paid by PacifiCorp. These insurance recoveries directly
reduce the cost of claims paid, providing financial stability for both the Company and
its customers.”?” When the Company receives reimbursement through its insurance for
excess liability claims, those reimbursement benefits are also system allocated under
the 2020 Protocol using the SO factor. The intervenor proposals in Phase III testimony
propose to retroactively reallocate the costs of insurance the Company has obtained,
but do not propose a concomitant reduction in the benefits Utah customers have
received through those insurance policies. As a result, the recommendations are
inconsistent with the ratemaking principle that costs and benefits stemming from

Company actions should be allocated similarly.

26 In Oregon, the allocation was proposed as applying to a Catastrophic Fire Fund proposal that was withdrawn
before the proceeding was heard by the Oregon Commission. ELI costs remain subject to SO Allocation Factor.
See In the Matter of PacifiCorp, dba Pacific Power, Request for a General Rate Revision, Docket No. UE 433,
Order No. 24-447 (Dec. 19, 2024). The Company’s general rate case in Wyoming recently settled, and the
allocation methodology presented in OCA’s testimony was not included in the settlement. See, In the Matter of
the Application of Rocky Mountain Power for Authority to Increase its Retail Rates by Approximately $123.5
Million Per Year or 14.7 Percent, To Establish An Insurance Cost Adjustment Rider, To Revise the Energy Cost
Adjustment Mechanism, To Approve The Wildfire Mitigation Plan, and To Approve A Voluntary Renewable Energy
Credit Program, Docket No. 20000-671-ER-24 (Record No. 17659), Stipulated Decision Matrix, at 6-8 (March
4,2025).

%7 Direct Testimony of Mariya V. Coleman, lines 260-263.
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ELI Cost Allocation and the 2020 Protocol

Q. What is the 2020 Protocol?

The 2020 Protocol is the Commission-approved methodology through which the
Company allocates costs among the six states in which the Company serves retail
customers. The 2020 Protocol governs the allocation of costs during the “Interim
Period,” which was initially intended to expire in 2023.%® The Commission extended
the 2020 Protocol through December 31, 2025.%°

Q. Please explain why it is appropriate to apply the cost allocations agreed to in the
2020 Protocol for purposes of this general rate case.

A. The 2020 Protocol provides that its “agreed-upon approach for cost allocations [to]
each State ... will be used by PacifiCorp in proceedings or filings commenced during
the Interim Period.”*° The “Interim Period” was defined to remain in effect through
December 31, 2025 by the Commission’s July 2023 order extending the 2020
Protocol.?! The language of the 2020 Protocol itself directs PacifiCorp to utilize its
provisions for cost allocation matters in this proceeding, which “commenced” in 2024.
The Company has relied on the Commission’s approved cost allocation protocol in
operational decisions and in preparing this general rate case. Allowing recovery of costs
allocated using the currently effective, Commission-approved 2020 Protocol allocation

methodology will result in just and reasonable rates for Utah customers.

28 Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, lines 14, 21-22.
2 Docket No. 23-035-20, Order Approving Extension of the 2020 Protocol at 2, 6.
30 Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, lines 98-99.

31 Docket No. 23-035-20, Order Approving Extension of the 2020 Protocol at 2, 6.
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How are the Company’s costs for ELI premiums currently allocated among the
six states in the Company’s service territory?
The 2020 Protocol provides that “Administrative and General Costs” are allocated to
Utah and other PacifiCorp states by applying the SO factor. The 2020 Protocol defines
“Administrative and General Costs” as “costs included in [Federal Energy Regulatory
Commission (“FERC”)] accounts 920 through 935.”32 One of the accounts is FERC
Account 925, Injuries and damages.** FERC’s definition of the costs to be recorded in
Account 925 states that:
[T]he following items must be included in this account: . . . Premiums
payable to insurance companies for protection against claims from
injuries and damages by employees or others, such as public liability,
property damages, casualty, employee liability, and other similar
items.>*
Appendix B of the 2020 Protocol delineates that all Administrative and General Costs
not otherwise directly assigned to a jurisdiction or customer, not mine-related, or not a
FERC regulatory expense, are allocated using the SO factor.*
Has the Commission allocated insurance expenses using the SO factor in past
cases, consistent with the agreement in the 2020 Protocol?
Yes. [ am not aware of any Utah rate proceeding since the Multi-State Process for cost

allocation began in 2002 in which ELI premiums were allocated on any other basis than

as Administrative and General Costs subject to the SO factor.

32 Docket No. 19-035-42, Exhibit RMP__ (JRS-1) 2020 Protocol, Appendix A, line 4.
318 C.F.R. § 367.9250 (2025).

3 1d. § 367.9250(b)(1).

3% Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, Appendix B at 3.
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Is the SO factor still a reasonable way to allocate the Company’s insurance
premium costs?
Yes. Insurance premiums have historically been treated as System Overheads in utility
ratemaking. The FERC accounts that the parties to the 2020 Protocol applied to define
“Administrative and General Costs” all relate to company-wide administrative
expenses that utilities use to support their overall business operations. These include
wages and salaries (Account 920), office supplies and expenses (Account 921),
employee pensions and benefits (Account 926) — along with property and excess
liability insurance (Accounts 924 and 925). Each of these types of expenses fund
operations that are undertaken to support all utility operations and benefit all utility
customers. As explained in in my Phase I rebuttal testimony, insurance fits squarely in
this category because it benefits all states.*
Is there an approved process for parties to recommend alternative allocation
methodologies?
Yes. Section 8.4 identifies the approved process for recommending alternative
allocation factors. Section 8.4 reads:
Parties agree not to propose or support changes to the 2020 Protocol
applicable to the Interim Period based on a Party’s dissatisfaction with
a reasonably foreseeable outcome from implementation of the 2020
Protocol. Before proposing an alternative or modification to the 2020
Protocol based primarily on changed or unforeseen circumstances, each
Party agrees to first make the proposal to the Parties and attempt in good

faith to resolve the concern before asking a Commission to change the
2020 Protocol.*’

36 Phase I Rebuttal Testimony of Joelle R. Steward, lines 803-809.
37 Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, lines 947-952.
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Did any of the parties filing Phase III direct testimony propose alternative
allocation factors for ELI premium costs to other parties to the 2020 Protocol
before proposing changes here, as required by Section 8.4?
No.
How will inter-jurisdictional costs be allocated following expiration of the 2020
Protocol?
The Company and stakeholders previously conferred regarding extension or
replacement of the 2020 Protocol through the Framework Issues Workgroup, which
was a sub-group of the Multi-State Process. Those meetings continued in 2024, but did
not appear to be leading to consensus on extension of the 2020 Protocol or the terms of
a replacement cost allocation methodology. On July 11, 2024, the Company informed
the Commission that it had become apparent to the Company that the complexities of
achieving a fully negotiated agreement with sufficient time to seek required approvals
was unlikely. The Company reported that, given the circumstances, it would propose a
new cost allocation method pursuant to Section 2.2.3 of the 2020 Protocol.3®
What is Section 2.2.3 of the 2020 Protocol?
Section 2.2.3 reads:
If the Company determines that it is unlikely that a Post-Interim Period
Method agreement will be reached before the end of the Interim Period,
then the Company will propose an allocation method for the Post-
Interim Period for consideration by the Commissions. Parties are free to
take any position regarding PacifiCorp’s proposal, including proposing

alternative allocation methodologies, or initiating a complaint or
investigation of PacifiCorp’s proposal.’

38 Docket No. 23-035-20, Letter to Commission from Joelle R. Steward on behalf of Rocky Mountain Power (July
11,2024).
39 Docket No. 19-035-42, Exhibit RMP___ (JRS-1) 2020 Protocol, lines 115-119.
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What process does the Company anticipate for adoption of a cost-allocation
methodology following expiration of the 2020 Protocol?

Consistent with Section 2.2.3 of the 2020 Protocol, the Company intends to propose an
allocation methodology for review by the Commission and interested parties. The
Company intends to submit its proposal with time to allow review of the Company’s
proposed allocations. The implementation of a new cost-allocation methodology will
occur through subsequent rate filings.*

Will the Company’s filing for a new cost-allocation methodology include a
proposal to allocate insurance costs?

The Company plans to make a separate filing to address wildfire insurance, which will
include both the potential for including self-insurance as well as how to allocate any
shared policy coverage. While the Company terminated negotiations with the
Framework Issues Workgroup, the Company continued to meet with parties to discuss
issues relating to insurance and plans to hold additional workshops prior to filing.
How do the Company’s current insurance policies benefit all customers?

Paying an insurance premium is a sensible hedge against paying much higher costs that
would come due if liability arose and no insurance was purchased. The “cost” of
insurance is the premium, or, in the case of self-insurance, the funds reserved for
payment of claims. The basic transaction is no different if one is insuring a home, a car,
or a business against liability claims. But insurance is particularly critical to utilities.

As Company witness Ms. Coleman’s direct testimony explained: “Utilities maintain

40 For example, Section 3.2 of the 2020 Protocol explained the timing of Net Power Cost (“NPC”) filings to

transition from the 2020 Protocol to the subsequent agreement. A similar transition is likely necessary to
effectuate any changes in rates following approval of an allocation methodology.
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insurance at different levels compared to other industries in order to avoid the volatility
of claims on customer rates, especially when the utility does not directly control the
pricing of the service it provides.”*! Utilities incur insurance costs not to boost profits,
but to protect themselves and their customers from exposure to large claims that could
impact the utility’s financial stability and its rates.

Anyone who purchases insurance incurs the costs because the insurance policy
promises a substantial benefit. The benefit is covering the risk of large and
unpredictable claims. Whether the Company’s insurance provides benefits to offset
liabilities incurred due to events in Utah or in other states, the purpose of insurance is
to mitigate potential financial losses that could have devastating impacts on the
Company’s financial health if left uninsured.

It is clear that customers in Utah and all other PacifiCorp states have
experienced tangible benefits from the Company’s insurance expenses. As I noted
earlier in my testimony, the Company has documented that Utah customers have
benefitted from recovery of over $450 million of insurance payments system-wide
since 2010. These insurance recoveries directly reduce the cost of claims paid,
providing financial stability for both the Company and its customers.

B. Intervenor Proposals to Change the Inter-jurisdictional Allocation of ELI Costs.

Q. Please identify which parties’ testimony on inter-jurisdictional allocation you
will respond to in your rebuttal testimony.

A. The Phase 111 direct testimony of witnesses for FEA, UAE,** UCE, and WRA did not

41 Direct Testimony of Mariya V. Coleman, lines 257-259.
42 UAE does not address inter-jurisdictional allocation, but focuses on rate spread and class allocation of costs.
See Phase I1I Direct Testimony of Kevin C. Higgins, lines 373-393.
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recommend the Commission depart from the approved SO factor allocation of ELI
premium costs. My responses on this issue will thus focus on the testimony of
witnesses for DPU, OCS, and UTLCG.

1. Responses to DPU

Q. What did DPU propose regarding inter-jurisdictional allocation of ELI premiums
in its Phase III direct testimony?

A. DPU witnesses filing testimony in Phase III addressed four topics regarding use of the
SO factor or alternative methodologies for allocating ELI premium costs.** Those
topics are: (a) DPU’s contention that use of the SO factor is no longer just and
reasonable due to ELI premium increases; (b) its argument that use of the SO factor
subsidizes customers in states other than Utah; (c) the contention that the allocation of
costs to Utah should be reduced due to SB 224; and (d) DPU witness Mr. Gleba’s
various proposals for a revised allocation of ELI premiums.

Q. How do you respond to DPU’s argument that use of the SO factor is no longer just
and reasonable?

A. DPU witness Mr. Einfeldt states that when ELI premiums were “relatively small, and
combined with other General and Administrative expenses, allocation based on the SO

244

factor ... did not have a material impact on determining just and reasonable rates.

The recent large ELI increase “exposes the unfair and unjust result” of SO factor

43 In Phase I, DPU witness Thomas A. D’ Ambrosia contested the Company’s proposal to allocate wildfire-related
litigation costs using the SO factor and suggested that it may not be appropriate to use the SO factor to allocate
wildfire-related injuries and damages (“I&D”) expenses. Phase I Direct Testimony of Thomas A. D’ Ambrosia,
lines 403-445, 501-553, 563-569. Mr. D’ Ambrosia noted that his testimony did not address the allocation of ELI
premiums because “[tJhe [Commission’s] October 4, 2024 Order essentially remove[d]” the cost of excess
liability insurance premiums “from the revenue requirement in this case for adjudication in a separate
process/proceeding.” Phase I Direct Testimony of Thomas A. D’ Ambrosia, lines 386-388.

4 Phase I1I Direct Testimony of Jeffrey S. Einfeldt, lines 224-227.
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allocation.* The increase in ELI costs, he contends, is a changed circumstance that
“requires a re-evaluation of the use of the SO factor.”*¢ Mr. Einfeldt’s position ignores
two principles that are fundamental to appropriate cost allocation.

First, nothing has changed regarding the benefits that Utah customers receive
from the Company’s procurement of adequate ELI. If an event occurs in Utah that
involves third-party liability claims, the Company’s insurance policies will, as
discussed above, defray the costs of the Company’s response to the event. The costs of
attaining those benefits have increased, but the principles underlying allocation of the
costs and benefits associated with insurance costs have not changed.

Second, if the Company’s costs are prudently incurred, it should be allowed to
recover them, even if those costs have increased.*’ For insurance in particular, the only
benefit the Company receives from paying higher ELI premiums is that it is able to
offer insurance protection to itself and its customers against large claims. Just as the
ratemaking process authorizes recovery of higher cost items during times of economic
inflation, the process should not deny (or attempt to allocate away) recovery of higher
insurance premiums set by third party providers.

In addition, Mr. Einfeldt implies that SO allocation of ELI premiums has always
been “unfair and unjust,” but that higher premiums “expose[d]”*® that unfairness. This
argument disregards the Commission’s approval and use of the 2020 Protocol’s SO

factor allocation for insurance premiums. SO allocation of insurance is no more unfair

4 Id. at line 228.
4 Id. at lines 267-270.
4T For the reasons I discuss above, and as detailed in the testimony of Company witnesses Mariya V. Coleman and

Frank Graves, the Company’s ELI premium expenditures are prudently incurred costs.
4 Id. at line 228.
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than SO allocation of other Administrative and General costs that are similarly
allocated. At its root, the argument is not about a legacy of “unfair and unjust”
allocation, but rather about trying to reduce one state’s share of a third-party cost that
has dramatically increased the Company’s costs of doing business. That does not
provide a principled basis for unilaterally altering inter-jurisdictional allocation in a
way that essentially creates a disallowance of costs not otherwise justified.

How do you respond to DPU’s claim that SO factor allocation no longer
“reasonably reflect[s] the cost causation of insuring the Company’s assets in
Utah”?%

The Company’s ELI policies have never insured only “the Company’s assets in Utah,”
and they would be woefully inadequate if they did. Utah customers benefit from power
generated by assets in the Company’s other states, and from power flowing over
networked transmission assets that are not all in Utah. Insurance proceeds that pay
claims related to events involving those out-of-state assets benefit the Utah customers
who receive the power those assets generate and transmit. Similarly, customers in other
states benefit from the ELI paid for in their rates that insures Utah-based assets when
an event occurs in Utah that results in use of insurance to pay claims.

DPU witness Mr. Gleba argues that inter-jurisdictional allocation of ELI costs
would better track cost causation if it was “closely related to the costs associated
with the likelihood of severe wildfire in those states.”>” How do you respond?

The “likelihood of severe wildfire” in a state is linked not only to what has occurred in

the past, but to the conditions that affect fire risks in the future. While Utah has been

4 Id. at lines 53-54.
50 Phase I1I Direct Testimony of John Gleba, lines 1294-1295.
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fortunate to avoid major wildfire in the past several years, Company witness Mr. Graves
demonstrates that state-by-state estimates of wildfire probability consistently rank Utah
as a higher risk state. The risk profile of the Western states in which the Company
operates is a primary reason why, as Ms. Coleman testifies, the BHE allocation of ELI
premiums has assigned increasing shares of ELI premiums to PacifiCorp. The future
risk of wildfire in Utah is sufficiently high that it does not distinguish Utah from other
states that share the ELI coverage to support a disproportionately lower allocation of
the costs for that coverage.

Q. How do you respond to DPU’s argument that the current ELI allocation results in
Utah customers subsidizing customers in other states?>!

A. DPU’s conclusion does not withstand analysis. For example, assume State A
experienced a severe wildfire and the Company used its ELI to pay claims made against
it. The customers in State A do not receive direct, situs-based rate or service benefits
from those payments, because the payments go to third parties. Similarly, such direct
benefits do not flow to the Company’s customers in State B (where there was no fire).
The payments from the ELI policies go to third parties who made claims, not to the
Company’s customers (unless a customer also has a liability claim). The Company’s
assets in State A that were damaged by the wildfire are not repaired using ELI proceeds;
they would have been insured by property, rather than excess liability, insurance.
Customer rates and services in State A are not directly affected by the use of ELI to pay

claims in their state.

5! See Phase 111 Direct Testimony of Jeffrey S. Einfeldt at lines 298-299 (“Application of the current SO Factor
results in Utah ratepayers subsidizing the insurance costs of ratepayers in other states.”); see also id. at lines 299-
302.
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Rather, State A customers benefit from ELI in the same way as State B
customers. The Company’s responsibility to pay State A claimants would be
substantially reduced due to its having adequate insurance coverage. The costs that the
Company would need to recover in rates — in State A and State B — would be less due
to the premium payments that were recovered from customer rates in State A and State
B. If a wildfire later caused damage in State B, the situation would be the same: rates
and services for State B customers would not be changed due to the claims paid to third
parties that were covered by ELI; State A customers would still benefit from the ELI
policies’ pay-outs that mitigate the Company’s financial exposure.

There is no cross-subsidization of states’ customers when the Company draws
on ELI proceeds for an event in another state, or when the Company pays premiums
for policies that cover potential liabilities in any of the states it serves. The fact that
utility ELI policy premiums have increased does not alter the absence of subsidization.
How do you respond to DPU’s argument that “all other states enjoy the benefits
of Utah’s legal environment that limits liability and damage claims for all system
assets located in Utah”?2
The Company appreciates that Utah policymakers have been at the forefront of
responding to the growing threat of wildfire to utilities in the West. The Utah
Legislature enacted House Bill (“HB”) 66 in 2020, which limits negligence findings
against utilities operating under wildland fire mitigation plans, and specifies liability

provisions applicable for damages arising from a wildland fire.>* That was followed by

52 Id. at lines 420-421.
53 See H.B. 66, Wildland Fire Planning and Cost Recovery Amendments, available at:
https://le.utah.gov/~2020/bills/static/HB0066.html (last visited February 28, 2025).
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further legislative action in 2024, with the passage of SB 224, which includes limits on
non-economic damages and allows the establishment of a Utah Fire Fund.>*

The Utah legislation provides strong policy support for utilities operating in the
state, in compliance with wildland fire mitigation plans, from catastrophic risks
associated with wildfires. For example, the Utah Fire Fund can be utilized when utility
liability has exceeded its available insurance proceeds. The law does not, however,
remove a utility’s need for substantial ELI coverage (either from commercial policies
or self-insurance). Similarly, the limits on non-economic damages can prevent jury
verdicts where damage awards spiral upward based on subjective non-economic
damage determinations. ELI nevertheless remains critical to cover what could be
substantial third-party property damage claims if a wildfire ever struck areas in Utah’s
growing wildland-urban interface. In sum, Utah’s positive policies have not diminished
the Company’s need to obtain insurance in an extremely difficult market.

As Company witness Ms. Coleman demonstrated in her direct testimony, ELI
insurers base their premiums in large part on a company’s loss history — and those loss
histories are not developed on a state-by-state basis. The policies on offer to the
Company since 2023 have not differentiated premium amounts in a way that accounts
for state policies.

Utah’s state legislation is viewed favorably by credit rating agencies>> and state
policy will likely have a positive effect if a future wildfire event in Utah leads to large

damage claims. Future litigation outcomes will be bounded by rules that enable fair

34 See S.B. 224, Energy Independence Amendments, available at:
https://le.utah.gov/~2024/bills/static/SB0224.html (last visited February 28, 2025).

35 See PacifiCorp’s Compliance Filing of Moody’s Investors Service, December 9, 2024 Credit Rating Agency
Report filed in Docket No. 24-035-11 on December 9, 2024.
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recovery for claimants without exposing utilities to unlimited, and uninsurable, costs.
While insurers and utilities will benefit if a future event occurs, the Company must pay
its current premiums for the Company to maintain adequate insurance and these
policies do not provide a deduction based on state policies. For that reason, a re-
allocation of ELI premium costs based on state policies does not (at least not yet) reflect
the reality of the insurance market the Company and other utilities face.

How do you respond to DPU witness Mr. Gleba’s arguments regarding BHE’s
inter-corporate allocation of ELI premium costs?

Company witness Ms. Coleman responds to DPU witness Mr. Gleba’s questions about
why PacifiCorp is allocated BHE insurance premiums at current levels.>® Those inter-
corporate allocations are reasonable given PacifiCorp’s loss history, location in a higher
risk area for wildfire than most other BHE companies, and the limited options available
to it from insurers. Mr. Gleba also suggests that BHE’s inter-corporate allocation factors
could be used for inter-jurisdictional allocation of ELI. This approach misses a critical
point.

The ELI costs that the Company seeks to recover are those paid to obtain
insurance for PacifiCorp. The costs of insuring PacifiCorp should be recovered from
customers in the six states served by PacifiCorp because, as discussed above, it is those
customers who benefit when the Company calls on the insurance to cover third-party
liability claims. That is why SO factor allocation is, and has been, an appropriate way
to allocate ELI costs. Applying BHE’s process for inter-corporate insurance cost

allocation, as suggested by Mr. Gleba, does not match the purpose or function of inter-

56 See Phase 111 Direct Testimony of John Gleba, lines 929-1287.
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jurisdictional allocation. Policies covering other BHE companies do not provide
benefits to Utah customers, and their premium costs are irrelevant to the Company’s
recovery of the costs for the policies that do apply in Utah and the other states served
by the Company.

How do you respond to the inter-jurisdictional allocation methodology
recommended by DPU witness Mr. Gleba?

As noted earlier in my testimony, DPU witness Mr. Gleba recommends a dramatic
reduction in Utah’s historical state share of insurance costs (44.3 percent) down to 14.3
percent. To arrive at this reduction, Mr. Gleba argues that allocated shares for certain
other states should increase dramatically (e.g., Wyoming would go from 12.7 percent
to 25.6 percent).’’ To arrive at his new allocation for ELI, Mr. Gleba uses data sources
and calculations never before used in inter-jurisdictional allocations, and which are
inflected with numerous subjective judgments.

How does Mr. Gleba arrive at his recommendation?

Mr. Gleba first considers two ideas that he does not develop into recommendations. It
is not clear exactly what part he suggests either concept should have in the
Commission’s decision-making in this proceeding. First, he suggests that BHE could
base ELI allocations on estimates (based on his view of state-by-state wildfire risks) on
the likelihood of which state might, hypothetically, consume the most of the Company’s
$10 million self-insurance reserve in a given year. Mr. Gleba assumes Utah, Idaho, and
Wyoming are “the lower risk states”>® for wildfire, a subjective judgment that, as

Company witness Mr. Graves demonstrates, is not supported by data on wildfire risk.

57 Id. at lines 1428-1429.
38 Id. at line 1315.
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His concept is founded entirely on the Commission making a favorable assumption
about risk that agrees with his opinions. This is not a reasonable basis upon which to
allocate insurance costs among the six states. Moreover, his concept would not provide
a basis for allocating existing ELI premiums, but rather for setting state-by-state self-
insurance reserve levels that reflect Mr. Gleba’s view of wildfire risks. Thus, the
concept has no practical application to what is before the Commission in this
proceeding.

Mr. Gleba’s second idea involves “allocating premium based on theoretical
reinsurance costs.””® Again, he urges the Commission to make a broad assumption:
“that per-state excess liability damages across a portfolio of states is approximately
proportionate to the modeled property damage,” so property damage models, rather
than ELI coverage levels and premiums ‘“could be used as a basis of premium
allocation.”®® Mr. Gleba provides no support for his suppositions, nor does he explain
how they would work in practice. Mr. Gleba does not recommend this approach, and
there is insufficient explanation provided for the Commission to consider it.

What methodology does Mr. Gleba actually recommend?

Mr. Gleba arrives at his 14.3 percent Utah allocation of ELI premiums by creating a
complex calculation that is based on what appears to be proprietary data and certainly
includes several instances of subjective judgment. To develop his methodology,
Mr. Gleba says he relied on proprietary Verisk wildfire models and compares them to

an “industry exposure database”®! from an undisclosed source. “These values,” based

% Id. at line 1334.
% Jd. at lines 1351-1355.
ol Id. at lines 1386-1387.
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on what appear to be data sources that are not publicly available, “are then used to
estimate expected wildfire probability curves.”®> Mr. Gleba then states that “[u]sing
these curves, Verisk estimated exceedance probability curves for various return periods
for 13 Western states, including Utah.”® Apparently, Mr. Gleba’s calculation could not
be replicated without the participation of Verisk and use of their models (as well as the
“industry exposure database” that Mr. Gleba says he used in conjunction with Verisk’s
model), and Mr. Gleba did not submit exhibits or workpapers that provide additional
support or clarity for his non-transparent analysis.
How do you respond to Mr. Gleba’s proposal?
Company witness Mr. Graves provides more detailed analysis that breaks down the
flaws in Mr. Gleba’s allocation methodology. From a policy perspective, I recommend
against the Commission adopting the proposal for three reasons. First, the Commission
should not adopt an allocation methodology that relies on proprietary data, black box
calculations, and untested, subjective assumptions. This would be a poor choice in any
context, but especially regarding an allocation methodology that should (though likely
will not, for the reasons discussed earlier in my testimony) be applied to costs in all six
of the Company’s state jurisdictions.

Second, as discussed earlier in my testimony, a unilateral revision of multi-state
cost allocation by one state will not ensure full cost recovery to the Company. As a
practical matter, revising one state’s share without any agreement from other states is
not a re-allocation; it is a disallowance of recovery of any amount allocated away from

the state unilaterally revising its share of costs.

2 Id. at lines 1389-1390.
3 Id. at lines 1391-1392 (emphasis added).
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Third, the Commission has never adopted such a complex, one-off
methodology to determine the amount of cost recovery — of ELI or any other utility
expense item. If the Commission wishes to further explore such a methodology, the
Company urges it to conduct that exploration when the Company files its proposal for
the process that will succeed the 2020 Protocol upon its expiration at the end of this
year.

2. Response to OCS

What did OCS propose for the inter-jurisdictional allocation of ELI premium cost
recovery?

OCS witness Ms. Anderson argues that the Commission should not “authorize
continued use of the SO factor” to allocate ELI costs, but did not make a
recommendation for a specific change to the approved allocation methodology. Ms.
Anderson contends that SO factor allocation is no longer reasonable after the passage
of SB 224 by the Utah Legislature. As I explained in response to similar arguments
made by DPU, Utah’s constructive policies on utility wildfire liability will have a
positive impact on limiting future liability, but they have not yet resulted in reductions
to the Company’s ELI premiums.

Moreover, consideration of novel cost allocation methodologies should not be
adopted based on one-off proposals addressing ELI premiums in this proceeding when
the Company will soon be filing for Commission consideration its proposal for a cost
allocation methodology that will replace the 2020 Protocol. If OCS prepares a specific
alternative to SO factor allocation for ELI premiums, it should be presented and

considered in that upcoming proceeding.
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3. Response to UTLCG

What is UTLCG’s position on inter-jurisdictional allocation of ELI premium
costs?

UTLCG witness Ms. LaConte urges the Commission allocate “wildfire liability ... on
miles of overhead electric [transmission and distribution] T&D lines.”%* Ms. LaConte
argues that the BHE methodology for allocating inter-corporate insurance costs
demonstrates the reasonableness of her preferred approach. However, as discussed
earlier in my testimony, the BHE allocation includes several factors in addition to miles
of overhead T&D lines in each state. The comparison to the BHE allocation is therefore
incomplete and inaccurate.

Moreover, the 2020 Protocol allocates some costs by miles of T&D lines, but
that was not the allocation method adopted and approved by the states for ELI
premiums. Rather than shift to an allocation criterion that was neither selected for use
in this context in the 2020 Protocol, nor representative of BHE’s allocation, the
Company urges the Commission to maintain the SO factor allocation for recovery of
ELI premium costs in this proceeding.

How do you respond to UTLCG witness Ms. LaConte’s recommendation that the
Commission “normalize” ELI expense?

UTLCG witness Ms. LaConte’s proposal is not an inter-jurisdictional allocation
proposal, nor is it actually a “normalization” proposal. Rather it is a substantial
proposed disallowance of the Company’s injuries and damages expenses. Ms. LaConte

proposes the Commission authorize recovery of the Company’s ELI premium costs,

4 Amended Phase III Direct Testimony of Billie S. LaConte, lines 143-144.
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but disallow over $20 million in injuries and damages expenses incurred by the
Company. Ms. LaConte suggests that the approximately $20.3 million disallowance
would allow ELI cost recovery while ensuring customers “are not adversely impacted
by (or subsidizing) the James v. PacifiCorp verdict in Oregon.”%

How did UTLCG calculate this disallowance?

The approach is a variation on the testimony of DPU and WRA witnesses who would
use other utilities’ insurance premium costs to cap the Company’s cost recovery.
Company witnesses Ms. Coleman and Mr. Graves explain why this approach is
misguided and inconsistent with insurance industry practices for establishing
premiums. Rather than compare other utilities’ insurance expenditures, UTLCG
witness Ms. LaConte argues that the Company’s injuries and damages expenses should
be disallowed, to the extent they exceed a range she considers reasonable, based on a
comparison with California utilities.®® Ms. LaConte argues this adjustment is necessary
because the Company experienced a high level of injuries and damages expenses in
2023, which she claims were “due to the impact of the James v. PacifiCorp verdict and
the cash payments for the 2020 Wildfires in Oregon.”%” Her disallowance is based on
that correlation of injuries and damages expense amounts, ELI premiums, and the
James verdict.

Is UTLCG?’s proposal supported by the evidence in this proceeding?

No. As discussed earlier, and in Company witness Ms. Coleman’s testimony, the

Company has demonstrated that ELI premiums did not increase due to insurers’

% Id. at lines 169-170.
% Id. at lines 109-160.
7 Id. at lines 153-154.
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perceptions that PacifiCorp acted negligently in addressing wildfires as a result of the
James verdict. The injuries and damages expenses incurred in 2023 did not include
claims associated with the James verdicts. To the extent the 2023 expenses included
payments to settle other claims — which were predominantly paid using insurance
proceeds — that fact provides no basis for excluding the injuries and damages expenses
incurred in 2023. This is not a “normalization” of injuries and damages expenses or of
ELI premiums, but rather a disallowance of prudent expenses. The proposed
disallowance of injuries and damages expense is simply a method of collaterally
attacking insurance costs based on UTLCG’s misapprehension of the role the James
verdict played in accelerating the Company’s ELI costs. The proposed disallowance is
not justified because the Company’s ELI premiums and injuries and damages expenses
were prudent expenditures. The Company recommends the Commission reject the
UTLCG “normalization” disallowance.
THE COMMISSION SHOULD REJECT THE OCS AND UCE PROPOSALS
FOR “SHARING” ELI PREMIUM COSTS.

What did parties propose in Phase III direct testimony regarding the “sharing” of
ELI premium costs?

OCS witness Ms. Anderson argues that the Company’s shareholders should pay for a
portion of ELI premiums based on OCS’s view that some portion of ELI premium
increases are due to the negligence findings in the James verdict.®® OCS does not
suggest what portion of the Company’s ELI premiums should be “shared.” UCE

witness Logan Mitchell proposes a sharing mechanism focused on emissions

% Phase III Direct Testimony of Alyson Anderson, at lines 99-121.
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reductions. UCE witness Mr. Mitchell presents three options for ELI recovery: (a) static
50/50 sharing of ELI costs; (b) 70/30 Customer/Company sharing band if the Company
is “on target to reduce emissions by 80 percent by 2030”; or (¢) ELI “cost recovery ...
from state or federal governments,” since increasing ELI costs are related to climate
change.®

How do you respond to these proposals in general?

Neither proposal creates a “sharing” mechanism. Rather, if either proposal is adopted,
it will simply result in a disallowance of a portion of the Company’s prudently incurred
costs. Historically, the Company has recovered 100 percent of its commercial insurance
expenses in recognition that ELI is a necessary and prudent expenditure for any
business. At a time when insurance rates are skyrocketing, disallowing prudently
incurred insurance costs makes the problem worse. Moreover, such one-sided
disallowances ignore the fundamental tenets of cost-of-service ratemaking. A utility
incurs expenses to run the operations that provide service to customers. If the expenses
are prudent, the utility should recover those expenses. Otherwise, rates leave the utility
operating at a loss (which is not sustainable for customers or the utility).

Does OCS provide a reasonable basis for its “sharing” disallowance?

No. OCS witness Ms. Anderson concedes that James damages are not in the Company’s
loss history but urges that the Company “has not met it burden of proof regarding the
increase in insurance costs.”’® Disregarding Ms. Coleman’s direct testimony
demonstrating James did not cause ELI premium increases, she relies instead on

“common sense” to claim that Company negligence is responsible for ELI premium

% Phase I1I Direct Testimony of Logan Mitchell, lines 163-201.
70 Phase I1I Direct Testimony of Alyson Anderson, 7, lines 127-128.
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increases. This is insufficient evidence and Company witness Ms. Coleman rebuts
OCS’s argument. I would add that it is not negligence, and not imprudence, but rather
the Company’s use of its ELI policies that OCS suggests justifies a disallowance of ELI
premiums. Imputing negligence and imprudence in this context is unreasonable.
Moreover, OCS witness Ms. Anderson provides no basis for determining how large or
small the “sharing” should be. The Commission should not impose a major
disallowance of prudent costs based on such incomplete reasoning.
How do you respond to UCE’s proposal?
The only basis parties claim for disallowance of the Company’s ELI costs is the
argument, refuted by Company witness Ms. Coleman, that increased premiums are
attributable to the James verdict. UCE does not refute the Company’s testimony on the
James issue. Nevertheless, it proposes a disallowance of between 30 and 50 percent of
the Company’s ELI premiums. UCE’s proposal asks the Commission to disallow costs
not based on the imprudence of the insurance expenditures, but as a way to “ensure [the
Company is] incentivized to address climate-induced risks.””! It is unclear how
compromising the Company’s capacity to insure against climate-induced risks like
wildfire will provide an incentive to address such risks. A 50 percent disallowance of
ELI premiums leaves the Company and its Utah customers more vulnerable to those
risks.

UCE’s other “sharing” alternative would disallow recovery of 30 percent of ELI
premium costs if the Company is “on target to reduce emissions by 80% by 2030 and

continue to reduce emissions after that.”’> Again, making it harder to obtain adequate

"V Id. at line 167.
2 Id. at 175-176.
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ELI coverage in a time of rising risk is patently counter-productive. In addition, UCE
would condition the Company’s ability to recover prudent expenditures on a voluntary
emissions reduction that may result in shuttering existing generation that serves Utah
customers. This unworkable quid pro quo would deny cost recovery for ELI while
providing no cost recovery for steps that might be necessary to reach the emissions
goal, or for the costs of mitigating associated reliability impacts.

Moreover, an order conditioning cost recovery on voluntary emissions
reductions is well beyond the scope of this proceeding, and perhaps the jurisdiction of
the Commission. That is certainly true of UCE’s final proposal, which is to shift ELI
costs to taxpayers. Regardless of the merits of such a proposal, neither the Company
nor the Commission could create such an outcome. The Commission should not
entertain it further.

COMMISSION CONSIDERATION OF SELF-INSURANCE ALTERNATIVES
SHOULD OCCUR IN THE UPCOMING INSURNACE MECHAMISM
PROCEEDING.

What is the Company’s position on increasing its reliance on self-insurance to

mitigate the increasing costs of commercial ELI policies?

My direct testimony filed with the Application detailed the Company’s desire to
evaluate self-insurance for ELI coverage.”® I provided extensive testimony on self-
insurance options that addressed many of the same issues raised in the Phase III
testimony of witnesses for OCS and WRA who support increased self-insurance.

In addition, my direct testimony described the ongoing series of meetings the

Company has convened with participants of the MSP to discuss and seek consensus on

73 Direct Testimony of Joelle R. Steward, lines 635-749.
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self-insurance alternatives.” It was surprising to have Phase III witnesses demand the
Commission order the Company to file a self-insurance proposal when the Company
described in direct testimony its plans to consider self-insurance alternatives as part of
a proposal for a new insurance mechanism.”” It was also surprising that parties who
have made no proposals on self-insurance now claim the Company is woefully behind
on its consideration of the issue.”®

How do you recommend the Commission address self-insurance in this
proceeding?

To put it simply, the same way the Company has recommended since this proceeding
began. The Company requests the authority to recover its ELI premium costs for its
2023-2024 commercial policies, and the annual costs of the current ELI policies (which
commenced coverage in August 2024 and will expire in February 2026). The Company
remains committed to filing for approval of an insurance mechanism that will address
self-insurance and other ongoing insurance cost recovery issues. In that proceeding, the
Company welcomes alternative proposals from intervenors, including proposals like
the revolving credit fund referenced by OCS witness Mr. Ellis.”’ It is the Company’s
hope that the insurance mechanism proceeding will conclude before the expiration of
its existing policies in early 2026. At that point, the Company can use the approved

mechanism to procure an economically optimal mix of commercial policies and self-

insurance.

7 Id. at lines 586-609.

75 See Phase 111 Direct Testimony of Alyson Anderson, lines 226-244.

76 See, e.g., Phase 111 Direct Testimony of Karl Boothman, lines 329-331.
7 Phase III Direct Testimony of Mark Ellis, lines 461-483.
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VI. THE COMPANY’S WILDFIRE MITIGATION PLAN (“WMP”) IS A
VALUABLE COMPONENT OF ITS EFFORTS TO MAINTAIN ADEQUATE
ELI COVERAGE.

How do you respond to WRA witness Boothman’s contention that the Company’s
WMP is “lackluster”’® and hinders the Company’s efforts to obtain ELI
coverage?

WRA'’s contention is utterly naive and lacks merit. Company witness Ms. Coleman
testifies that her experience interacting with insurers is exactly the opposite: insurers
carefully consider and rely on the Company’s plans in their coverage and premium
determinations. The Company has made millions of dollars of investments in wildfire
mitigation in hopes of preventing major fires in Utah and other states.

WRA provides a brief history of the original proceeding where the Company filed
its 2023 WMP for Commission approval, noting the Company revised the 2023
WMP and that the Commission made a finding that it needed more time and
process before it could approve the plan. He claims the Commission should
consider the implications on insurance premiums because at the time of renewal
the Company “did not have an approved WMP in Utah.”” How do you respond?
First, I note that WRA is factually incorrect. At the time of renewal, the Company had
an approved WMP in Docket No. 20-035-28. Even so, this is a moot point because, as
discussed by Ms. Coleman, insurers want to see that a utility has a robust WMP and is

making meaningful investments in mitigation work when considering coverage and

premium determinations. Whether or not a WMP has been approved by a state

78 Phase III Direct Testimony of Karl Boothman, lines 202, 510.
7 Phase I1I Direct Testimony of Karl Boothman, line 205.
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Q.

commission is irrelevant to insurers’ considerations of the actions a utility is taking to
mitigate wildfire risk.

Mr. Boothman compares what he perceives as the Company’s WMP efforts to that
of other utilities, offering quotes from WMP proceedings by other utilities in other
states to substantiate his claim that the Company’s WMP is “lackluster.” Have
intervenors in this case argued the Company is not doing enough mitigation work
in its 2023 WMP?

No. In fact, the Company has been heavily criticized for the level of spending on its
WMP and is addressing various proposals by the DPU, OCS and UAE for cost
disallowances related to wildfire mitigation that were filed in the WMP portion of this
phase. Disallowing expenditures to reduce wildfire risk and ELI premiums
compromises the public interest role of the utility because it hamstrings the Company’s
ability to respond to the very real threats of wildfire in Utah and other states and
undermines the financial stability of the utility.

VII. THE COMMISSION SHOULD ADOPT THE INSURANCE COST
ADJUSTMENT (ICA) AS PROPOSED BY THE COMPANY.

Did the Phase III intervenor direct testimony respond to the actual ICA proposal
the Company made in this proceeding?

In most cases, no. As I explained in my Phase I testimony, the ICA is a proposal to
recover excess liability insurance cost through a separate rider (identified as Schedule
92) instead of through base rates.® In this proceeding, the Company has not advocated

for the ICA to be used as a vehicle for automatic rate adjustment or single-issue

8 Direct Testimony of Joelle R. Steward, lines 694-697; Phase I Rebuttal Testimony of Joelle R. Steward, lines
749-752.
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ratemaking. Rather, the ICA is a first step in segregating ELI costs, which will facilitate
implementation of whatever blend of commercial and self-insurance the Commission
finds reasonable when the Company files its insurance mechanism proposal.®!
Therefore, the Phase III testimony of DPU witness Mr. Einfeldt is incorrect
when he asserts that the ICA would “erode ... incentives™? to seek the most
competitive ELI premiums. The ICA requested in this proceeding would track ELI
premiums and facilitate the broader insurance mechanism. It would have no impact on
the Company’s incentives to reduce costs. Similarly, UTLCG witness Ms. LaConte’s
argument that the ICA represents “single-issue or piecemeal ratemaking” is
misplaced.®
How do you respond to WRA witness Boothman’s argument that adoption of the
ICA is “premature”?
The ICA is a reasonable measure to take in this proceeding to advance development of
broader insurance options in the future. It is rather odd for WRA to argue both that
adoption of the ICA schedule is premature and that the Company should already have
sought approval for a self-insurance program. The creation of the ICA is timely, and

the Company reiterates its request that the Commission adopt it in this proceeding.

81 Direct Testimony of Joelle R. Steward, lines 387-389, 694-698.
82 Phase III Direct Testimony of Jeffrey S. Einfeldt, lines 104-114.
8 Amended Phase III Direct Testimony of Billie S. LaConte, line 201.

Page 42 - RMP Phase III Rebuttal Testimony of Joelle R. Steward re: ELI and DAO



881

882

883

884

885

886

887

888

889

890

891

892

893

894

895

896

897

898

899

900

901

VIII. CONCLUSION

How do you recommend the Commission resolve the issues addressed in your
testimony?
The Company has demonstrated that its ELI premium expenses have been prudently
incurred in an extremely difficult market for commercial insurance policies. The
evidence presented to the Commission supports the Company’s request for: (1)
recovery of approximately $185.7 million, total-Company, $82.0 million Utah-
allocated, in test year excess liability insurance (ELI) premiums; and (2) approval of
the deferral of the approximately $104.4 million, Utah-allocated, of incremental ELI
premiums since 2023 that were the subject of the Company’s request for a deferred
accounting order (DAQO), excluding interest.

In addition, the Company urges the Commission to maintain the allocation of
ELI premiums to Utah using the System Overhead (“SO”) factor, which is the
Commission’s currently approved methodology applicable to insurance costs. If the
Commission considers it appropriate to consider a different allocation methodology,
the Company urges the Commission to examine that issue in the proceeding addressing
the proposal the Company will file later this year to establish processes to succeed the
2020 Protocol.

Finally, the Company renews its request for the Commission to adopt the ICA,
as proposed in my Phase I testimony. The ICA proposal recognizes the significant

changes in the costs and availability of ELI driven by increasing wildfire liability risk.
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It offers a regulatory vehicle that will be useful as the Commission continues to
examine insurance issues and cost recovery in future proceedings.
Does this conclude your rebuttal testimony?

Yes.
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