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1 Q. Please state your name and business address.

2 A. My name is Scott D. Sparks and my business

3 address is 1221 West Idaho Street, Boise, Idaho.

4 Q. By whom are you employed and in what capacity?

5 A. I am employed by Idaho Power Company ("Idaho

6 Power" or "Company") as a Senior Regulatory Analyst in the

7 Regulatory Affairs Department.

8 Q. Please describe your educational background.

9 A. In May of 1989, I received a Bachelor of

10 Business Administration degree in Business Management from

11 Boise State University. I have also completed post-

12 graduate econometrics courses and attended the electric

13 utility ratemaking course offered through New Mexico State

14 Uni versi ty' s Center for Public Utili ties as well as various

15 advanced ratemaking courses presented by the Edison

16 Electric Institute.
17 Q. Please describe your work experience with

18 Idaho Power.

19 A. I was employed by the Company in 1985 as a

20 part-time mail clerk and have held positions as Meter

21 Reader, Customer Service Representative, Economic Analyst,

22 Human Resource/Compensation Analyst, Regulatory Analyst,

23 and Resource Planning Analyst.

24 In January of 1991, after two years in the Customer
25 Service Department, I was offered and I accepted a position
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1 in the Company's Energy Services Department. My

2 responsibili ties over six years in the department varied

3 from conservation program evaluation, special studies, load

4 forecasting, and load research. In 1995, I was asked to

5 temporarily transfer to the Human Resources Department to

6 assist with implementation of the Company's reorganization,

7 benefit, and compensation plans.

8 In 1998, I applied for and accepted a position in

9 the Regulatory Affairs Department where I was responsible

10 for reviving the Company's resource planning and integrated

11 resource planning processes. As part of reorganization, I

12 was reassigned to the Power Supply Planning Department in

13 2001 where I acted as the lead analyst for the Integrated
14 Resource Plan. In July 2003, I left the Company to pursue

15 self-employment in the real estate and construction

16 sectors. I returned to the Company as a Senior Regulatory

17 Analyst in the Regulatory Affairs Department in June 2008.

18 Q. What is the purpose of your testimony?

19 A. The purpose of my testimony is to describe the

20 Company's proposal to remove the 1.5 percent limitation for

21 recovery of general overhead costs in the "Work Order Cost"

22 definition in the Rule H tariff governing New Service

23 Attachments and Distribution Line Installations or

24 Alterations ("Rule"). In making this request, the Company

25 is proposing to shift more of the cost burden for new
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1 service attachments and distribution line installations or

2 al terations from general ratepayers to those customers

3 requesting construction for these services.

4 Q. Has the Company previously proposed to remove

5 the limitation for recovery of general overheads under Rule

6 H?

7 A. Yes, this proposal was previously requested in

8 Case No. IPC-E-08-22 in an effort to recover general

9 overhead costs related to new service attachments and

10 distribution line installations. In Order No. 30853, the

11 Idaho Public Utilities Commission ("Commission") agreed

12 that "customers requesting Rule H line extensions should

13 bear the overhead costs of those line extensions"; however,

14 the "appropriate calculations and adj ustments are best made

15 during the Company's next general rate case to ensure that

16 rates are set based on costs that do not include the

17 portion of construction overhead belonging to Rule H work

18 orders" (page 11). In compliance with the Commission's

19 directive, the Company again submitted this proposal as

20 part of the Company's most recent general rate case, Case

21 No. IPC-E-11-08. Through settlement discussions and the

22 resulting stipulation ("Stipulation") filed October 7,

23 2011, the signing parties agreed that Idaho Power would

24 ini tiate a separate, subsequent proceeding to address

25 "increasing overhead amounts paid by persons or entities
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1 requesting services under the Company's Rule H line

2 extension tariff" (Stipulation, paragraph 10 (a) ). The

3 Application that accompanies this testimony represents the

4 Company's fulfillment of that portion of the Stipulation

5 agreement.

6 Q. If the 1.5 percent limitation for recovery of

7 general overhead costs is removed from the "Work Order

8 Cost" definition of Rule H, at what level is the Company

9 proposing to recover general overheads?

10 A. The Company is proposing to recover all actual

11 general overheads costs related to construction under Rule

12 H.

13 Q. What is the current general overhead rate for

14 new service attachments and distribution line installations
15 under Rule H?

16 A. The Company's current general overhead rate

17 for construction related to new service attachments and

18 distribution line installations is 22.00 percent.

19 Q. Is this the overhead rate the Company is

20 proposing to include on all Rule H work orders?

21 A. The Company is proposing to implement the most

22 current general overhead rate for Rule H work orders at the

23 time an update is approved and effective. Currently, the
24 general overhead rate for Rule H work orders is 22.00

25 percent. If that rate is not updated before a change is
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1 approved, then that would be the rate the Company would

2 implement. If the rate is updated before a change is

3 approved, then the Company's proposal is to implement the

4 updated rate.

5 Q. How often does the Company update its general

6 overheads rate for Rule H construction?

7 A. General overhead rates for Rule H construction

8 are evaluated monthly and updated as needed to balance the

9 Company's general overhead account. In recent years, the

10 frequency of updates has varied from zero to five per year.

11 Q. If Idaho Power was allowed to charge its

12 actual general overhead rate for Rule H construction, would

13 all updates to general overheads be reflected in Rule H

14 work orders?

15 A. Yes. If approved, any accounting adjustments

16 (increases or decreases) to general overhead rates would be

17 automatically reflected in the Company's work order

18 processing and accounting systems.

19 Q. Please describe how the Company derives its

20 general overhead rate for construction and how it derived

21 the current 22 percent general overhead rate for Rule H.

22 A. The Company's current general overhead rate

23 for Rule H is the same as the Company's general overhead

24 rate for distribution construction. To calculate this

25 overhead rate, the Company divides the Budgeted
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1 Construction Overheads for distribution by the Budgeted

2 Capital Spending for distribution. The result is a

3 proj ected overhead rate for distribution construction.

4 The table below outlines how the current general

5 overhead rate for distribution construction and the current

6 general overhead rate for Rule H are calculated.

7

8

OVERHEA RATE CACULTION
2011 Customer Operations $35,005,341
2011 Delivery and Engineering
Operations $19,275,815
2011 Budgeted Distribution Capital
Spending $54,281,156

2011 Budgeted Distribution Overheads $11,232,805
Administrati ve Overheads $1,131,357
Overheads Remaining from Previous
Calculation ($329,844)
2011 Budgeted Distribution
Construction Overheads $12,034,317

Distribution General Overhead Rate 22%

Q. Why is the current and effective cap of 1.5

9 percent on general overhead costs so low when compared to

10 the actual general overhead rate?

11 A. The current cap on general overheads is

12 misaligned for a couple of reasons. First, the cap was

13 originally established in Case No. IPC-E-95-18 and expenses

14 have changed greatly since 1995. Also, as explained to me

15 by Idaho Power management, the Commission capped the

16 general overhead rate in Case No. IPC-E-95-18 at 1.5

17 percent to avoid double collection of engineering charges.
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1 Q. Are engineering fees included in the proposed

2 collection rate for general overheads?

3 A. No. Engineering fees are currently charged

4 directly to work orders and are not included in the

5 Company's determination of general overheads.

6 Q. Please provide a detailed explanation of how

7 general overhead costs are determined.

8 A. Overhead costs are pooled costs that are

9 incurred in support of the Company's construction process,

10 but would be very difficult to directly associate to a
11 particular construction job. These costs are accumulated

12 and allocated back to construction jobs based on a cost

13 allocation methodology. It is Idaho Power's policy, per 18

14 CFR Part 101 Electric Plant Instructions (4) (2007), to

15 apply overheads to construction work orders.

16 As outlined in 18 CFR Part 101 Electric Plant
17 Instructions (4) (2007), the pay and expenses of the general

18 officers, administrative workers, engineering supervisors,

19 and other engineering services applicable to construction

20 work can be charged to construction work orders. As a

21 result, some construction-related employees that support

22 Rule H type proj ects charge a portion of their wages and

23 other expenses to overheads (FERC Account 107). Each cost

24 center that is involved in the construction process has a

25 separate overhead work order that employees charge to for
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1 general support tasks that benefit both operations and

2 construction processes. These work orders are allocated

3 based on yearly studies of the actual split between direct

4 operations and maintenance and direct capital work

5 performed by the cost center. The amount of overheads are

6 recorded monthly and reviewed periodically throughout each

7 year by the Company's Finance Department to assure that

8 only reasonable and prudent costs are charged to the

9 accounts. Through the use of these overhead work orders,

10 the Company determines the amount each cost center has

11 contributed to overheads.

12 The Company accumulates the budgeted overheads,

13 groups them by contributing functional area, and divides

14 them by the budgeted construction proj ects during the same

15 period, by work order type to determine the overhead rate.

16 The Company has a separate overhead rate for Co-Generation,

17 Stations, Transmission Lines, and Distribution Lines. The

18 Distribution Line rate applies to the Rule H work orders.

19 Q. Please explain how general overheads are

20 recovered.

21 A. The Company applies general overheads to

22 construction work orders as defined in 18 CFR Part 101

23 Electric Plant Instructions (4) (2007). Overhead costs are

24 applied back to actual construction jobs based on the

25 methodology described previously.
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2 When capital work orders are completed, the overhead

3 charges that have been allocated to those work orders are

4 closed to the individual plant accounts based on the

5 property units on the work order. At this point the

6 overheads become part of Idaho Power's rate base and would

7 be recovered through base rates.

8 Q. By allowing the Company to collect a greater

9 portion of its true overhead costs from customers

10 requesting construction services under Rule H, will Idaho

11 Power's base rates decrease?

12 A. Yes, over time. The more actual general

13 overhead costs Idaho Power is allowed to recover from

14 customers requesting construction services under Rule H,

15 the greater the reduction in the Company's rate base. Over

16 time, the additional collection of these costs will be
17 reflected in future revenue requirement calculations, which

18 will be lower than they otherwise would have been absent

19 thi s change.

20 Q. If approved, when does the Company propose to

21 remove the 1.5 percent cap on recovery of general

22 overheads?

23 A. The Company requests an approval date of March

24 1, 2012, with an effective date of March 15, 2012, to

25 coincide with the implementation period of the Company's
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1 annual update of all charges and credits under Rule H.

2 Simultaneous implementation of these Rule H rate changes

3 will reduce administration time and costs associated with

4 updating and testing computer systems.

5 Q. If approved, how does the Company propose to

6 provide the Commission the opportunity to scrutinize the

7 effecti ve general overhead rate that is automatically

8 reflected in the Company's work order processing and

9 accounting systems?

10 A. The Company proposes to file its effective

11 general overhead rate in all future annual Rule H updates

12 of charges and credits to provide the Commission the

13 opportunity to scrutinize the rate charged on Rule H work

14 orders.
15 Q. Does this complete your testimony?

16 A. Yes, it does.

17

18

19

20

21

22

23

24

25
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