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STATE OF IDAHO
OFFICE OF THE ATTORNEY GENERAL

LAWRENCE G. WASDEN

To: Paries of Record
Commission Secretar

From: Scott Woodbury

Date: November 24,2010

RE: Case No. PAC-E-IO-07

Attached please find Revised Pages 3, 21 and 22 and Exhibit No. 132, Schedule 3 to the
Direct Testimony of Staff witness Terri Carlock previously fied on October 14,2010. Changes
are located at:

Page 3, line 5
Page 21, lines 5 and 6
Page 22, lines 8 and 11

Ms. Carlock inadvertently fied the incorrect exhibit page that included incorrect numbers.
Changes are necessar only to the final overall rate of retur numbers. The changes do not change
the testimony concepts and are consistent with the remaining testimony.

Substitute pages were sent to the paries electronically on this date.

Please contact me if you have any questions at (208) 334-0320.

Contracts & Administrative Law Division, Idaho Public Utilties Commission
P.O. Box 83720, Boise, Idaho 83720-0074, Telephone: (208) 334-0300, FAX: (208) 334-3762, E-mail: Ipuc~puc.state.id.us

Located at 472 West Washington St., Boise, Idaho 83702



1 of 10.0%. The Staff recommended 10% ROE compares to the

2 Company-proposed 10.6% ROE. I accept the Company's

3 proposed capi tal structure and updated the cost rates. I

4 recommend an overall weighted cost of capital in the

5 range of 7.769% - 8.29% with a point estimate of 8.03%

6 to be applied to the rate base for the test year. The

7 Company proposes an 8.357% overall weighted cost of

8 capital;
9 Q. Are you sponsoring any exhibits to accompany

10 your testimony?

11 A. Yes, I am sponsoring Staff Exhibit No. 132

12 consisting of 3 schedulesi
13 Idaho Irrigation Load Control P~ogram

14 Q. Staff witness Randy Lobb discusses the Idaho

15 Irrigation Load Control Program and recommends the

16 program costs being treated as power supply costs.
17 First, do you believe this recommendation is supportable

18 under Revised Protocol and through the Multi-State

19 Process using the concepts in the Revised Protocol?
20 A. Yes. The Idaho Irrigation Load Control Program

21 has evolved since inception to the point it now provides
22 PacifiCorp a valuable system resource. With the program
23 changes through 2008, the dispatchable service
24 interruptions under Schedule 72A contracts allow

25 PacifiCorp to reduce loads during peak periods and during
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1 reflect current information. The recommended cost of

2 preferred equity is 5.42% as shown on Staff Exhibit

3 No. 132, Schedule 2.

4 Q. You indicated the cost of common equity range

5 for PacifiCorp is 9.0% - 10.5% under the Comparable

6 Earnings method and 8.8% - 9.3% under the Discounted

7 Cash Flow method. What is the cost of common equity

8 capi tal you are recommending?

9 A. The fair and reasonable cost of common equity

10 capital I am recommending for PacifiCorp is in the range

11 of 9.5% - 10.5%. Although any point within this range is

12 reasonable, the return on equity granted would not
13 normally be at either extreme of the fair and reasonable
14 range. I utilized a point estimate of 10.0% in

15 calculating the overall rate of return for the revenue
16 requirement.

17 Q. What is the basis for your point estimate being

18 10.0% when your range is 9.5% - 10. 5%?

19 A. My recommended range and 10.0% return on equity

20 point estimate is based on a review of market data and

21 comparables, average risk characteristics for PacifiCorp,
22 operating characteristics, and the capital structure. It
23 also considers the reduced risk of PacifiCorp itself for
24 the implementation of the ECAM and the increased risk for

25 PacifiCorp itself for the recovery risk caused by the
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1 recommended change in allocation. I considered all Staff

2 adjustments to determine if recovery risk increased. The

3 adjustments moving plant in service to plant held for

4 future use will delay recovery and impact cash flows.

5 Q. What is the overall weighted cost of capital

6 recommended for PacifiCorp?

7 A. My recommended overall weighted cost of capital

8 is in the range of 7.769% - 8.29%. For use in

9 calculating the revenue requirement, a point estimate

10 consisting of a return on equity of 10..0% and a resulting

11 overall rate of return of 8.03% was utilized as shown on

12 Staff Exhibit No. 132, Schedule 3.

13 Q. Many customer comments indicate the return

14 earned by the Company should not be much higher than

15 deposit rates they are able to obtain. Please explain
16 how that view fits with your return on equity
17 recommendation of 10%?

18 A. Any comparison must be based on risk

19 assessment. The assessment also includes the cash volume

20 available to invest and the length of time you are
21 willing to tie up the cash in the investment. For
22 instance, individuals are able to invest in different
23 financial institutions at different interest rates. The
24 basic savings account will typically have the lowest
25 interest rate offered. As the volume of cash and the
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