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Q.
Are you the same Daniel J. Rosborough who previously filed direct testimony in this proceeding?

A.
Yes.

Q.
What is the purpose of your rebuttal testimony?

A.
I will further clarify the Company’s request for recovery of FAS 87 costs for the PacifiCorp Retirement Plan and FAS 106 costs as well as costs for the active medical plans.  Each of these costs has been challenged by ICNU witness Selecky and Staff witness Schooley.

Pension Related Expenses

Q.
Please summarize your testimony regarding PacifiCorp’s pension related expenses.

A.
PacifiCorp's actual FAS 87 pension expense for 2005 is $49,854,892.  In his testimony, Mr. Schooley proposes to remove the rounding from the Company’s filing amount of $49.9M for FAS 87.  The Company agrees to this adjustment.  Mr. Selecky has testified that the Company’s request for FAS 87 and FAS 106 should be adjusted to reflect a higher discount rate and proposes a rate of 6.25 percent.  The Company disagrees with this adjustment. 

Q.
Why would a higher discount rate be unreasonable?

A.
FAS requires the use of a current interest rate to be used in these expense calculations.  For several years, a common proxy for discount rates used in calculating and reporting pension related expense has been the Moody’s Corporate AA bond.  At December 31, 2004, the measurement date used for calculating the Company’s calendar year 2005 pension expense, the current interest rate was 5.66 percent, lower than the rate used by the Company.  According to a year-end 2004 survey of rates used for disclosing pension and FAS 106 costs conducted by Hewitt Associates (included as my Exhibit No.___(DJR-8)), the largest grouping of reporting companies used a rate between 5.75 percent and 6 percent.  Mr. Selecky has proposed adjusting the filing to reflect a 6.25 percent discount rate, which would have an impact of significantly lowering the Company’s pension expense.  In that same Hewitt Associates survey, a rate of 6.10 percent would have fallen at the 90th percentile of the survey, meaning that only 10 percent of all reporting companies would have been higher than 6.10 percent.



Further, the Company’s independent accounting firm must agree that the rate used in the calculation of both FAS 87 and FAS 106 are reasonable.  Attached as my Exhibit No.___(DJR-9) is a memorandum from PriceWaterhouseCoopers outlining its position on the assumptions selected by PacifiCorp to be used for the calendar year expense calculations.  PriceWaterhouseCoopers has deemed that the rates established were reasonable and consistent with FAS 87 and 106.  In that memorandum, there is an attachment that outlines several other interest rate measures at December 31, 2004 considered by PriceWaterhouseCoopers in its analysis.  In that summary, there are no indices included in excess of 5.75 percent at December 31, 2004.  The Company continues to believe that the 5.75 percent discount rate is reasonable and a higher rate would not have been agreed to by the accounting firm.

Q. Is your recommendation in line with Dr. Hadaway’s testimony that interest rates will increase?

A.
In his testimony, Dr. Hadaway does indeed project that certain interest rates will increase.  However, not all interest rates react and move in the same direction and at the same time.  Further, FAS 87 and FAS 106 require the use of current interest rates in effect at the measurement date for the specific calculations being performed, not where interest rates may or may not move to in the future.  In this filing, the test year for FAS 87 and FAS 106 expenses are calendar year 2005, which uses a measurement date, and interest rates, at December 31, 2004.  Accordingly, where interest rates may move in the future, up or down, is not pertinent to the calculation of the calendar year expense calculations.  The 2005 expense amounts are known and measurable at this time and are not affected by changes in interest rates subsequent to December 31, 2004.

Q.
Mr. Selecky suggests similar adjustments to the filed FAS 106 expense based on a higher discount rate.  Are those calculations different and this adjustment warranted?

A.
No, the same logic and process for FAS 87 applies to the FAS 106 calculations as well, and those adjustments are not warranted for the same reasons stated above.

Q.
Mr. Selecky also seeks an adjustment to pension expense because he claims that the assumed expected return on assets is too low.  Is this adjustment warranted?

A.
No, it is not.  Mr. Selecky points out that the plan’s investments contain an approximate 10 percent allocation to limited partnerships, which have a higher risk characteristic than more traditional investments.  That higher level of risk should be reflected in the assumed rate of return on plan assets.  As Mr. Selecky indicates in the chart on page 11 of his own testimony, PacifiCorp already assumes a higher rate of return on this asset class (14%) in developing its rate of return assumption.  Mr. Selecky also argues that the limited partnership investments are risky by referencing specific investment losses of $40M on those investments based on information contained on certain pages from the plan’s 2002 and 2003 audits.  I believe that Mr. Selecky is misreading those pages.  On those exhibits, the original cost of each investment is listed, along with the remaining value of each, but this does not reflect prior cash distributions from each partnership that have been made back to the retirement trust to be used for other investments (limited partnerships or otherwise) or payment of participant benefits.  Overall, the limited partnership investments in the trust have earned approximately 18 percent since 1988 and the limited partnership investments overall have previously returned over $353M (on a total of $285M invested) in cash distributions.

Further, according to the same survey conducted by Hewitt Associates referenced earlier in this testimony, an 8.75 percent rate is slightly on the aggressive side, at the 75th percentile of reporting plans.  The Company continues to believe that an 8.75 percent assumption for assumed asset return is appropriate.  As is the case with the discount rate, our external accounting firm must agree that this assumption is reasonable.

Q.
Mr. Schooley also proposed a reduction in the FAS 106 expense.  Is that adjustment appropriate?

A.
Yes, his adjustment reconciles the FAS amount to the known and measurable FAS expense as calculated by the plan’s actuary.  The update amount is $24,026,898.  This adjustment is appropriate

Local 57 Pension

Q. Mr. Schooley has proposed an adjustment to remove any Local 57 pension contribution because he claims that amount is not known.  Is this reasonable?

A.
No.  The Company will begin negotiations with Local 57 during December 2005, including negotiations on the amount of the pension contribution.  Under the collective bargaining agreement with Local 57, the Company is obligated at the 7 percent level for the calendar year 2006.  We expect that the result of those negotiations will be 1) known before the end of February 2006 and 2) result in ongoing contributions of 7 percent of participant pay.  The Company believes it is reasonable to include this projected expense in the filing, with an adjustment if appropriate to a known and measurable amount at the conclusion of the negotiations.

Escalation Rate for Medical Costs

Q.
Please comment on the adjustments to expected medical costs proposed by Mr. Selecky and Mr. Schooley.
A.
In their testimony, each challenges PacifiCorp’s use of a 12 percent escalation trend for medical costs, suggesting that an 8 percent (Mr. Selecky) or 10 percent (Mr. Schooley) rate of escalation is more reasonable.  I disagree.  A 12 percent escalation trend is reasonable for PacifiCorp, given its actuarially determined cost escalation projections and the demographics of its employees.  As a basis for their adjustments, each cite surveys from Hewitt Associates and Towers Perrin that forecast overall 8 percent medical inflation for 2005 and 2006.  There are two things wrong, however, with applying that same assumption to PacifiCorp’s expense.

First, that overall trend is a measure or projection of general industry medical inflation.  Traditionally, medical trend in the electric and gas utility industries are approximately 3 percent higher than general industry.  This can be seen in my Exhibit No.___(DJR-10), which was prepared by an actuary from Hewitt Associates, that compares the actual increases since 2000.  Exhibit No.___(DJR-10) demonstrates a 3 percent differential exists historically when comparing general industry to electric and gas utilities (a 14% trend over that period for electric utilities compared to 11% for general industry).  Adding that same 3 percent differential to the 8 percent projection for general industry equates to an 11 percent projected trend for the electric and gas industries.

Second, PacifiCorp’s demographic makeup is approximately 3 years older than general industry.  This age differential can create as much as an additional 3 percent incremental health care trend related to an older population.  For the above reasons, the Company continues to believe that the 12 percent trend included in the calendar 2005 filing is appropriate and correctly projects reasonable risk levels.

Company Subsidy of Medical Plan

Q.
What are Mr. Selecky’s and Mr. Schooley’s recommendations with respect to the level of Company subsidy for employee medical benefits?

A.
Both witnesses recommend adjustments for a higher than market level of company subsidy for medical benefits, again citing Hewitt and Towers Perrin surveys demonstrating a market level subsidy of 80 percent of plan cost.  In their testimony, Mr. Selecky and Mr. Schooley propose cost sharing of 80/20 and 85/15 respectively for the test period.  The Company believes that while an 80/20 ratio may be appropriate for general industry, that figure is inapplicable to electric utilities.  Again, Hewitt Associates survey data of electric utilities indicates that the average subsidy is 85 percent, as indicated in my Exhibit No.___(DJR-11), a level that the Company has bargained with its participating unions to move to starting in January 2006.  Absent an agreement with our union groups otherwise, the Company is obligated to honor the existing 90/10 cost sharing through 2005 under current bargaining agreements.

Q. Does this conclude your testimony?

A.
Yes.
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