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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is Andrea C. Crane, and my business address is 2805 East Oakland Park 3 

Boulevard, #401, Ft. Lauderdale, FL 33306.  4 

Q.  By whom are you employed and in what capacity? 5 

A.  I am President of The Columbia Group, Inc., a financial consulting firm that 6 

specializes in utility regulation. In this capacity, I analyze rate filings, prepare expert 7 

testimony, and undertake various studies relating to utility rates and regulatory policy. 8 

I have held several positions of increasing responsibility since I joined The Columbia 9 

Group, Inc. in January 1989. I became President of the firm in 2008. 10 

Q. On whose behalf are you testifying? 11 

A. I am testifying on behalf of the Public Counsel Unit of the Washington Attorney 12 

General’s Office (Public Counsel).  13 

Q. Please describe your professional qualifications. 14 

A.  Since joining The Columbia Group, Inc., I have testified in over 400 regulatory 15 

proceedings in the states of Arizona, Arkansas, Connecticut, Delaware, Florida, 16 

Hawaii, Kansas, Kentucky, Maryland, New Jersey, New Mexico, New York, 17 

Oklahoma, Pennsylvania, Rhode Island, South Carolina, Vermont, Washington, West 18 

Virginia and the District of Columbia. These proceedings involved electric, gas, 19 

water, wastewater, telephone, solid waste, cable television, and navigation utilities. A 20 

list of dockets in which I have filed testimony over the past five years is included in 21 

Exhibit ACC-2. 22 

Prior to my association with The Columbia Group, Inc., I held the position of 23 
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Economic Policy and Analysis Staff Manager for GTE Service Corporation, from 1 

December 1987 to January 1989. From June 1982 to September 1987, I was 2 

employed by various Bell Atlantic (now Verizon) subsidiaries. While at Bell Atlantic, 3 

I held assignments in the Product Management, Treasury, and Regulatory 4 

Departments. 5 

Q.  What is your educational background? 6 

A.  I received a Master of Business Administration degree, with a concentration in 7 

Finance, from Temple University in Philadelphia, Pennsylvania. My undergraduate 8 

degree is a B.A. in Chemistry from Temple University. 9 

Q. What exhibits are you sponsoring in this proceeding? 10 

A. I am sponsoring the following exhibits: 11 

Exhibit ACC-2  List of Prior Testimonies 12 

Exhibit ACC-3  Avista Utilities 2021 Washington Service Quality Measures 13 
 Program Report 14 
 
Exhibit ACC-4  Avista’s Response to Public Counsel Data Request No. 19, with 15 

Attachment A 16 
 
Exhibit ACC-5  Avista’s Response to Public Counsel Data Request No. 28 17 

Exhibit ACC-6  Avista’s Response to Public Counsel Data Request No. 32 18 

II. PURPOSE OF TESTIMONY 19 

Q.  What is the purpose of your testimony? 20 

A. I was engaged by Public Counsel to review the Performance-Based Ratemaking 21 

(PBR) Metrics and Performance Incentive Mechanisms (PIMs) proposed by Avista 22 

Utilities (Avista or Company) in its multiyear rate plan (MYRP) rate application filed 23 

on January 21, 2022, for its electric and gas utilities and to develop recommendations 24 
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to the Washington Utilities and Transportation Commission (WUTC or Commission) 1 

regarding the Company’s proposed PBR metrics and PIMs. On June 28, 2022, a Full 2 

Multiparty Settlement Stipulation (Settlement) was executed in the proceeding.1 3 

Public Counsel is not a party to the Settlement. Nevertheless, Public Counsel does not 4 

oppose the provisions regarding PBR that are contained in paragraph 23 of the 5 

Settlement. Therefore, the purpose of my testimony is to outline our concerns 6 

regarding the Company’s original PBR proposal and to discuss why we do not oppose 7 

the resolution of these issues as addressed in the Settlement. 8 

  Aaron Tam is also filing testimony on issues relating to the Company’s 9 

wildfire plan, including proposed metrics and PIMs related to wildfire issues. Several 10 

other witnesses are also filing testimony on behalf of Public Counsel addressing other 11 

aspects of the Company’s filing and the subsequent Settlement. 12 

III. DISCUSSION OF THE ISSUES 13 

 A. Introduction 14 

Q. Has the Washington legislature enacted legislation requiring an examination of 15 

the existing regulatory framework for utilities? 16 

A. Yes, it has. In 2021, as part of Senate Bill 5295 (2021 Legislation), which addressed 17 

multiyear rate plans, the Washington legislature enacted legislation requiring the 18 

Commission to examine alternatives to traditional cost of service regulation. The 19 

2021 Legislation required the Commission to open a proceeding to address 20 

alternatives to traditional cost of service regulation, including multiyear rate plans and 21 

                                                 
1 Full Multiparty Settlement Stipulation (filed June 28, 2022). 
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performance-based regulation. Specifically, the legislation states: 1 

 (1) To provide clarity and certainty to stakeholders on the details of 2 
performance-based regulation, the utilities and transportation 3 
commission is directed to conduct a proceeding to develop a policy 4 
statement addressing alternatives to traditional cost of service rate 5 
making, including performance measure or goals, targets, performance 6 
incentives, and penalty mechanisms. As part of such a proceeding, the 7 
utilities and transportation commission must consider factors including, 8 
but not limited to, lowest reasonable cost planning, affordability, 9 
increases in energy burden, cost of service, customer satisfaction and 10 
engagement, service reliability, clean energy or renewable procurement, 11 
conservation acquisition, demand side management expansion, rate 12 
stability, timely execution of competitive procurement practices, 13 
attainment of state energy and emissions reduction policies, rapid 14 
integration of renewable energy resources, and fair compensation of 15 
utility employees.2  16 

Q. What is the status of this proceeding? 17 

A. This generic proceeding (Docket U-210590) was initiated on October 11, 2021, by 18 

the Commission’s Notice of Opportunity to File Written Comments.3 The 19 

Commission subsequently issued a Work Plan, which contains a schedule for five 20 

phases of investigation and the following timeline4: 21 

Table 1. Docket U-210590 Timeline 22 

Topic Anticipated Date 
Phase 1 – Performance Metrics October 2021–March 2023 

Phase 2A – Reporting and Review April 2023–December 2023 
Phase 2B – Multiyear Rate Plans 
Revenue Adjustment Mechanism 

April 2023–March 2024 

Phase 3 – Performance Incentive 
Mechanisms 

January 2024–December 2024 

Phase 4 – Alternatives to Traditional 
Cost of Service Regulation 

January 2025–December 2025 

Phase 5 – Continuous Policy Process January 2025–Ongoing 
 

                                                 
2 Engrossed Substitute S. B. 5295, 67th Leg., 2021 Reg. Sess. § 1 (Wash. 2021) (emphasis added).  
3 See Ntc. of Opp. to File Written Comments, In re: Comm’n Proceeding to Develop a Pol’y Statement 
Addressing Alt. to Traditional Cost of Serv. Ratemaking Docket U-210590, (issued Oct. 11, 2021). 
4 Id. at 1 Appendix A, Draft Work Plan. 
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Q. What statutory requirements govern MYRP and PBR?  1 

A. In addition to requiring that the Commission implement a proceeding to address 2 

alternatives to traditional cost of service regulation, the 2021 Legislation also required 3 

every general rate case filing made after January 1, 2022, by an electric or gas 4 

company to include a proposal for a MYRP. Moreover, the legislation requires that if 5 

a MYRP is approved, the Commission must “determine a set of performance 6 

measures that will be used to assess a gas or electrical company operating under a 7 

multiyear rate plan.”5 Specifically, the legislation provides that: 8 

The commission must, in approving a multiyear rate plan, determine a 9 
set of performance measures that will be used to assess a gas or 10 
electrical company operating under a multiyear rate plan. These 11 
performance measures may be based on proposals made by the gas or 12 
electrical company in its initial application, by any other party to the 13 
proceeding in its response to the company's filing, or in the testimony 14 
and evidence admitted in the proceeding. In developing performance 15 
measures, incentives, and penalty mechanisms, the commission may 16 
consider factors including, but not limited to, lowest reasonable cost 17 
planning, affordability, increases in energy burden, cost of service, 18 
customer satisfaction and engagement, service reliability, clean energy 19 
or renewable procurement, conservation acquisition, demand side 20 
management expansion, rate stability, timely execution of competitive 21 
procurement practices, attainment of state energy and emissions 22 
reduction policies, rapid integration of renewable energy resources, 23 
and fair compensation of utility employees. 24 

Avista filed a MYRP in this case and therefore also filed a list of 25 

performance measures to track during the period of the plan.6  26 

/ / 27 

/ / 28 

                                                 
5 Engrossed Substitute S. B. 5295, 67th Leg., 2021 Reg. Sess., § 2(7) (Wash. 2021). See also RCW 
80.28.425(7). 
6 See Direct Testimony of Dennis P. Vermillion, Exh. DVP-1T at 1:22–2:26; Direct Testimony of Patrick D. 
Ehrbar, Exh. PDE-1T at 17:14–37:11.  



        Dockets UE-220053, UG-220054, and UE10854 (Consolidated) 
 Response Testimony of ANDREA C. CRANE  

Exhibit ACC-1T 
 

Page 6 of 20 
 

B. Summary of the Company’s Proposals 1 

Q. Please summarize the Company’s proposals in this proceeding regarding PBR 2 

metrics and PIMs. 3 

A. Avista proposed a series of 11 Performance Measures and associated Incentives. For 4 

purposes of evaluation and incentives, Avista grouped these Performance Measures 5 

into several categories – Customer Service, Reliability, Automated Metering 6 

Infrastructure (AMI), and Wildfire Resiliency.7 7 

  First, Avista proposed six customer service Performance Measures and 8 

associated targets.8 These included: 9 

 Customer Satisfaction with the Telephone Service provided by Customer 10 

Service Representatives exceeding a benchmark of 90 percent; 11 

 Customer Satisfaction with Field Service Representatives exceeding a 12 

benchmark of 90 percent; 13 

 Customer Complaints made to the Commission under 0.4 per 1,000 14 

customers; 15 

 Answering Customer Calls Promptly, with 80 percent answered within 60 16 

seconds; 17 

 Response Time for Electric Emergencies of under 80 minutes; and  18 

 Response Time for Natural Gas Emergencies of under 55 minutes. 19 

The Company proposed that if Avista met or exceeded all six of these 20 

measures, the Company would receive a reward of $500,000. If Avista met or 21 

                                                 
7 Ehrbar, Exh. PDE-1T at 17:14–37:11. 
8 Ehrbar, Exh. PDE-1T at 25:10–29:2. 
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exceeded five of the six measures, there would be no reward or penalty. If Avista 1 

failed to meet two or more of the measures, Avista proposed that it would pay a 2 

penalty of $500,000. 3 

Second, Avista proposed three reliability metrics based on achieving the five-4 

year average (2017–2021), plus one standard deviation, results for system average 5 

interruption frequency index (SAIFI), system average interruption duration index 6 

(SAIDI), and customer average interruption duration index (CAIDI). Avista proposed 7 

targets of 1.21 for SAIFI, 173 minutes for SAIDI, and 156 minutes for CAIDI. If the 8 

Company met or exceeded all three targets, the Company proposed that it would 9 

receive a reward of $500,000. If the Company met or exceeded two of the three 10 

targets, the Company proposed no reward or penalty. If the Company failed to meet 11 

two or more of the measures, Avista proposed a penalty of $500,000.9 12 

Third, Avista proposed an AMI Performance Measure, based on the 13 

percentage of customers that have access to AMI data during a calendar year. Avista 14 

proposed a reward of $500,000 if customers have access to this data more than 95 15 

percent of the time and a penalty of $500,000 if availability was less than 80 percent. 16 

Avista proposed that no reward or penalty would apply between 80 percent and 95 17 

percent availability.10 18 

Finally, the Company proposed a Wildfire Resiliency Performance Measure. 19 

Avista proposed that if the Company completed a risk tree inspection of at least 96 20 

percent of its non-urban transmission and distribution electrical feeder miles on an 21 

                                                 
9 Ehrbar, Exh. PDE-1T at 29:3 to 31:16. 
10 Ehrbar, Exh. PDE-1T at 31:17–33:5. 
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annual basis and developed a plan for mitigation, the Company would receive a 1 

reward of $500,000. If the Company inspected less than 94 percent of these feeder 2 

miles, it would incur a penalty of $500,000. No reward or penalty would apply if the 3 

Company completed an inspection of between 94–96 percent of these feeder miles.11 4 

Avista proposed that any reward or penalty be deferred for recovery or refund 5 

in the subsequent year through a surcharge or rebate. The Company proposed that the 6 

deferral mechanism begin on January 1, 2023, and that the Company file a report by 7 

March 31, 2024, with the prior year’s results. Avista did not propose to accrue 8 

interest on any deferral.12 9 

Q. Does Avista already report a significant number of metrics related to service 10 

quality and other factors? 11 

A. Yes, it does. As shown on pages 18–19 of Patrick D. Ehrbar’s testimony, Exhibit 12 

PDE-1T, the Company already reports regularly to the Commission on many service-13 

related, social, and economic metrics through the annual Service Quality Report, the 14 

Biennial Conservation Plan Report, the LIRAP Report, the CETA Energy Assistance 15 

Report, the Clean Energy Implementation Plan (CEIP) Report, the Transportation 16 

Electrification Plan Report, and others. It is my understanding that Avista proposed to 17 

continue to file all currently-required reports.  18 

Q. Are the current performance metrics subject to rewards or penalties? 19 

A. The current performance metrics are not subject to any rewards. In some cases, the 20 

current metrics are subject to penalties. Avista has customer service guarantees 21 

                                                 
11 Ehrbar, Exh. PDE-1T at 33:6–35:9. 
12 Ehrbar, Exh. PDE-1T at 35:14–36:7. 



        Dockets UE-220053, UG-220054, and UE10854 (Consolidated) 
 Response Testimony of ANDREA C. CRANE  

Exhibit ACC-1T 
 

Page 9 of 20 
 

relating to missed appointments, restoration of outages, response times for service 1 

requests, meter testing, customer notification requirements and other customer 2 

inquiry response guarantees. As shown in Table No. 4 in Avista’s 2021 Washington 3 

Service Quality Measures Program Report (2021 SQM Report), Avista incurred 4 

penalties of $10,250 in 2021, 75 percent of which were related to the Company’s 5 

failure to provide customers with 24 hours’ notice of planned power outages lasting 6 

more than five minutes.13 7 

C. Concerns With the Company’s Proposal 8 

Q. What concerns did you have with regard to the Company’s original proposals 9 

regarding PBR metrics and PIMs? 10 

A. I was not opposed to the Company’s original proposal to track the 11 metrics that it 11 

included in its PBR plan. However, I questioned the usefulness of limiting the metrics 12 

to these 11 measures, since many of the measures are already being reported in the 13 

annual Service Quality Reports. In addition, I had serious concerns regarding the 14 

Company’s proposed PIMs associated with these PBR metrics.  15 

Q. What specific concerns did you have about the PIMs originally proposed by the 16 

Company? 17 

A. One objection I had is that these metrics relate primarily to performance that 18 

ratepayers have a right to expect as part of their basic service charges, and are not the 19 

types of measures that, in my view, should be subject to financial rewards, especially 20 

at the target levels being proposed by Avista. Customers should expect that their 21 

                                                 
13 See Andrea C. Crane, Exh. ACC-3 at 7 (Avista Utilities 2021 Washington Service Quality Measures Program 
Report). 
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utility company provide safe and reliable utility service. In addition, customers should 1 

expect their utility company to provide efficient and effective customer service. 2 

Therefore, Avista’s proposed Customer Service and Reliability metrics are not the 3 

type of metrics for which a financial incentive should be granted. In addition, a 4 

portion of the Company’s employee incentive compensation plan is tied to certain 5 

customer service and reliability results. Therefore, to the extent that incentive 6 

compensation programs are included in Avista’s revenue requirement, ratepayers are 7 

already paying higher rates related to some of these measures. In addition, since 8 

customers are paying for the AMI project, they have the right to expect that the data 9 

for which they are paying will actually be available more than 95 percent of the time.  10 

Ratepayers are also paying millions of dollars in both capital and operating 11 

costs to address wildfires. Customers should not have to reward shareholders 12 

financially for achieving a wildfire PIM that requires the Company to inspect and 13 

develop plans but does not require it to actually implement those plans or achieve 14 

certain levels of outcome.14 Furthermore, Avista is already meeting its proposed risk 15 

tree targets for non-urban transmission line miles inspected15 and is already within 16 

reach of its distribution line miles inspected. According to Public Counsel witness 17 

Aaron Tam’s Vegetation Work Plan Analysis, aggregating all of Avista’s distribution 18 

vegetation work performed in 2021 (routine maintenance and risk tree mitigation) 19 

results in Avista meeting 98 percent of their 7,675-mile distribution line goal.16 If 20 

                                                 
14 See Crane, Exh. ACC-6 (Avista’s Response to Public Counsel’s Data Request No. 32). 
15 See Crane, Exh. ACC-5 (Avista’s Response to Public Counsel’s Data Request No. 28). 
16 See Response Testimony of Aaron Tam, Exh. AT-1T at 9:1–4.  
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Avista shifted all of their vegetation work under “routine maintenance” to their “risk 1 

tree” vegetation program, then the Company already would be achieving its Measure 2 

11 requirement as of 2021.17 The risk tree inspection PIM does not seem to compel 3 

the Company to do significantly more than what it is currently doing for wildfire 4 

mitigation. 5 

Q. Is the Company already meeting the reliability and customer service targets for 6 

which it originally proposed PIMs? 7 

A. As indicated in the 2021 SQM Report, Avista is currently meeting all its Customer 8 

Service performance metrics. With regard to the Reliability metrics, in 2021, Avista 9 

met its proposed five-year average (plus one standard deviation) targets for SAIDI 10 

and CAIDI.18 The Company did not meet its proposed SAIFI target of 1.21, but its 11 

actual 2021 performance of 1.24 was very close to the target. Therefore, under the 12 

Company’s proposal, shareholders would be rewarded at the current level of service, 13 

even though these metrics are measures that utility customers have a right to expect 14 

without the Customer Service and Reliability PIM.  15 

Q. Do you believe that financial rewards and penalties ever provide appropriate 16 

incentives for a regulated utility? 17 

A. A penalty is certainly appropriate to compensate ratepayers if the level of service that 18 

they are receiving is inadequate. Ratepayers pay utility rates with the expectation that 19 

the utility will provide safe and reliable utility services. If the utility is not meeting 20 

                                                 
17 See Direct Testimony of David R. Howell, Exh. DRH-1T at 19:13–17. In 2020, Avista separated vegetation 
management into two programs based on the new Wildfire Resilience Plan: Routine Maintenance and Risk-Tree 
Identification and Mitigation. 
18 See Crane, Exh. ACC-4 (Avista’s Response to Public Counsel’s Data Request No. 19, with Attachment A). 
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this obligation, then penalties are an effective and efficient way to motivate the utility 1 

to correct these deficiencies.  2 

  However, a utility should not receive a reward simply because the level of 3 

reliability or customer service exceeds a particular target. In fact, ratepayers have the 4 

right to expect that a utility will strive for 100 percent reliability and 100 percent 5 

customer service satisfaction. While I am not proposing Avista be held to a 100 6 

percent standard, I do not believe any rewards are appropriate in this area as long as 7 

customer service and reliability results are less than 100 percent. 8 

  There may be other areas where a reward mechanism could be appropriate. 9 

Rewards should be limited to areas that are beyond the basic provision of utility 10 

service and, in my view, rewards should neither be used if the underlying costs are 11 

being incurred exclusively by ratepayers, nor should rewards be used to provide 12 

incentives for actions that are already legally required. Rewards may be appropriate 13 

in some cases to provide an incentive for the utility to undertake programs or projects 14 

that are not necessarily part of its basic service obligation, especially if shareholders 15 

also have a financial commitment to the programs or projects being provided. 16 

Q. In addition to your concerns about the specific PIMs proposed by Avista, did 17 

you have more general concerns about the adoption of PIMs at this time? 18 

A. Yes, I did. The Company already takes advantage of several incentive-type 19 

mechanisms such as decoupling, rate riders, and cost deferrals. These mechanisms 20 

provide incentives for the Company to promote certain programs, such as distributed 21 

generation and demand side management, which result in reduced risk for the 22 

Company’s shareholders. Therefore, at this time, it is unclear why additional 23 
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incentives are necessary. Nevertheless, the Commission has commenced a separate 1 

proceeding, pursuant to the 2021 Legislation, to examine various issues regarding 2 

alternative regulatory mechanisms and to determine what role, if any, there is in any 3 

such mechanism for PIMs. Until the issue of PIMs is addressed in that proceeding, 4 

there is no need to establish PIMs, which would result in incentive payments to the 5 

Company for certain outcomes, and represent a significant departure from the current 6 

regulatory scheme. Therefore, I recommend that the Commission exercise caution 7 

and wait for the resolution of this issue in the generic proceeding before approving 8 

any PIMs in this case. It is premature to adopt any PIMs for Avista at this time.  9 

D. Analysis of the Settlement 10 

Q. Turning to the Settlement, how are PBR metrics and PIMs addressed in the 11 

Settlement? 12 

A. In this Docket, Avista Corporation, the Staff of the Washington Utilities and 13 

Transportation Commission, the Alliance of Western Energy Consumers, the NW 14 

Energy Coalition, The Energy Project, Sierra Club, Walmart, and Small Business 15 

Utility Advocates, jointly referred to as the “Settling Parties,” agreed to a Full 16 

Multiparty Settlement Stipulation. Paragraph 23 of the Settlement addresses the issue 17 

of Performance Based Ratemaking. Pursuant to Attachment B to the Settlement, 18 

Avista has agreed to track an extensive list of performance metrics, to publish the 19 

results on Avista’s website, and to maintain and make available to stakeholders the 20 

historical results. The Settlement also lays out the frequency with which these metrics 21 

will be reported and provides a schedule for when each metric will be available. The 22 

Settlement does not propose any specific targets at this time. The Settlement also 23 
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provides that “Avista will work with the Settling Parties to agree upon additional 1 

reliability metrics by the end of Rate Year 1. Avista will track and report these 2 

metrics beginning in Rate Year 2 of the multiyear rate plan.”19 3 

Q. Please describe the PBR metrics included in the Settlement. 4 

A. The Settlement includes 92 metrics in a variety of categories, including Affordable 5 

Service, Capital Formation, Equitable Service, Reliability, Wildfires, Customer 6 

Experience, Pollution and Greenhouse Gas Emissions, Electric Grid Benefits, and 7 

Natural Gas System Benefits.    8 

The Settlement provides for the tracking of 15 metrics related to Affordable 9 

Service, including average annual bill, arrearages by month, rate base and O&M per 10 

customer, and percent of households with a high-energy burden. In addition, many of 11 

these metrics will be tracked specifically for Vulnerable Populations (VP), Highly 12 

Impacted Communities (HIC) and/or Named Communities. Some of the Affordable 13 

Service metrics will be tracked quarterly and others will be reported annually, as 14 

outlined in the Settlement. 15 

  The Settlement provides for the tracking of two metrics relating to Capital 16 

Formation. First, the Company will track and report the results of its ratemaking 17 

return on equity. In addition, it will report the utility’s credit rating. Both of these 18 

metrics will be reported quarterly. 19 

  The Settlement includes 17 metrics relating to Equitable Service. These 20 

metrics include participation in energy efficiency projects, demand response 21 

programs and electric vehicles programs. This category also includes metrics 22 

                                                 
19 Full Multiparty Settlement Stipulation, ¶ 23. 
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regarding diversity of suppliers, diversity of Avista employees and senior 1 

management, incremental spending in Named Communities, and other equity-based 2 

metrics. These metrics will be reported either quarterly or annually. 3 

  The Settlement includes 15 metrics regarding Reliability. These include 4 

common metrics such as SAIFI, SAIDI, and CAIDI. In addition, it includes metrics 5 

related to emergency response times, planning reserve margins, and causes for 6 

overhead equipment failures. With the exception of metrics regarding emergency 7 

response times and capacity planning margins, which will be reported quarterly, the 8 

remaining Reliability metrics will be reported annually. 9 

  The Settlement includes 16 metrics relating to wildfires. These include such 10 

metrics as number of vegetation inspections and remediations performed on time, 11 

number of trees trimmed, number of reclosers installed, number of wildlife guards 12 

installed, and others. The Company agreed to report on wildfire program metrics and 13 

incremental costs annually. In addition to these 16 metrics, Attachment B to the 14 

Settlement also acknowledges that the Company will also include other existing 15 

Wildfire Plan metrics that the Company agreed to report as part of its 2021 CEIP. 16 

These wildfire metrics are discussed further in Tam’s testimony. 17 

  The Settlement includes six metrics relating to the Customer Experience. 18 

These include customer satisfaction with customer service and field service 19 

representatives, customer complaints, percentage of calls answered within 60 20 

seconds, number of outreach contacts, and number of marketing impressions. The 21 

number of outreach contacts and number of marketing impressions will be reported 22 

annually, while the other Customer Experience metrics will be reported quarterly. 23 
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  The Settlement includes seven metrics related to reductions in Pollution and 1 

Greenhouse Gas Emissions. These include various emissions metrics as well as the 2 

ratio of new gas customers to new electric customers. With the exception of the ratio 3 

of new gas to electric customers, which is reported quarterly, the other Pollution and 4 

Greenhouse Gas Emissions metrics will be reported annually. 5 

  The Settlement includes 10 metrics related to Electric Grid Benefits, including 6 

several metrics related to the impacts of electrical vehicle programs, peak load 7 

reductions, capital expenditures avoided through non-wire alternatives, and others. 8 

These metrics will be reported on either a quarterly or annual basis. 9 

Finally, the Settlement provides for three Natural Gas System Benefit metrics, 10 

all of which will be reported annually. These include peak load reduction capability 11 

attributable to demand response programs, peak load reductions from dispatched 12 

demand response in top 100 hours, and annual capital expenditures avoided through 13 

non-pipe alternative programs. 14 

Q. Does Public Counsel support the provisions of the Settlement with regard to the 15 

performance metrics to be tracked? 16 

A. Yes. We agree that the performance metrics included in the Settlement are 17 

reasonable. These metrics encompass a broad range of areas and are much more 18 

comprehensive than the 11 metrics proposed in the Company’s original application. 19 

Moreover, in addition to numerous Customer Service and Reliability metrics, the 20 

Settlement provides for the tracking of numerous other metrics relating to Affordable 21 

Service, Capital Formation, Equitable Service, Wildfire Mitigation, and Pollution and 22 

Greenhouse Gas Emissions. The metrics will provide information on a wide range of 23 
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programs including Demand Response, Energy Efficiency, Electric Vehicle 1 

Charging, Planning Reserve Margins, and many others. In addition, the PBR metrics 2 

will provide valuable information about how certain communities of customers, 3 

vendors, and employees are being impacted and whether Avista’s programs are 4 

providing equitable benefits. Public Counsel views the Settlement as an improvement 5 

over the PBR metrics originally proposed by Avista and recommends that Paragraph 6 

23 and Attachment B to the Settlement be approved.  7 

Q. Does the Settlement include any PIMs or other performance incentives? 8 

A. No. The Settlement states that the Settling Parties agree that PIMs proposed by the 9 

Company in this proceeding will not be implemented. Given the concerns expressed 10 

above with regard the specific PIMs proposed by Avista, as well as our general 11 

concerns regarding the implementation of PIMs at this time, Public Counsel supports 12 

the provision that PIMs will not be implemented. 13 

Q. Does the Settlement meet the requirements that the Commission determine a set 14 

of performance metrics if it approves a MYRP? 15 

A. Yes, it does.20 As noted above, the 2021 Legislation requires the Commission to 16 

determine a set of performance measures that will be used to assess a gas or electrical 17 

company operating under a multiyear rate plan. Establishing performance metrics are 18 

important in order to ensure that utility service does not deteriorate during a MYRP, 19 

when a utility may have a greater incentive to reduce costs. Performance metrics can 20 

therefore provide an objective measure of the impact of the MYRP on the Company’s 21 

quality of service, as well as on other aspects of the Company’s operations. 22 

                                                 
20 I am not an attorney and I am not offering this testimony as a legal opinion. 
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The Commission may, but is not required to, approve or authorize incentives 1 

or penalty mechanisms if it approves a MYRP. Section 2(7) of Senate Bill 5295 2 

states:21 3 

In developing performance measures, incentives, and penalty 4 
mechanisms, the commission may consider factors including, but not 5 
limited to, lowest reasonable cost planning, affordability, increases in 6 
energy burden, cost of service, customer satisfaction and engagement, 7 
service reliability, clean energy or renewable procurement, conservation 8 
acquisition, demand side management expansion, rate stability, timely 9 
execution of competitive procurement practices, attainment of state 10 
energy and emissions reduction policies, rapid integration of renewable 11 
energy resources, and fair compensation of utility employees. 22 12 

  Thus, while the statute clearly requires the establishment of performance 13 

measures as part of any MYRP, it separately references both incentive and penalty 14 

mechanisms. Accordingly, while the Commission must approve performance 15 

measures if it approves the MYRP, it is not required to implement PIMs. 16 

Q. Are there likely to be additional performance metrics that Public Counsel 17 

recommends tracking? 18 

A. Yes. As previously stated, there is a separate generic proceeding on the issue of PBR 19 

and alternatives to cost of service ratemaking. Although I am not involved in that 20 

proceeding, Public Counsel is a full participant and may recommend additional 21 

performance metrics in that case. In addition, the Settlement provides for continued 22 

dialogue among the Settling Parties on the issue of performance metrics and 23 

anticipates that additional metrics will be agreed upon by the end of Rate Year 1. 24 

                                                 
21 Engrossed Substitute S. B. 5295, 67th Leg., Reg. Sess., § 2(7) (Wash. 2021). 
22 See also RCW 80.28.425(7). 
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IV. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 1 

Q. Please summarize your recommendations with regard to the provisions of the 2 

Settlement that address PBR metrics and PIMs. 3 

A. Public Counsel does not oppose the requirement for the Company to track the metrics 4 

included in Attachment B to the Settlement. It is our understanding that these metrics 5 

will be tracked in addition to any existing requirements for tracking of performance 6 

metrics and customer service penalties. All current requirements should be retained.  7 

Public Counsel had serious concerns about the PIMs proposed by Avista in its 8 

original Application. Public Counsel believes that it is premature to implement any 9 

PIMs at this time and supports the provision in the Settlement that PIMs will not be 10 

implemented in this Docket. Moreover, the specific PIMs proposed by Avista are not 11 

appropriate and would have resulted in shareholder rewards without any 12 

commensurate benefit to ratepayers. We recommend that the Commission refrain 13 

from approving any PIMs until the resolution of the generic proceeding that is 14 

currently ongoing in Docket U-210590. 15 

Q. Do the recommendations contained in your testimony promote equity among the 16 

ratepayers of Avista? 17 

A. Yes, the metrics that are contained in the Settlement, and supported by Public 18 

Counsel, will provide valuable information about the degree to which various 19 

communities are being served. In addition, eliminating the Company’s proposed 20 

PIMs will ensure that shareholders will not be unduly enriched for actions that are 21 

either part of the Company’s overall service obligation or which have not been 22 

proven to otherwise benefit ratepayers. For all these reasons, the metrics contained in 23 
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the Settlement, and the elimination of the Company’s proposed PIMs, promote equity 1 

and should be adopted. 2 

Q. Does this conclude your testimony? 3 

A. Yes, it does.  4 
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I. WITNESS IDENTIFICATION AND PURPOSE OF TESTIMONY 1 

Q. Please state your name and business address.  2 

A. My name is Aaron Tam, and I serve as Regulatory Analyst for the Public Counsel 3 

Unit of the Washington State Office of the Attorney General (Public Counsel). 4 

My business address is 800 5th Ave, Suite 2000, Seattle, Washington, 98104. 5 

Q. On whose behalf are you testifying? 6 

A. I am testifying on behalf of Public Counsel in this proceeding. 7 

Q. Have you previously testified in this proceeding? 8 

A. No, I have not yet testified in this proceeding. 9 

Q. Please describe your educational background and your professional 10 

experience related to utility regulation. 11 

A. I am a Regulatory Analyst and environmental policy specialist. I received a B.S. 12 

in Environmental Science and Resource Management and a B.A. in Political 13 

Science from the University of Washington in Seattle in 2016. In 2020, I received 14 

my Master of Public Administration degree with a Program Evaluation 15 

specialization from the Daniel J. Evans School of Public Policy and Governance 16 

at the University of Washington in Seattle. While completing my undergraduate 17 

studies, I served as a research assistant in the Pacific Wildland Fire Sciences 18 

Laboratory analyzing weather and fire smoke data in Oregon. While completing 19 

my graduate studies, I worked as a climate analyst for the City of Seattle and 20 

created their first-ever greenhouse gas inventory dashboard. My most recent 21 

position was as a consultant at Cascadia Consulting Company where I had broad 22 

responsibilities. I served as the leading technical analyst in the development of 23 
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Sound Transit’s Sustainability Inventory Database. I also spearheaded the 1 

transition of Puget Sound region governments’ greenhouse gas inventories onto a 2 

standardized online dashboard. During these greenhouse gas analysis projects, I 3 

collected and standardized utility-reported greenhouse gas and energy 4 

consumption data for greenhouse gas reporting. I have also conducted cost-5 

effectiveness analyses, planned and facilitated stakeholder workshops, wrote 6 

climate action plans, climate mitigation plans, climate adaptation plans, and 7 

community engagement plans for local governments on the West Coast. 8 

My current employment with Public Counsel began November 2021. 9 

Since joining the Attorney General’s Office, I have worked on a variety of water, 10 

energy, and policy dockets, including Gold Beach Water Company General Rate 11 

Case (Docket UW-220206), Suncadia Water Company General Rate Case 12 

(Docket UW-220052), Puget Sound Energy Clean Energy Implementation Plan 13 

(Docket UE-210795), Distributed Energy Resource Cost-Effectiveness 14 

Rulemaking (Docket UE-210804), and PBR Policy Docket (Docket U-210590). I 15 

also participate in conservation advisory groups, IRP technical working groups, 16 

and low-income advisory groups for Puget Sound Energy and Northwest Natural 17 

Gas. Additionally, I completed the National Association of Regulatory Utility 18 

Commissioners’ Utility Rate School in May 2022. 19 

Q. What exhibits are you sponsoring in this proceeding? 20 

A. I sponsor the following exhibits: 21 

Exhibit AT-2 List of Avista Wildfire Metrics 22 
Exhibit AT-3 Vegetation Work Plan Analysis 23 
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Exhibit AT-4 Wildfire Work Plan Analysis  1 
Exhibit AT-5 Avista Corp. Response to Public Counsel Data Request No. 32 2 
Exhibit AT-6 Avista Corp. Response to Public Counsel Data Request No. 101 3 

with Attachment A 4 
Exhibit AT-7 Avista Corp. Response to Public Counsel Data Request No. 123 5 
Exhibit AT-8 Avista Corp. Response to Public Counsel Data Request No. 175 6 
Exhibit AT-9 Avista Corp. Response to Public Counsel Data Request No. 176 7 
Exhibit AT-10 Avista Corp. Response to Public Counsel Data Request No. 177 8 
Exhibit AT-11 Avista Corp. Response to Public Counsel Data Request No. 181 9 
Exhibit AT-12 Avista Corp. Response to Public Counsel Data Request No. 190 10 
Exhibit AT-13 Avista Corp. Response to Public Counsel Data Request No. 192 11 
Exhibit AT-14 Avista Corp. Response to Public Counsel Data Request No. 196 12 
Exhibit AT-15 Avista Corp. Response to Public Counsel Data Request No. 208 13 

with Attachment A and F 14 
Exhibit AT-16 Avista Corp. Response to Public Counsel Data Request No. 211 15 
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Exhibit AT-18 Avista Corp. Response to Public Counsel Data Request No. 283 17 
Exhibit AT-19 Avista Corp. Response to Public Counsel Data Request No. 287 18 
Exhibit AT-20 Avista Corp. Response to Public Counsel Data Request No. 288 19 
Exhibit AT-21 Avista Corp. Response to Public Counsel Data Request No. 289 20 
Exhibit AT-22 Avista Corp. Response to Public Counsel Data Request No. 290 21 

with Attachment A 22 
Exhibit AT-23 Avista Corp. Response to Public Counsel Data Request No. 304 23 
Exhibit AT-24 Avista Corp. Response to Public Counsel Data Request No. 305 24 

with Attachment D 25 
Exhibit AT-25 Avista Corp. Response to Public Counsel Data Request No. 307 26 
Exhibit AT-26 Avista Corp. Response to Public Counsel Data Request No. 309 27 
Exhibit AT-27 Avista Corp. Response to Public Counsel Data Request No. 311 28 
Exhibit AT-28 Avista Corp. Response to Public Counsel Data Request No. 312 29 
Exhibit AT-29 Avista Corp. Response to Public Counsel Data Request No. 313 30 
Exhibit AT-30 Avista Corp. Response to Public Counsel Data Request No. 315 31 

Revised 32 



 Dockets UE-220053, UG-220054, and UE-210854 (Consolidated) 
 Response Testimony of AARON TAM 

Exhibit AT-1T 

Page 4 of 42 

Q. What is the purpose of your testimony in this proceeding? 1 

A. I have reviewed Avista’s Wildfire Resiliency Plan (Wildfire Plan), proposed 2 

performance incentive mechanisms, and vegetation management plan in detail. 3 

My testimony presents Public Counsel’s support for the additional tracking 4 

metrics in the Full Multiparty Settlement Stipulation (Settlement). I also provide 5 

recommendations and policy considerations for the Washington Utilities and 6 

Transportation Commission (Commission) with regard to the Wildfire Plan and 7 

performance tracking. 8 

II. SUMMARY OF WILDFIRE RELATED ISSUES9 

Q. Please summarize Avista Utilities wildfire-related capital additions and 10 

expenses, the revisions the Company made after filing its original 11 

application, and the proposed settlement.  12 

A. Avista Utilities (Avista or the Company) originally proposed recovery of capital 13 

additions related to its Wildfire Plan totaling $33,983,000 in Rate Year 1 and 14 

$17,694,000 in Rate Year 2 for the Washington jurisdiction.1 This raises the 15 

electric revenue requirement by approximately $6 million in Rate Year 1 and $1.9 16 

million in Rate Year 2.2 The capital additions under the Company’s Wildfire Plan 17 

mostly target grid hardening activities such as replacing wood cross arms with 18 

fiberglass, eliminating open wire secondary districts, or replacing obsolete 19 

equipment.3 The Company also performs wildfire capital work on the 20 

1 See Direct Testimony of Elizabeth M. Andrews, Exh. EMA-1T at 28:2–12, Table No. 2. 
2 See Direct Testimony of David R. Howell, Exh. DRH-1T at 3:18–20. 
3 See Howell, Exh. DRH-1T at 16:1–15. 
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transmission network by replacing wood poles with tubular steel to ensure the 1 

transmission system is more resilient to wildfires.4 Other capital additions include 2 

upgrading circuit reclosers and substations with Supervisory Control and Data 3 

Acquisition (SCADA) equipment to enable remote activation of Dry Land Mode 4 

(DLM) with additional fire modes.5 Although the Company generally defined the 5 

areas for improvement, it did not specifically identify the quantities of planned 6 

work, location of that work, or other supporting details for the forecasted capital 7 

additions. Public Counsel witness Sebastian Coppola discusses these 8 

shortcomings in more detail in his direct testimony.6 9 

The Final Order 08/05 in Consolidated Dockets UE-200900, UG-200901, 10 

and UE-200894 (Final Order 08/05) established that authorized capital additions 11 

would be subject to review and refund in the following General Rate Case.7 The 12 

Final Order 08/05 also established the Wildfire Balancing Account to true-up 13 

wildfire expenses (excluding labor-related expenses) and allow refund to 14 

ratepayers or recovery for the Company of wildfire expenses that exceed or fall 15 

below the $3.1 million base level.8 The first true-up is expected to occur on or 16 

about September 30, 2022.9 The Company estimates its Washington Electric 17 

Deferred Wildfire Expenses for 2021–2022 at $3.5 million.10 Increased operating 18 

4 See Howell, Exh. DRH-1T at 17:3–11. 
5 See Aaron Tam, Exh. AT-7 (Avista’s Response to Public Counsel’s Data Request No. 123). 
6 See Direct Testimony of Sebastian Coppola, Exh. SC-1CT. 
7 Wash. Utils. & Transp. Comm’n v. Avista Corp., Dockets UE-200900, UG-200901, and UE-200894 
(consol.), Order 08/05: Final Order, ¶ 253 (Sept. 27, 2021) (hereinafter “Final Ord. 08/05)”. 
8 Id. ¶ 258. 
9 Id. 
10 See Andrews, Exh. EMA-1T at 62:7–11, Table No. 10. 
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expenses are mostly attributed to the Enhanced Risk-Based Vegetation 1 

Management Program, which includes annual identification of risk trees using 2 

ground crews, LiDAR, and satellite imagery.11 This also includes expenses for 3 

two new programs, Fuel Reduction Partnerships and Customer Choice Right Tree 4 

Right Place.12 The Company anticipates a deferred balance of $4.4 million 5 

(system-wide) as of December 31, 2022.13 The Company requests an increased 6 

wildfire expense baseline for 2023 to approximately $5 million (Washington 7 

share only).14 8 

The Company originally proposed a performance incentive mechanism 9 

(PIM) that would reward it with $500,000 for 96 percent inspection of 10 

transmission and non-urban distribution lines with a schedule or plan for 11 

mitigation. Inspection of 94–95 percent would result in no incentive or penalty, 12 

and anything less than 94 percent would result in a $500,000 penalty.15 The 13 

Company also proposed an insurance balancing account that would follow a 14 

similar true-up process as the Wildfire Balancing Account.16 A majority of the 15 

insurance increases relate to increasing wildfire insurance premiums.17 16 

In Dockets UE-220053, UG-220054, and UE-210854 (consolidated), 17 

Avista, the Staff of the Washington Utilities and Transportation Commission, the 18 

11 See Andrews, Exh. EMA-1T at 60:11–61:6. 
12 See Andrews, Exh. EMA-1T at 61:1–6. 
13 See Tam, Exh. AT-6 at 2 (Avista’s Response to Public Counsel’s Data Request No. 101 with Attachment 
A). 
14 Id. 
15 See Direct Testimony of Patrick D. Ehrbar, Exh. PDE-1T at 35:2–9.  
16 See Andrews, Exh. EMA-1T at 64:2–67:13. 
17 Id. at 67:10–13. 
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Alliance of Western Energy Consumers, the NW Energy Coalition, The Energy 1 

Project, Sierra Club, Walmart, and Small Business Utility Advocates, jointly 2 

referred to as the “Settling Parties,” agreed to a Full Multiparty Settlement 3 

Stipulation. The Settlement makes a few changes to the Company’s wildfire-4 

related expenses, PIMs, and metrics.18 The Settlement accepts the Company’s 5 

insurance balancing account with the condition that Avista bears the burden of 6 

supporting such deferrals, and that clarifies that this balancing account is non-7 

precedential.19 The Settlement states that Avista will not implement the financial 8 

PIMs that it proposed in this Docket.20 9 

The Settlement states that Avista will report wildfire program metrics on 10 

an annual basis with both annual incremental amount and total cumulative 11 

amount, along with an annual incremental cost per wildfire mitigation component. 12 

The Company agreed to do this for the existing Wildfire Plan metrics (as shown 13 

in the table below) as well as 16 additional new wildfire metrics such as number 14 

of trees trimmed, number of hazard trees removed, number of reclosers installed, 15 

miles of wildland-urban interface (WUI), number and percent of distribution grid 16 

hardening projects planned vs completed, and more. 21  17 

Table 1: Avista's 2022 Wildfire Plan Metrics 18 

Metric 
1 Tree Fall-Ins 
2 Tree Grow-Ins 
3 Pole Fires 

18 See Tam, Exh. AT-2 (List of Avista Wildfire Metrics). 
19 Full Multiparty Settlement Stipulation, ¶ 16 (filed June 28, 2022). 
20 Id. ¶ 23. 
21 See Tam, Exh. AT-2 at 2 (List of Avista Wildfire Metrics). 
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4 Overhead Equipment Failures 
5 Spark Ignition Events 
6 Transmission Steel Pole Conversions 
7 Transmission Fire Resistant Pole Wraps Installed 
8 Miles of Distribution Grid Hardening 
9 Number of Dry Land Mode Automation Devices Installed 
10 Risk Tree Miles Patrolled 
11 Number of Risk Trees Identified/Mitigated 
12 Acres of Transmission Corridors Cleared 
13 Miles of LiDAR Imaging Completed 
14 Miles of Satellite Imaging Completed 

The Settlement also includes two electric reliability metrics for tracking 1 

outages and equipment failures during the Fire Season and outside of the Fire 2 

Season. To review the full list of wildfire-related metrics in the Settlement, please 3 

see Exhibit AT-2.22  4 

III. SUMMARY OF PUBLIC COUNSEL POSITION AND5 
RECOMMENDATIONS 6 

Q. Does Public Counsel believe that Avista should receive financial incentives 7 

for the vegetation inspection goal established in its original proposal? 8 

A. No. As Andrea Crane explains, it is currently premature to provide financial 9 

incentives for measures while there is a separate performance-based ratemaking 10 

proceeding currently underway.23 Crane also argues that utilities should not be 11 

rewarded for performance that ratepayers should have a right to expect as part of 12 

their basic service charges.24  13 

22 See Tam, Exh. AT-2 at 2 (List of Avista Wildfire Metrics). 
23 See Response Testimony of Andrea C. Crane, Exh. ACC-1T at 13:4–12. 
24 See Crane, Exh. ACC-1T at 9:18–21. 
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In my Vegetation Work Analysis, I aggregated all of Avista’s distribution 1 

vegetation work performed in 2021 (routine maintenance and risk tree mitigation) 2 

results in 7,494 miles inspected, which is 98 percent of their 7,675-mile 3 

distribution line goal.25 Avista states that they are moving away from cycle-based 4 

trimming and toward a risk-based approach with a goal of identifying 100 percent 5 

of the risk trees on their system.26 If Avista shifted all of their vegetation work 6 

under “routine maintenance” to their “risk tree” vegetation program, then the 7 

Company already would be achieving its Measure 11 requirement as of 2021.27 8 

Thus, the risk tree inspection PIM does not seem to compel the Company to do 9 

significantly more for wildfire mitigation than it already is doing. 10 

Public Counsel also believes that PIMs should be tied to achieving certain 11 

outcomes, as elaborated in Crane’s testimony.28 The PIM does not require any 12 

remediation work to be completed for the incentive to be received, which would 13 

not properly encourage the Company to achieve wildfire mitigation outcomes. 14 

The Company confirmed in response to Public Counsel Data Request No. 3229 15 

that completion of mitigation is not a condition for receiving the incentive. Thus, 16 

under Avista’s original proposal, the Company could receive a financial reward 17 

for inspecting and scheduling vegetation work but not actually completing that 18 

work. Public Counsel believes it is inappropriate to provide a financial reward 19 

25 See Tam, Exh. AT-3 (Miles Planned and Completed tab, Vegetation Work Plan Analysis). 
26 See Howell, Exh. DRH-1T at 34:1–8. 
27 See Howell, Exh. DRH-1T at 19:13–17. In 2020, Avista separated vegetation management into two 
programs based on the new Wildfire Resiliency Plan: Routine Maintenance and Risk-Tree Identification 
and Mitigation. 
28 See Crane, Exh. ACC-1T at 10:11–15. 
29 See Tam, Exh. AT-5 (Avista’s Response to Public Counsel’s Data Request No. 32). 
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since the outcomes do not adequately reflect a reduction in utility-caused wildfire 1 

risk. 2 

Q. What is Public Counsel’s position on the Settlement? 3 

A. Public Counsel is not a party to the Settlement; however, Public Counsel supports 4 

some components of it. Public Counsel supports the agreement in the Settlement 5 

to not implement the PIMs proposed in the Company’s initial filing. Public 6 

Counsel believes implementing the PIMs at this time would be premature given 7 

the concurrent policy docket addressing Performance Based Ratemaking pending 8 

before the Commission in Docket U-210590.30 Public Counsel supports the 9 

additional wildfire metrics and service reliability metrics in the Settlement, which 10 

allow greater transparency and accountability into Avista’s capital expenditures, 11 

operating expenses, and the utility’s wildfire performance over time. Indeed, these 12 

metrics should already be tracked and made readily available by the Company. 13 

Puget Sound Energy, PacifiCorp, and utilities in California already track these 14 

kinds of metrics.31  15 

Public Counsel also believes that certain adjustments need to be made to 16 

costs and proposals related to the Wildfire Plan. These include an adjustment to 17 

the baseline vegetation operating expenses, unsupported proposed increases in 18 

capital additions, the proposed Outage Management System replacement, and the 19 

30 See Crane, Exh. ACC-1T at 13:4–12.  
31 See Pacific Power Utils. Wash. Wildfire Mitigation Plan, In re Utility Wildfire Preparedness, Docket 
U-210254 (filed Apr. 14, 2022); See also Puget Sound Energy Wildfire Mitigation and Response Plan, In
re Utility Wildfire Preparedness, Docket U-210254 (filed Apr. 15, 2022).
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proposed establishment of the Insurance Balancing Account. Coppola’s direct 1 

testimony discusses these issues in more detail.32 2 

Q. Please summarize Public Counsel’s recommendations. 3 

A. With the exception of the adjustments to the baseline vegetation program 4 

operating expenses, the capital additions for 2023 and 2024, and the establishment 5 

of the Insurance Balancing Account, Public Counsel agrees with the remainder of 6 

the wildfire-related items in the Settlement.  7 

Public Counsel recommends that Avista improve its Wildfire Plan 8 

generally by clarifying the definitions, purpose, and cost-basis of wildfire 9 

activities as I discuss in the next section below. Public Counsel recommends 10 

improvements in areas such as ignition tracking, reliability metrics, and 11 

communications and outreach in collaboration with peer utilities, community 12 

organizations, and other stakeholders. Public Counsel recommends that the 13 

Commission issue specific guidance in Docket U-210254 to utilities with regard 14 

to wildfire mitigation plans, including a standardized glossary of terms and 15 

standardized risk event and ignition reporting requirements. 16 

IV. GENERAL IMPROVEMENTS TO THE WILDFIRE PLAN17 

Q. What general improvements to the Wildfire Plan are you recommending? 18 

A. Public Counsel recommends Avista clarify the definitions, purpose, and cost basis 19 

of wildfire activities. These general improvements to the Wildfire Plan would 20 

32 See Coppola, Exh. SC-1CT. 
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provide the Commission and ratepayers with information on what wildfire 1 

activities customers are paying for with supporting evidence for cost recovery. 2 

Q. How are the definitions of Wildfire Plan activities unclear? 3 

A. The interchangeable use of terms is confusing and could hinder the ability of the 4 

Commission and stakeholders to examine, comprehend, and review Avista’s 5 

activities. For example, the Company uses the terms “fire ignition,” “spark 6 

event,” and “spark ignition” in its Wildfire Plan but does not clearly define these 7 

terms. The Company clarified the terms in response to Public Counsel Data 8 

Request No. 17533, but no such clarification is provided in the Plan itself. In the 9 

Company’s response to Public Counsel Data Request No. 175, the Company 10 

explains that “A spark event and spark ignition event are the same, resulting when 11 

uninsulated conductors are contacted by foreign objects such as trees or branches 12 

or equipment failure which produces an electrical short circuit.”34 The Company 13 

goes on to say that “energy release is associated with electrical arcing and may 14 

cause a fire ignition.” The Company did not clearly define fire ignition, but the 15 

Company makes clear that it is a potential result of a “spark event” or “spark 16 

ignition event” even though the terms are used interchangeably in the Wildfire 17 

Plan. The distinction between “spark” and “fire” ignitions are important since 18 

they signify different levels of risk. Clarity regarding ignition events is important 19 

for the Company, state agencies, and other stakeholders to assess the threat posed 20 

33 Id. 
34 See Tam, Exh. AT-8 (Avista’s Response to Public Counsel’s Data Request No. 175). 
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by individual events. The use of standardized terminology is also important so the 1 

Commission can compare employed practices and capabilities between utilities. 2 

Q. How do unclear definitions impact performance metrics and performance 3 

incentive mechanisms? 4 

A. It is especially critical to clarify the definition of terms in evaluating metrics and 5 

proposed PIMs as utilities seek to transition into performance-based ratemaking, 6 

since the definition of the terms significantly impacts whether specific targets are 7 

met. The originally proposed PIM, Measure 11, stated the following: “Complete a 8 

risk tree inspection of non-urban transmission and distribution electrical feeder 9 

miles on an annual basis, and schedule or plan for mitigation.”35 In addition to 10 

Public Counsel’s general concerns regarding PIMs, as discussed in the testimony 11 

of Public Counsel witness Andrea C. Crane, this PIM was problematic because 12 

Measure 11’s plain language did not specify the type of risk tree inspection 13 

required as a precondition for receiving the performance incentive. A risk tree 14 

inspection could mean an inspection by satellite or a visual inspection. This lack 15 

of clarity could have allowed the Company to receive the performance incentive 16 

by doing all risk tree inspection via satellite, which is still in a pilot phase. 17 

Although the Company clarified in Public Counsel Data Request No. 190 that the 18 

analysis of satellite imagery alone does not constitute a satisfactorily completed 19 

risk tree inspection of the distribution system,36 the plain language of Measure 11 20 

did not reflect this intent. The Company should define terminology used in 21 

35 See Ehrbar, Exh. PDE-1T at 33:21–23. 
36 See Tam, Exh. AT-12 (Avista’s Response to Public Counsel’s Data Request No. 190). 
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metrics and performance measures clearly. If goals are attached to these metrics 1 

and performance measures, then the conditions for meeting these goals should be 2 

clearly defined and delineated. 3 

Q. Do clear definitions impact development of performance metrics and 4 

performance scorecards? 5 

Yes. Clear definitions are important for the establishment of performance metrics 6 

and scorecards. For instance, in reference to vegetation management, the 7 

Company used the terms “miles inspected” and “miles planned” interchangeably, 8 

as well as “miles remediated” and “miles completed.”37 In testimony, David 9 

Howell provides a table of risk tree miles “completed” and “remediated.”38 The 10 

reported metrics are misleading because “miles completed” does not actually 11 

mean any remediation work was performed. The Company confirmed in response 12 

to Public Counsel Data Request No. 288 that a planned (or “patrolled”) polygon 13 

of vegetation could have 100 percent miles planned and 100 percent miles 14 

completed (or “remediated”) and require no actual remediation action.39 My 15 

Avista Vegetation Work Plan Analysis40 demonstrates that miles completed does 16 

not always correlate with tree remediation work performed. 17 

/ / 18 

/ / 19 

/ / 20 

37 See Tam, Exh. AT-20 (Avista’s Response to Public Counsel’s Data Request No. 288). 
38 See Howell, Exh. DRH-1T at 37:1–6, Table No. 6. 
39 See Tam, Exh. AT-20 (Avista Response to Public Counsel Data Request No. 288). 
40 See Tam, Exh. AT-3 (Vegetation Work Plan Analysis which is based on Tam, Exh. AT-16 (Avista 
Response to Public Counsel Data Request No. 261)). 
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Figure 1: Routine and Risk Trees Remediated41 vs “Miles Completed” 1 

Avista’s wildfire metrics include miles patrolled, miles completed, and 2 

number of risk tree miles identified/mitigated separately, but it is important for 3 

Avista to clarify the distinction between these terms, so regulators and 4 

stakeholders can understand the work that Avista is actually doing. Avista should 5 

define wildfire metrics clearly in a glossary at the beginning of their Wildfire 6 

Plan, so that there can be a clear understanding amongst all parties on their 7 

meaning. 8 

Q. Do other West coast jurisdictions provide standardized definitions of wildfire 9 

terminology to use as guidance? 10 

A. Yes. California’s Office of Energy Infrastructure Safety (Energy Safety) regulates 11 

and reviews the wildfire mitigation plans of the California utilities. It provides 12 

hundreds of pages of guidelines. An important component of these wildfire 13 

mitigation guidelines is the glossary which defines wildfire-related terminology, 14 

41 The term “remediated” includes removed and trimmed trees. 
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such as utility-related ignitions, wildfire risk, ignition probability, and risk 1 

events.42 The guidelines are updated annually, which includes updating the use of 2 

terminology. Energy Safety appears to recognize that a common understanding of 3 

terminology is essential to communicating and understanding what utilities are 4 

doing to mitigate wildfire risk. Public Counsel believes that the Commission 5 

should issue specific guidance in Docket U-210254 on the use of terminology 6 

used in utility wildfire plans so that the utilities, state agencies, and stakeholders 7 

have a common understanding of wildfire-related activities. 8 

Q. What are your recommendations to the Commission for Avista to provide 9 

clear definitions in their Wildfire Plan? 10 

A. Public Counsel recommends that Avista convene other utilities and stakeholders 11 

to develop a standardized glossary of wildfire mitigation plan terms and 12 

definitions so all parties can have a clear understanding of wildfire program 13 

activities. Public Counsel also recommends that the Commission issue specific 14 

guidance in Docket U-210254 to utilities with regard to wildfire mitigation plans, 15 

including a glossary of terms. 16 

Q. How can the wildfire mitigation components of the Wildfire Plan be 17 

 improved? 18 

A. The first improvement would be for the Company to specify the exact purpose of 19 

each wildfire program component and what risk each component is trying to 20 

                                                 
42 Cal. Off. of Energy Infrastructure Safety, 2022 Wildfire Mitigation Plan Update Guidelines Template 
Office of Energy Infrastructure Safety, Attach. 2 at 11–23 (Dec. 15, 2021) (Final 2022 Wildfire Mitigation 
Plan Guidance Document) https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-
mitigation-and-safety/wildfire-mitigation-plans/2022-wmp/. 
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mitigate. In response to Public Counsel Data Request No. 176, the utility clarifies 1 

that most actions undertaken in the Wildfire Plan are intended to prevent utility-2 

caused wildfires, with some actions protecting utility infrastructure from the 3 

impacts of wildfire. 43 The Company should provide descriptions of how 4 

programs are expected to “mitigate” wildfires similar to the explanation provided 5 

in response to Public Counsel Data Request No. 176 as shown in the table below. 6 

In that response, the Company clarifies that “mitigating wildfires” refers to 7 

programs that are meant to protect utility infrastructure against wildfire damage 8 

(also known as “resiliency”) as well as to programs that are meant to reduce the 9 

chances of a utility-caused wildfire (also known as “protection”).  10 

/ / 11 

/ / 12 

/ / 13 

/ / 14 

/ / 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

/ / 21 

                                                 
43 See Tam, Exh. AT-9 (Avista’s Response to Public Counsel’s Data Request No. 176). 
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Figure 2: Wildfire Program by Primary Purpose44 1 

 

Metrics should be attached to each wildfire program component to measure the 2 

success and efficacy of investments over time. For instance, the primary purpose 3 

of fiberglass cross-arm replacements is to reduce pole fires and, thus, protect 4 

Avista infrastructure. Avista should track pole fires and fiberglass cross-arm 5 

replacements alongside each other to demonstrate the efficacy of the investment 6 

over time. As an extension of wildfire program components, Avista should be 7 

more transparent with the justification for cost increases over time and include 8 

detailed information for planned work.  9 

In this rate case, Public Counsel recommends that the Commission 10 

disallow increases in spending in 2023 and 2024 above 2022 baseline levels due 11 

                                                 
44 See Tam, Exh. AT-9 (Avista’s Response to Public Counsel’s Data Request No. 176). 

Category Program Primary Purpose
Grid Hardening Distribution Infrastructure Upgrades Protection

Converting Wood Transmission Poles to Steel Resiliency
Installing Fire Resistant Pole Wraps Protection
Enhancing Transmission Inspections Resiliency

Risk Based Vegetation 100% Annual Risk Tree Inspection Protection
Management Transmission LiDAR Imaging Protection

Distribution Satellite Imaging Protection
Customer Choice Right Tree Right Place Protection
Fuel Reduction Partnerships Protection

Situational Awareness Dry Land Mode Operations Protection
Fire Weather Dashboard Protection
Substation SCADA Protection
Dry Land Mode Operating Devices Protection

Operations & Wildland Urban Interface Maps Protection
Emergency Response Emergency First Responder Training Protection

Expedited Fire Response Protection
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to the lack of support for increased activities that justify those cost increases.45 1 

Public Counsel requested that the Company provide the units, quantities, and 2 

other data supporting capital additions from 2018 through 2021 in Public Counsel 3 

Data Request No. 208,46 and from 2019–2024 in Public Counsel Data Request 4 

No. 211.47 In its responses, the Company referred to their business cases, which 5 

did not provide the requested information or an adequate justification of projected 6 

capital additions.  7 

In Public Counsel Data Request No. 305, Public Counsel asked again for 8 

units, quantities, wildfire metric targets, and other data that fall under each 9 

wildfire program for years 2020–2029 specifically for the Wildfire Plan.48 In 10 

response, Avista provided a table with rough cost estimates per unit which 11 

required extrapolation of units of work performed and planned; however, the 12 

estimated units of work performed based on actual and budgeted total and 13 

incremental costs do not match actual work reported in the 2022 Wildfire Plan. 14 

For instance, Avista’s 2022 Wildfire Plan reported that the incremental cost for 15 

transmission steel replacement ranged from $15,000 to $25,000 per structure.49 I 16 

estimated that 218 to 364 steel-converted transmission poles in 2021 would occur 17 

based on these incremental cost estimates and the total 2021 transmission steel 18 

                                                 
45 See Coppola, Exh. SC-1CT. 
46 See Tam, Exh. AT-15 (Avista’s Response to Public Counsel’s Data Request No. 208 with Attachments A 
and F). 
47 See Tam, Exh. AT-16 (Avista’s Response to Public Counsel’s Data Request No. 211). 
48 See Tam, Exh. AT-24 Attach. D (Avista’s Response to Public Counsel’s Data Request No. 305, with 
Attachment D). 
49 See Howell, Exh. DRH-2 at 10. 
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replacement expenditure of $5,455,000; however, the 2022 Wildfire Plan reported 1 

896 steel-converted transmission poles.50  2 

Additionally, some cost estimates for wildfire components differed 3 

significantly compared to the Wildfire Plan. In response to Public Counsel Data 4 

Request No. 305, Avista provided an estimate of $45,000 per transmission pole 5 

structure,51 which would pay for 121 converted transmission poles in 2021 based 6 

on the actual 2021 total transmission steel replacement cost of $5,455,000. 7 

However, Avista provides conflicting steel pole conversion unit cost estimates 8 

that vary by $30,000.52 Even worse, based on the actual number of transmission 9 

pole structures replaced and the total transmission pole structure replacement 10 

expenditures, the actual incremental cost of transmission pole replacements 11 

should be 10 times less than reported in the Wildfire Plan and in response to 12 

Public Counsel Data Request No. 305.53 13 

/ / 14 

/ / 15 

/ / 16 

/ / 17 

/ / 18 

                                                 
50 See Tam, Exh. AT-4 (Wildfire Work Plan Analysis). 
51 See Tam, Exh. AT-24 Attach. D (Avista’s Response to Public Counsel’s Data Request No. 305, with 
Attachment D). 
52 $45,000/pole conversion (as listed in Avista’s Response to Public Counsel Data Request No. 305) -
$15,000/pole conversion (as listed in the 2022 Wildfire Plan) =$30,000/pole conversion incremental cost 
estimate difference. 
53 See Tam, Exh. AT-4 (Wildfire Work Plan Analysis). 
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Table 2: Estimated vs Actual Transmission Steel Pole Replacements54 1 

 2 

Avista claims to be replacing equipment using a risk-based rather than a 3 

condition-based approach.55 If this were the case, the utility already should have 4 

estimates of planned units for replacements readily available based on their 5 

wildland-urban interface (WUI) wildfire risk map, but the Company has not 6 

provided that data in a transparent manner upon request. As described, above, 7 

Public Counsel recommends Avista clarify the definitions, purpose, and cost-basis 8 

of wildfire activities, with an emphasis on specifying the particular risks mitigated 9 

by Avista’s activities and tying those activities to the WUI wildfire risk map. 10 

V. SPECIFIC WILDFIRE PLAN IMPROVEMENTS TO TRACK RISK 11 
EVENTS AND FIRE IGNITIONS  12 

Q. What is Avista doing in terms of tracking risk events and ignitions? 13 

A. Risk event is defined by California Energy Safety as:  14 

An event with probability of ignition, including wires down, 15 
contacts with objects, line slap, events with evidence of heat 16 
generation, and other events that cause sparking or have the 17 
potential to cause ignition. The following risk events all qualify as 18 

                                                 
54 Based on cost estimates provided in Public Counsel Data Request No. 305, Attach. D and the Wildfire 
Plan. See Tam, Exh. AT-4 (Wildfire Work Plan Analysis) for more examples. 
55 See Tam, Exh. AT-27 (Avista Response to Public Counsel Data Request No. 311). 
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risk events:  1 
• Ignitions 2 
• Outages not caused by vegetation 3 
• Vegetation-caused outages 4 
• Wire-down events 5 
• Faults 6 

Other risk events with potential to cause ignitions.56  7 

For risk events, the Company searches text strings in their Outage 8 

Management System (OMS) dispatcher notes.57 The OMS is used to track electric 9 

outages, including causation information such as tree fall-ins, car-hit-pole, wind, 10 

animal, underground cable failure, overhead equipment, pole fires, and the like. 11 

Avista states, “The Company has not explicitly tracked wildfires in the past 12 

because our current outage management data is based upon cause, not impact.58” 13 

Avista notes that “fire is listed as an outage category, but most often relates to 14 

structure fires and is not typically associated with Avista equipment.”59 The 15 

Company admits that “[spark and fire ignition] events have been captured in 16 

Dispatcher comments which may be inconsistent.”60  17 

The Company relies upon the state and national fire organization data to 18 

track wildfires. The Department of Natural Resources collects high-level data on 19 

the number of fires, acres burned, cause, and applicable agency in Washington 20 

                                                 
56 Cal. Off. of Energy Infrastructure Safety, 2022 Wildfire Mitigation Plan Update Guidelines Template 
Office of Energy Infrastructure Safety, Attach. 2 at 20 (Dec. 15, 2021) (Final 2022 Wildfire Mitigation Plan 
Guidance Document), https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-
mitigation-and-safety/wildfire-mitigation-plans/2022-wmp/. 
57 See Tam, Exh. AT-30 (Avista’s Response to Public Counsel’s Data Request No. 315 Revised). 
58 See Tam, Exh. AT-8 (Avista’s Response to Public Counsel’s Data Request No. 175). 
59 Id. 
60 Id. 
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State.61 The Company has no further plans outlined in its 2022 Wildfire Plan to 1 

track spark or fire ignition data. The Company has no further planned 2 

expenditures for fire ignition tracking in their 2022 Wildfire Plan.62 When asked 3 

in Public Counsel Data Request No. 313 why Avista removed further 4 

expenditures for fire ignition tracking, the Company responded that “revisions to 5 

this process will be captured in the scoping and requirements process for the 6 

planned replacement of the current Outage Management System.”63 The 7 

Company has not formally consulted with peer West Coast utilities on how to 8 

track or plans for fire ignitions.64 The Company states that it has had informal 9 

discussions regarding tracking fire ignitions, and that other utilities follow a 10 

similar process of systematically searching the OMS database to extract 11 

information related to spark ignition events.65 The Company attributes its inability 12 

to track spark and fire ignitions to their outdated OMS, but the Company does not 13 

provide information on how wildfire program managers, David James and David 14 

Howell have influenced the OMS Request for Proposal.66 15 

Q. Why does risk event and ignition tracking matter? 16 

A.  Risk event and ignition tracking are important to understand the drivers of utility-17 

caused ignitions and the appropriate mitigation strategies that can be 18 

implemented. Risk event and ignition tracking also ensures that investments made 19 

                                                 
61 See Tam, Exh. AT-25 (Avista’s Response to Public Counsel’s Data Request No. 307). 
62 See Howell, Exh. DRH-2 at 22. 
63 See Tam, Exh. AT-29 (Avista’s Response to Public Counsel’s Data Request No. 313). 
64 See Tam, Exh. AT-30 (Avista’s Response to Public Counsel’s Data Request No. 315 Revised). 
65 See Id. 
66 See Tam, Exh. AT-28 (Avista Response to Public Counsel Data Request No. 312). 
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to reduce utility-caused wildfires or reduce the probability of ignitions actually 1 

are effective. Ideally, these risk event and ignition tracking investments should be 2 

started prior to implementation of wildfire programs in order to establish a 3 

baseline of data. Accurate tracking of risk events and ignitions also allows the 4 

utility to learn the details surrounding sources of ignitions.  5 

For instance, in California, helium-filled metallic balloons are a leading 6 

cause of utility-caused fires. Pacific Gas and Electric’s (PG&E) Asset Failure 7 

Analysis found that a greater percentage of fires caused by balloons were larger 8 

than 1/4 acre than fires attributed to other common ignition sources tracked by 9 

PG&E.67 Such knowledge regarding the impact of metallic balloons could only be 10 

discovered through detailed tracking of ignitions. As a result of this discovery, 11 

California utilities pursued creative solutions to reduce ignition risk resulting from 12 

metallic balloons. PG&E supported legislation which would regulate balloons 13 

sold in California68 and San Diego Gas and Electric (SDG&E) is currently 14 

pursing development of non-conductive balloons with a major balloon 15 

manufacturer.69 SDG&E also adopted covered conductors which were estimated 16 

to be 99 percent effective against contact with metallic balloons.70 17 

                                                 
67 Help Graduates Celebrate Safety by Securing Balloons with a Weight, Businesswire, (May 17, 2022, 
2:22 PM), https://www.businesswire.com/news/home/20220517006153/en/Help-Graduates-Celebrate-
Safety-by-Securing-Balloons-with-a-Weight. 
68 Id. 
69 San Diego Gas & Electric Company, 2020-2022 Wildfire Mitigation Plan Update 346–347 (SDG&E 
2021) https://www.sdge.com/2022-wildfire-mitigation-plan. 
70 San Diego Gas & Electric Company, 2020-2022 Wildfire Mitigation Plan Update, Attach. H, at 10, 
Table 2 (SDG&E 2021) https://www.sdge.com/2022-wildfire-mitigation-plan (Attachment H: Joint IOU 
Response to Action Statement-Covered Conductor). 
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Avista, on the other hand, reported that 10 out of 17 utility-caused 1 

wildfires in the past five years were from unknown causes.71 If Avista wants to 2 

truly adapt its Wildfire Plan over time, they need the necessary information to 3 

understand ignition drivers, and to adopt solutions appropriate for those particular 4 

drivers. 5 

Q. What regulations guide wildfire plans and the tracking and reporting of 6 

metrics in Washington State? 7 

A. Other than requirements to file wildfire mitigation plans in Docket U-210254, 8 

utilities are not subject to any specific regulations or requirements for mitigating 9 

utility-caused wildfires or standards for tracking metrics related to utility 10 

infrastructure impact on wildfires. A bill introduced last legislative session, SB 11 

5803, would have directed Department of Natural Resources (DNR) to contract 12 

with a consultant to recommend a format and list of elements to be included in an 13 

electric utility wildfire mitigation plan. The bill would have required updates to 14 

wildfire mitigation plans every two years and required the UTC to review and 15 

affirm the wildfire mitigation plans. The bill did not pass last legislative session. 16 

Q. Why should utilities not wait for the legislature to do something about risk 17 

event and ignition standards? 18 

A. The legislature failed to pass SB 5803 last legislative session, which would have 19 

directed the DNR to hire a consultant to create a list of requirements for utility 20 

wildfire mitigation plans. Utilities are already making substantial investments to 21 

                                                 
71 See Tam, Exh. AT-18 at 2, Table 1 (Avista’s Response to Public Counsel’s Data Request No. 283). 
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reduce the likelihood of utility-caused wildfires, and in order to evaluate the 1 

effectiveness of their investments, they should already be tracking wildfire-related 2 

data to establish a baseline.  3 

Avista requested tens of millions of dollars in this general rate case to 4 

replace its OMS. The Company attributes its inability to track spark and ignition 5 

events due to its outdated OMS, yet the Company has not proven that it has done 6 

due diligence by consulting with its own wildfire program managers to plan the 7 

OMS replacement, consulting with peer utilities on how to track ignitions to 8 

incorporate that information into the new OMS, or evaluating what expenditures 9 

and actions it actually must take to track risk events and ignitions. 10 

Q. What kind of guidance do California utilities have in regards to wildfire 11 

metrics? 12 

A. California Energy Safety ensures electrical utilities are taking effective actions to 13 

reduce utility-related wildfire risk. The office was established on July 1, 2021, 14 

before which utility-related wildfire risk was managed by the California Public 15 

Utilities Commission (CPUC) Wildfire Safety Division. Energy Safety provides 16 

detailed guidelines for utilities on their wildfire mitigation plans, including a 17 

template for the plan itself as well as one for tracking metrics.72 The Excel 18 

tracking metrics template includes:  19 

• inspection metrics,  20 

                                                 
72 Cal. Off. of Energy Infrastructure Safety, 2022 Wildfire Mitigation Plan Update Guidelines Template 
Office of Energy Infrastructure Safety, Attach. 3 (Dec. 15, 2021) (2022 Final Wildfire Mitigation Plan 
Guidance Document), https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-
mitigation-and-safety/wildfire-mitigation-plans/2022-wmp/. 
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• outcome metrics from risk events and ignitions,  1 

• fatalities from wildfire mitigation initiatives,  2 

• injuries from wildfire mitigation initiatives,  3 

• weather pattern metrics,  4 

• drivers of risk events,  5 

• drivers of ignitions,  6 

• state of service territory and utility equipment,  7 

• actual and planned utility equipment additions or removal,  8 

• location of actual and planned utility infrastructure upgrades year over 9 

year,  10 

• use of Public Safety Power Shutoff,  11 

• and mitigation initiative financials.73  12 

Utilities report their wildfire metrics on a quarterly basis, and provide past 13 

historical data back until 2015 plus projected data for the current year and 14 

following year.74 California utilities report drivers of risk events using 15 

standardized risk event categories (e.g., wire down event-distribution, outage- 16 

distribution, etc.), cause categories (e.g., contact from object-distribution, 17 

equipment/facility failure-distribution, utility work/operation, vandalism/theft, 18 

etc.), and sub-cause categories (e.g., veg. contact- distribution, animal contact-19 

distribution, balloon contact-distribution, insulator damage or failure-distribution, 20 

                                                 
73 Id. 
74 Id. 
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etc.).75 California utilities also track ignition drivers by line type and High Fire 1 

Threat District (HFTD) tier.76  2 

  While under the jurisdiction of the CPUC, utilities were required to report 3 

fire incidents annually with detailed information on:  4 

• fire start time (date, time),  5 

• location (latitude, longitude, material at origin, land use at origin),  6 

• fire (size, suppressed by, suppressing agency),  7 

• utility facility (facility ID, other companies,  8 

• voltage, equipment involved, type),  9 

• outage (was there an outage, date, time),  10 

• field observations (suspected initiating event, equipment/facilities failure, 11 

and contact from object, facility contacted, and contributing factors).77  12 

California utilities still are required to report this ignition information 13 

under their quarterly spatial data reporting, as described in Energy Safety’s 14 

Geographic Information Systems Data Standard.78  15 

/ / 16 

/ / 17 

/ / 18 

                                                 
75 Id. 
76 Id. 
77 Cal. Off. of Energy Infrastructure Safety, 2022 Wildfire Mitigation Plan Update Guidelines Template 
Office of Energy Infrastructure Safety, Attach. A at C-4 (Dec. 15, 2021) (Final 2022 Wildfire Mitigation 
Plan Guidance Document), https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-
mitigation-and-safety/wildfire-mitigation-plans/2022-wmp/.  
78 Cal. Off. of Energy Infrastructure Safety, 2021 Geographic Information Systems Data Standard Version 
2.1 at 69–74 (2021) https://energysafety.ca.gov/wp-content/uploads/energy-safety-gis-data-reporting-
standard_version2.1_09072021_final.pdf (last visited July 18, 2022). 
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Q. What are Washington peer utilities doing in terms of tracking spark events 1 

and ignition events? 2 

A. Puget Sound Energy (PSE) is implementing a new software solution and 3 

formalizing data logging practices amongst their operators to track fire ignitions 4 

better.79 PSE is finalizing logging procedures in its OMS for the 2022 wildfire 5 

season to be able to separate out events that are specific to wildfire risk reduction 6 

and include identification codes for a variety of scenarios in which field personnel 7 

have identified the presence of arcing energy or signs of fire. These logging 8 

procedures also would allow for identification of the equipment and/or device 9 

involved in the event and easy retrieval of data to be analyzed and incorporated 10 

into future wildfire mitigation and response plans. PSE also has improved its 11 

situational awareness by equipping drones with a thermal or infrared radiation 12 

camera, to detect failing insulators or coronas from electricity tracking from 13 

conductors to other parts of the structure.80  14 

PacifiCorp does not track ignitions, and it uses outage data as a proxy for 15 

fire ignition risk.81 The Company estimates ignition risk by classifying outage 16 

cause categories and multiplying it by a percent likelihood contribution to fire 17 

ignition within and outside the Fire High Consequence Areas (FHCA). PacifiCorp 18 

is experimenting with wildfire cameras on utility infrastructure, in collaboration 19 

                                                 
79 See Puget Sound Energy Wildfire Mitigation and Response Plan at 5, In re Utility Wildfire Preparedness, 
Docket U-210254 (filed Apr. 15, 2022).  
80 See id., Attach. A at 17. 
81 See PacifiCorp Wildfire Mitigation and Response Plan Attach. A at 16, In re Utility Wildfire 
Preparedness, Docket U-210254 (filed Apr. 14, 2022). 
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with the Oregon Department of Forestry and Distributed Fault Anticipation 1 

technology. PacifiCorp has 19.8 line miles in FHCA in Washington State.82 2 

Q. Does Avista have experience with standardizing its data collection and 3 

tracking processes?  4 

A. Yes. Last year, the Company improved standardization of how vegetation work 5 

data was being collected and reported, which improved data accuracy by 95 6 

percent or better.83 These efforts indicate that the Company sees value in 7 

standardizing data collection and reporting. The Company should similarly aim to 8 

standardize risk event and ignition tracking. Public Counsel provides its 9 

recommendations and improvements to the Company’s current risk event and 10 

ignition tracking, below.  11 

Q. What does Public Counsel recommend in terms of risk event and ignition 12 

tracking? 13 

A. Avista currently takes a passive and reactive approach to ignition tracking and 14 

wildfire data tracking. Of the major IOUs in Washington State, Avista has the 15 

greatest amount of territory identified as FHCA, and Public Counsel believes that 16 

it should be at the forefront of wildfire mitigation in this state. Public Counsel 17 

recommends that Avista formalize its logging procedures within its existing OMS 18 

with identification codes to capture and retrieve data on the cause of ignitions and 19 

their impacts. The Company currently has no formalized process for recording the 20 

                                                 
82 See id., at 12. 
83 See Tam, Exh. AT-14 (Avista’s Response to Public Counsel’s Data Request No.196). 
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impacts of ignitions in its OMS, and the use of text string search for key terms 1 

produces disorganized and inconsistent results.84  2 

Public Counsel also recommends that Avista formally consult with peer 3 

West coast utilities on how they detect and track risk events and ignitions, so the 4 

Company can learn and assess additional methods of ignition detection and 5 

wildfire metrics tracking. Avista should also investigate and evaluate the 6 

usefulness of fire detection technologies such as fire cameras,85 fire detection 7 

software, drones with thermal cameras, and satellite fire detection in improving its 8 

ignition detection capabilities.  9 

California already has done significant work in this area, and Washington 10 

utilities can adapt and build upon this work. Public Counsel recommends Avista 11 

track non-spatial risk event and fire ignition by using metrics included in Tables 12 

2, 6, 7.1, and 7.2 of Attachment 3 in the Energy Safety Wildfire Mitigation Plan 13 

Non-Spatial Data Template.86 Avista should also report spatial risk and ignition 14 

event data which includes geotagging of a risk event photo log, a risk event asset 15 

log, and ignition event details as described in Energy Safety’s Geographic 16 

Information Systems Data Standard.87 Public Counsel recommends the 17 

                                                 
84 See Tam, Exh. AT-8 (Avista Response to Public Counsel Data Request No. 175). 
85 Fire cameras are sometimes installed and used in collaboration with universities and fire districts. An 
example of this kind of partnership is AlertWildfire (https://www.alertwildfire.org/). 
86 Cal. Off. of Energy Infrastructure Safety, 2022 Wildfire Mitigation Plan Update Guidelines Template 
Office of Energy Infrastructure Safety, Attach. 3 (Dec. 15, 2021) (2022 Wildfire Mitigation Plan Guidance 
Document), https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-mitigation-
and-safety/wildfire-mitigation-plans/2022-wmp/. 
87 Cal. Off. of Energy Infrastructure Safety, 2021 Geographic Information Systems Data Standard Version 
2.1 at 69–74 (2021) https://energysafety.ca.gov/wp-content/uploads/energy-safety-gis-data-reporting-
standard_version2.1_09072021_final.pdf (last visited July 18, 2022). 
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Commission adapt best practices from California Energy Safety and issue specific 1 

guidance in Docket U-210254 which should include uniform, regular risk event 2 

and ignition reporting requirements across all Washington investor-owned 3 

utilities. 4 

VI. ADDITIONAL RELIABILITY METRICS 5 

Q. What additional reliability metrics does Public Counsel recommend? 6 

A. Public Counsel recommends that Avista adopt reliability metrics that track 7 

outages and ignitions from trees outside the utility corridor, as well as track 8 

outages during different Dry Land Mode (DLM) settings.88 Avista has reported 9 

that four out of the 17 wildfire-related claims in the past five years were caused 10 

by trees falling from outside of the utility corridor.89 This is the single greatest 11 

known cause of utility-caused wildfires. By tracking this data, the Company can 12 

assess where and when patterns of tree fall-ins outside the utility corridor occur. 13 

The Company then can test and evaluate new wildfire mitigation strategies that 14 

reduce tree fall-ins from outside the utility corridor.  15 

Avista is currently upgrading its circuit reclosers to support full 16 

automation with four levels of reclosing operations in DLM.90 The settings have 17 

the potential to reduce fire risk but also puts customers at greater risk for service 18 

disruptions due to the potential for extended duration of the outage, estimated to 19 

be 12 to 36 hours.91 Public Counsel issued data requests to the Company 20 

                                                 
88 During fire season, Avista transitions into the mode of limiting the number of circuit recloses. This 
operating mode is called Dry Land Mode. 
89 See Tam, Exh. AT-18 (Avista Response to Public Counsel Data Request No. 283). 
90 See Howell, Exh. DRH-1T at 26:9–32. 
91 See Howell, Exh. DRH-1T at 42:16–19. 
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requesting information about the impacts of DLM settings on service reliability. 1 

The Company reported in response that it does not currently track this, but does 2 

investigate the cause of outages and is able to relate DLM protection settings to 3 

specific outage events.92 Once the Company knows the nature of the fault incident 4 

it could estimate the impact of additional DLM fire modes on service reliability. 5 

This would be important to track over time so the Company can understand the 6 

impacts of protection settings and adjust them as necessary to balance service 7 

reliability and fire ignition risk. Public Counsel recommends that Avista track 8 

additional metrics surrounding DLM settings and trees outside the utility corridor, 9 

so it can adaptively manage their newest service reliability risk and their 10 

historically most dangerous wildfire risk. 11 

VII. IMPROVEMENTS TO COMMUNICATIONS AND OUTREACH 12 

Q. What is Avista’s current communications and outreach strategy? 13 

A. Avista does not include its communications and outreach strategy in its Wildfire 14 

Plan, as Public Counsel learned by obtaining the utility’s wildfire 15 

communications plan through a data request. Avista’s 2022 Wildfire 16 

Communications Plan objectives include93 :  17 

• Building awareness amongst key stakeholders of Avista’s actions and 18 

investment in mitigating the risk of wildfires. 19 

                                                 
92 See Tam, Exh. AT-21 (Avista’s Response to Public Counsel’s Data Request No. 289) and Tam, Exh. 
AT-11 (Avista’s Response to Public Counsel’s Data Request No. 181). 
93 See Tam, Exh. AT-22 Attach. A at 3 (Avista’s Response to Public Counsel’s Data Request No. 290 with 
Attachment A). 
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• Instilling confidence in Avista as a proactive and responsible corporate 1 

citizen. 2 

• Providing examples of the Wildfire Plan in action and showing progress as 3 

it is implemented. 4 

• Engaging customers in programs that impact them and their communities. 5 

Avista focuses its communication and outreach efforts on general wildfire 6 

awareness and customer preparedness, vegetation management, operational 7 

awareness, and grid hardening.94 Avista plans to communicate on these topics to 8 

customers through a variety of channels: through its website, newsletters, social 9 

media posts, targeted articles to business and community leaders, presentations 10 

for Regional Business Managers, press releases, and postcards.95 Avista currently 11 

does not translate any wildfire materials into languages other than English.96  12 

Currently, 169,983 Washington customers are subscribed to either emails 13 

or SMS/text alerts, but 78,019 Washington customers are not subscribed to either 14 

emails or SMS/text alerts. 97 Avista mentions in its comment letter for its 2022 15 

Wildfire Plan that it began working with Spokane County organizations including 16 

emergency services, social service agencies, and community-based organizations 17 

                                                 
94 See Tam, Exh. AT-22 Attach. A (Avista’s Response to Public Counsel’s Data Request No. 290 with 
Attachment A). 
95 Id. 
96 See Tam, Exh. AT-26 (Avista’s Response to Public Counsel’s Data Request No. 309). 
97 See Tam, Exh. AT-22 Attach. A (Avista’s Response to Public Counsel’s Data Request No. 290 with 
Attachment A). 
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to gain a better understanding of how to support vulnerable populations during 1 

emergency events.98  2 

Avista identified 189 Life Support customers or Emergency Medical 3 

Certificate customers who must maintain connection to utility service to preserve 4 

medical device functionality or for other medical reasons.99 These customers 5 

receive direct calls from the Company regarding planned outages, active 6 

collections with pending disconnect, requests for certification paperwork, follow-7 

ups on prior discussions, and a referral return calls.100 Avista customers must self-8 

identify as a Life Support customer to receive these special notifications.  9 

Q. What are peer utilities doing in regards to wildfire communications and 10 

outreach strategies? 11 

A. PSE’s key wildfire communication strategies to customers include local news 12 

media (broadcast, digital, and print), social media, digital advertising 13 

communications, telephone calls, website and mobile application 14 

communications, and deployment of community engagement team members.101 It 15 

plans to develop their communication strategies further by potentially including 16 

automated systems for proactive notifications based on customer preferences, 17 

translation of materials in multiple languages, interactive online tools, and 18 

specialized notifications and outreach to customers with medical needs. PSE 19 

                                                 
98 Avista Wildfire Resiliency Cover Letter at 8, In re Utility Wildfire Preparedness, Docket U-210254 
(filed Apr. 15, 2022). 
99 See Tam, Exh. AT-19 (Avista’s Response to Public Counsel’s Data Request No. 287). 
100 Id. 
101 Puget Sound Energy Wildfire Mitigation and Response Plan Attach. A at 28, In re Utility Wildfire 
Preparedness, Docket U-210254 (filed Apr. 15, 2022). 
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hosted a virtual town hall with customers on two of its highest risk circuits to 1 

educate and gather feedback on potential future wildfire mitigation measures, 2 

including Public Safety Power Shutoff (PSPS).102 PSE tracks key 3 

communications and outreach performance metrics such as customer 4 

participation/feedback from community meetings, customer communication via 5 

multiple channels, number of meetings with fire agencies, and number of 6 

meetings with forest land agencies.103  7 

  PacifiCorp’s key wildfire communication strategies to customers include: 8 

paid media campaign (radio, newspaper, digital, social media ads), partnerships 9 

with Public Safety Partners and Community-Based Organizations (CBOs), 10 

informational flyers and brochures for CBOs and Public-Safety Partners, updating 11 

its webpage, and conducting webinars. PacifiCorp allows customers to self-12 

identify as having access and functional needs (AFN).104 PacifiCorp also engaged 13 

a vendor to survey those with AFN. As a result of the survey, PacifiCorp has 14 

partnered with local and regional agencies to better reach AFN customers, and 15 

PacifiCorp may produce translated brochures to encourage customers to self-16 

identify as having medical needs dependent on electricity.105 PacifiCorp has 17 

                                                 
102 Id. 
103 Id. at 35. 
104 The Centers for Disease Control and Prevention defines access and functional needs as “individuals with 
and without disabilities, who may need additional assistance because of any conditions (temporary or 
permanent) that may limit their ability to act in an emergency.” See Centers for Disease Control and 
Prevention, Access and Functional Needs Toolkit: Integrating a Community Partner Network to Inform 
Risk Communication Strategies at 1 (U.S. Dept. of Health & Human Services, March 2021). 
https://www.cdc.gov/cpr/readiness/00_docs/CDC_Access_and_Functional_Needs_Toolkit_March2021.pdf 
105 PacifiCorp Wildfire Resiliency Attach A. at 58–59, In re Utility Wildfire Preparedness, Docket U-
210254 (filed Apr. 14, 2022). 
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extensive translation services in place. On its website, PacifiCorp has a message 1 

translated into nine languages that directs customers who need language 2 

assistance to a customer agent who can assist them further. PacifiCorp has 3 

translated all wildfire-related messaging translated into Spanish. PacifiCorp 4 

employs Spanish-speaking customer care professionals and contracts with a 24/7 5 

translation service that translates communications in real-time over the phone in 6 

Cantonese, Mandarin, Tagalog, Vietnamese, and a variety of other languages and 7 

dialects. Customer care agents are trained on how to facilitate a conversation 8 

between the customer and translation services to ensure the customer receives 9 

wildfire safety and preparedness or PSPS-related information they seek.106 10 

Q. What changes to Avista’s wildfire communications and outreach plan is 11 

Public Counsel recommending? 12 

A. Public Counsel recommends that Avista track wildfire-related communication and 13 

outreach metrics, improve AFN outreach, provide translated wildfire-related 14 

materials, and conduct more direct community engagement with CBOs that work 15 

with AFN and customers with limited English proficiency (LEP). PSE and 16 

PacifiCorp appear to have performed more direct community outreach in regards 17 

to wildfire issues. PacifiCorp has done more to provide accessible wildfire 18 

resources and information to LEP and AFN populations. Avista has the largest 19 

Wildland Urban Interface and fire risk territory of any IOU in Washington state 20 

and plans on implementing a new DLM fire mode settings that could extend 21 

                                                 
106 Id. at 56–58.  
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outage duration, so it is critical that they provide accessible wildfire and service 1 

reliability resources and information to their customers—especially for highly 2 

impacted communities and for AFN, LEP, and vulnerable populations.  3 

 Public Counsel recommends that Avista track metrics on translated 4 

wildfire-related materials, languages provided for written and telephonic customer 5 

support, customer reach and engagement via multiple channels, customer 6 

participation/feedback, number of identified AFN customers, and customers 7 

receiving service reliability and wildfire updates  by text/SMS, email, or mobile 8 

app. California utilities also track complaints related to utility initiatives (e.g., 9 

vegetation management),107 and Avista should do the same since the success of its 10 

Wildfire Mitigation Plan relies on increased vegetation management.108 Improved 11 

communications and outreach are essential to the safety and satisfaction of 12 

customers as well as the success of the wildfire program as a whole, so Avista 13 

should track these metrics to improve accountability and ensure progress. 14 

Avista currently conducts no further outreach to identify customers with 15 

access and functional needs.109 AFN customers must self-identify to receive 16 

special notifications and information on supportive resources for extended 17 

outages. Avista should seek local and regional partnerships to better identify AFN 18 

customers. Partnerships with local and regional partnerships will allow the 19 

                                                 
107 Cal. Off. of Energy Infrastructure Safety, 2022 Utility Wildfire Mitigation Maturity Survey, at 166 
https://energysafety.ca.gov/what-we-do/electrical-infrastructure-safety/wildfire-mitigation-and-
safety/wildfire-mitigation-plans/2022-wmp/. 
108 See Howell, Exh. DRH-1T at 33:14–23. 
109 See Tam, Exh. AT-19 (Avista’s Response to Public Counsel’s Data Request No. 287). 
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Company to identify more AFN customers and give these customers better 1 

resources to make it through extended outages. 2 

Avista’s support for LEP customers seems to be lacking, since they 3 

currently do not translate any wildfire-related communications.110 According to 4 

the Department of Commerce, Adams County has been identified as a county 5 

where 29 percent of persons spoke English less than “very well” and 50.6 percent 6 

of persons lived in households where Spanish is spoken.111 According to the 7 

American Census Bureau, 65.5 percent of the population in Adams County 8 

identifies as Hispanic or Latino.112 At the very least, the utility should be 9 

providing wildfire communications and language support in Spanish. Adams 10 

County is a region in Avista’s wildland-urban interface (WUI) Tier 1 service 11 

territory113 and the Department of Commerce’s LEP map. Public Counsel 12 

recommends that the Company provide translated wildfire materials at the very 13 

least in Spanish due to having a region with the highest LEP needs in the state. 14 

Avista should also engage with local CBOs that work with LEP customers in 15 

Adams County to receive feedback and improve language accessibility. 16 

                                                 
110 See Tam, Exh. AT-26 (Avista Response to Public Counsel Data Request No. 309). 
111 Languages Spoken at home (mapped by County), Off. of Fin. Mgmt., (last updated Aug. 4, 2021) 
https://ofm.wa.gov/washington-data-research/statewide-data/washington-trends/social-economic-
conditions/language-spoken-home/languages-spoken-home-mapped-county.  
112 U. S. Census Bureau, QuickFacts Adams County, Wash., 
https://www.census.gov/quickfacts/fact/table/adamscountywashington/PST045221 (last visited July 13, 
2022). 
113 See Direct Testimony of David R. Howell, Exh DRH-5 at 2, Wash. Utils. & Transp. Comm’n v. Avista 
Corp., Dockets UE 200900, UG-200901 & UE-200894 (consol.) (filed Oct. 10, 2020). 
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VIII. SUMMARY OF RECOMMENDATIONS 1 

Q.  Please summarize your recommendations with regard to the provisions of the 2 

Settlement that address PBR metrics and PIMs. 3 

A.  General Improvements to the Wildfire Plan: 4 

• Avista should clarify Wildfire Plan terminology in a glossary as well as 5 

clarify the purpose and cost-basis of wildfire programs. 6 

• Avista should work with peer utilities and stakeholders to come to a 7 

mutual agreement on wildfire mitigation plan terminology. 8 

• The Commission should issue specific guidance in Docket U-210254 on 9 

required wildfire mitigation plan elements, which should include a 10 

standardized glossary of terms. 11 

Risk Event and Ignition Tracking Improvements: 12 

• Avista should formally consult with peer utilities on how they detect and 13 

track risk events and ignitions. 14 

• Avista should investigate and evaluate the usefulness of fire detection 15 

technologies. 16 

• Avista should report spatial and non-spatial risk events and ignition 17 

metrics using California Energy Safety templates and guidelines. 18 

• The Commission should issue specific guidance in Docket U-210254 on 19 

regular reporting requirements for spatial and non-spatial risk and ignition 20 

event metrics. 21 
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 Reliability Metrics: 1 

• Avista should track additional reliability metrics around DLM and trees 2 

outside the utility corridor. 3 

Communications and Outreach: 4 

• Avista should provide translated wildfire materials in the dominant non-5 

English languages in its service territory, or, at the very least, in Spanish. 6 

• Avista should track the specified communications and outreach metrics. 7 

• Avista should engage with local and regional partnerships to identify AFN 8 

customers and engage with local community-based organizations to 9 

improve language accessibility for LEP customers.  10 

These improvements to the Wildfire Plan would provide the Commission 11 

and ratepayers with information as to how and where capital and O&M spending 12 

is directed and what is actually being accomplished. Improvements in fire ignition 13 

tracking would allow the Company to evaluate the efficacy and prudency of its 14 

wildfire program activities better. Adding more outage reliability metrics would 15 

allow the Company to adjust dynamic protection settings to balance reliability and 16 

safety, as well as to evaluate other wildfire mitigation measures. Requiring 17 

communications and outreach standards will compel the Company to engage 18 

more directly with customers and particularly those with Access and Functional 19 

Needs (AFN) and Limited English Proficiency (LEP). The Commission should 20 

issue specific guidance to utilities on wildfire mitigation plan elements and 21 

wildfire-related metric reporting requirements in Docket U-210254 which should 22 
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include a glossary, an expected list of elements, and risk event and ignition 1 

metrics. 2 

Q. Do the recommendations contained in your testimony promote equity among 3 

the ratepayers of Avista? 4 

A. Yes, the recommendation to include geographic tracking of risk events and 5 

ignitions will provide valuable information regarding the disparities in wildfire 6 

safety and service reliability between highly impacted communities, vulnerable 7 

populations, and all other customers. It also will allow Avista to adaptively 8 

manage their Dry Land Mode (DLM) settings to optimize wildfire safety and 9 

service reliability. The addition of communications and outreach requirements 10 

and metrics also will ensure that the Company is making progress towards 11 

engaging AFN and LEP communities. For these reasons, the recommendations 12 

proposed by Public Counsel promote equity and the Commission should adopted 13 

them. 14 

Q. Does this conclude your testimony? 15 

A. Yes, it does.  16 
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I. INTRODUCTION 1 

Q. Please state your employer and business address. 2 

A. I serve as a Regulatory Analyst for the Public Counsel Unit of the Washington 3 

State Office of the Attorney General (Public Counsel). My business address is 4 

800 5th Ave, Suite 2000, Seattle, Washington, 98104. 5 

Q. On whose behalf are you testifying? 6 

A. I am testifying on behalf of Public Counsel in this proceeding. 7 

Q. What exhibits are you sponsoring in this proceeding? 8 

A. I sponsor the following exhibits: 9 

 Exhibit CJD-2  Avista’s Response to TEP Data Request No. 2 10 

 Exhibit CJD-3  Avista’s Response to TEP Data Request No. 3 11 

Q. Have you previously testified in this proceeding? 12 

A. No, I have not yet testified in this proceeding. 13 

Q. Please state your qualifications. 14 

A. I earned a B.A. in Economics and a B.A. in English from the University of St. 15 

Thomas in St. Paul, Minnesota in 2011. In 2016, I earned a Master of Public 16 

Administration degree from the Daniel J. Evans School of Public Policy and 17 

Governance at the University of Washington in Seattle. While completing my 18 

graduate studies, I worked on low-income and housing policy for a non-profit 19 

advocacy organization and worked as a legislative assistant for the Seattle City 20 

Council. Additionally, I completed Michigan State University and the National 21 

Association of Regulatory Utility Commissioners’ Utility Rate School in May 22 

2017. 23 



Dockets UE-220053, UG-220054, and UE-20854 (Consolidated) 
Response Testimony of Corey J. Dahl 

 Exhibit CJD-1T 
 

Page 2 of 32 

  My current employment with Public Counsel began in October 2016. 1 

Since joining the Attorney General’s Office, I have worked on a variety of 2 

energy, transportation, and telecommunications matters, including Avista 3 

Corporation d/b/a Avista Utilities (Avista or Company) 2019 General Rate Case 4 

(GRC) (Consolidated Dockets UE-190334, UG-190335 and UE-190222), Lugg’s 5 

2020 Complaint (Docket TV-200029), WasteXpress’s 2020 Complaint (Docket 6 

TG-200131), Dolly’s Petitions for Household Goods Mover Permits 7 

(Consolidated Dockets TV-190593 and TV-190594), CenturyLink’s 2017 911 8 

Outage Complaint (Docket UT-190209), Cascade’s 2017 GRC (Docket 9 

UG-170929), Puget Sound Energy’s 2017 GRC (Consolidated Dockets 10 

UE-170033 and UG-170034), Avista’s 2017 GRC (Consolidated Dockets UE-11 

170485 and UG-170486), the Puget Sound Energy Greenwood Explosion 12 

Complaint (Docket PG-160924), Pacific Power’s Schedule 300 Tariff Revision 13 

case (Docket UE-161204), the CenturyLink-Level3 Merger (Docket UT-170042), 14 

Cascade Natural Gas Company’s 2017 GRC (Docket UG-170929), the Avista-15 

Hydro One Merger (Docket U-170970), Avista’s 2018 Depreciation Petition 16 

(Consolidated Dockets UE-180167 and UG-180168), CenturyLink’s 2017 911 17 

Outage Complaint (Docket UT-190209), and the 2019 Avista Remand 18 

(Consolidated Dockets UE-150204 and UG-150205).  19 

  I testified on behalf of Public Counsel in the 2021 PacifiCorp Power Cost 20 

Only Rate Case (Docket UE-210402), 2020 Northwest Natural Gas Company 21 

GRC (Docket UG-200994), 2020 Avista GRC Settlement (Consolidated Dockets 22 

UE-200900 and UG-200901), 2019 PacifiCorp GRC Settlement (Docket 23 
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UE-191024), 2019 Avista GRC Partial Settlement (Consolidated Dockets 1 

UE-190334 and UG-190335), in support of the settlement regarding the merger of 2 

CenturyLink and Level3 Communications (Docket UT-170042) in May 2017, on 3 

low-income issues in Cascade’s GRC (Docket UG-170929), and in the Avista-4 

Hydro One Merger Settlement (Docket U-170970). 5 

  Beyond adjudications, I have worked on rulemakings, low-income rate 6 

assistance, energy conservation, and integrated resource plan (IRP) issues for 7 

multiple Washington utilities. In particular, I have been involved in several 8 

rulemakings and policy dockets, including the Supplier Diversity Policy (Docket 9 

UE-210837), Collections and Credit Rulemaking (Docket U-210800), 10 

Performance Based Ratemaking Policy (Docket U-210590), COVID-19 Relief 11 

Filings (Docket U-200281), Intervenor Funding Policy (Docket U-210595), Clean 12 

Energy Transformation Act (CETA) Integrated Resource Planning (IRP) 13 

Rulemaking (Docket UE-190698), CETA Energy Independence Act Rulemaking 14 

(Docket UE-190652), CETA Clean Energy Implementation Plan Rulemaking 15 

(Docket UE-191023), CETA Purchases of Electricity Rulemaking (Docket 16 

UE-190837), generic Cost of Service Collaborative (Consolidated Dockets 17 

UE-170002 and UG-170003), and IRP Rulemaking (Docket U-161024). 18 

Additionally, I participate in conservation advisory groups for Cascade Natural 19 

Gas, as well as the Cascade IRP Technical Advisory Committee. I also participate 20 

in low-income advisory groups for Cascade Natural Gas and Puget Sound Energy. 21 

More recently, I have observed the Puget Sound Energy Equity Advisory Group, 22 

participated in Puget Sound Energy’s Clean Energy Implementation Plan (CEIP) 23 
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Advisory Groups, and worked on ongoing litigation in the Puget Sound Energy 1 

CEIP (Docket UE-210795).  2 

  Outside of energy proceedings, I have participated and represented Public 3 

Counsel’s interest in a number of water rate cases, including Great Basin Water 4 

Company’s 2022 GRC (Docket UW-220218) and Lakeland Village Water 5 

Company’s 2021 GRC (Docket UW-210744). 6 

Q.  What is the purpose of your testimony? 7 

A. I am testifying to address the Full Multiparty Settlement Stipulation (Settlement) 8 

in this proceeding. My testimony will summarize Public Counsel’s filing. 9 

Additionally, my testimony describes the equity impacts of the Settlement and 10 

Public Counsel’s position on the low-income issues included in the Settlement. 11 

Q. Please briefly describe the Settlement. 12 

A. The Settlement is a full resolution of the Company’s filed GRC for the joining 13 

Parties. Terms of the Settlement include, but are not limited to: 14 

• Cost of capital; 15 

• Revenue requirement; 16 

• Rate spread; 17 

• Rate design; and 18 

• Performance metrics. 19 

Q. What Parties have joined the Settlement? 20 

A. This matter is a multiparty Settlement, rather than an all-party Settlement. Joining 21 

parties, jointly referred to as the “Settling Parties,” are Avista, Washington 22 

Utilities and Transportation Commission Staff (Staff), NW Energy Coalition 23 
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(NWEC), the Alliance of Western Energy Consumers (AWEC), The Energy 1 

Project (TEP), Sierra Club, Walmart, and Small Business Utility Advocates 2 

(SBUA).  3 

Q. Is Public Counsel a party to the Settlement? 4 

A. Public Counsel is not a party to the Settlement.  5 

Q. What is the public interest standard that the Washington Utilities and 6 

Transportation Commission (Commission) considers when determining 7 

whether to accept or reject a settlement? 8 

A. In determining whether to approve a settlement, the Commission considers 9 

whether a settlement is “lawful, supported by an appropriate record, and 10 

consistent with the public interest in light of all the information available to the 11 

commission.”1 If the Commission determines that the settlement stipulation and 12 

agreement before them does not meet the standard for approval, they may approve 13 

the settlement with conditions or reject the settlement. 14 

Q. Does Public Counsel believe the Settlement is in the public interest? 15 

A. Taken as a whole, Public Counsel does not believe the Settlement is in the public 16 

interest. However, Public Counsel believes some components of the Settlement 17 

are reasonable and are in the public interest. Yet many components of the 18 

Settlement are unreasonable and lack the evidence necessary to support the 19 

included terms. Below, my testimony illustrates why the Settlement results 20 

inequitable rates. Public Counsel’s filing provides evidence for a resolution of 21 

major issues in the Settlement that is in the public interest and results in fair, just, 22 

                                                 
1 WAC 480-07-750. 
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and reasonable rates sufficient to provide affordable, reliable, and safe electric 1 

and natural gas service to Avista’s customers. 2 

Q. Please list Public Counsel’s witnesses in this case and the issues their 3 

testimony will address. 4 

A. Public Counsel presents six witnesses in this matter. In addition to my testimony, 5 

the following witnesses offer testimony: 6 

• David Garrett, addressing cost of capital (Exh. DJG-1T); 7 

• Sebastian Coppola, addressing revenue requirement (Exh. SC-1CT); 8 

• Dr. Robert Earle, addressing power cost issues and Energy Imbalance 9 

Market benefits (Exh. RLE-1T); 10 

• Andrea Crane, addressing performance metrics (Exh. ACC-1T); and 11 

• Aaron Tam, addressing the Company’s wildfire resiliency plan (Exh. AT-12 

1T). 13 

Q. Please list the issues you address in your testimony. 14 

A. My testimony addresses the Settlement as it relates to: 15 

• The current economic environment;  16 

• Equity impacts on customers;  17 

• Low-income rate assistance proposals; 18 

• Low-income conservation program proposals; 19 

• The Distributional Equity Analysis proposal; 20 

• Colstrip cost recovery; 21 

• Rate spread and rate design; 22 

• Climate Commitment Act terms; 23 
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• Small Business Utility Energy Efficiency; 1 

• Natural Gas Transition terms; 2 

• Capital Projects Review; 3 

• Transportation Electrification terms; and 4 

• Public Counsel’s overall recommendations. 5 

Q. What does Public Counsel recommend to resolve this GRC? 6 

A. Though some terms in the Settlement are not in the public interest, the 7 

Commission should accept a number of other terms as reasonable and in the 8 

public interest. In addition to the recommendations provided in my testimony, I 9 

summarize Public Counsel’s recommendations made in this filing and identify the 10 

corresponding testimony with supporting evidence and reasoning. 11 

  Public Counsel accepts these Settlement terms as reasonable and in the 12 

Public Interest:  13 

• Low-income rate assistance (Exh. CJD-1T); 14 

• Low-income renewable energy projects (Exh. CJD-1T); 15 

• Changes to low-income conservation programs (Exh. CJD-1T); 16 

• Distributional equity analysis (Exh. CJD-1T); 17 

• Colstrip cost recovery (Exh. CJD-1T); 18 

• Electric rate design (Exh. CJD-1T); 19 

• Natural gas rate spread and rate design (Exh. CJD-1T); 20 

• Climate Commitment Act terms (Exh. CJD-1T); 21 

• Small Business Energy Efficiency terms (Exh. CJD-1T); 22 

• Natural Gas Transition terms (Exh. CJD-1T); 23 
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• Capital Projects Review (Exh. CJD-1T); 1 

• Transportation Electrification terms (Exh. CJD-1T); 2 

• Performance metrics (Exh. ACC-1T); 3 

• Adopting Avista’s filed Energy Recovery Mechanism (ERM) baseline 4 

with the exception of estimated Energy Imbalance Market (EIM) revenues 5 

(Exh. RLE-1T); and 6 

• Eliminating the 60-day ERM baseline update (Exh. RLE-1T). 7 

Public Counsel does not accept these Settlement terms as reasonable, 8 

supported by evidence, or in the public interest: 9 

• Overall Revenue Requirement (Exh. SC-1CT); 10 

• Rate escalation study terms (Exh. SC-1CT); 11 

• Avista’s projected EIM benefits as included in the Revenue Requirement 12 

(Exh. RLE-1T); 13 

• Avista’s proposed Insurance Balancing Account (Exh. SC-1CT); and 14 

• Rate of Return and Return on Equity (Exh. DJG-1T). 15 

Settlement terms that Public Counsel does not take a position on: 16 

• Electric Rate Spread (Exh. CJD-1T). 17 

Additional issues in Avista’s initial filing for which Public Counsel 18 

provides recommendations: 19 

• Avista’s wildfire prevention and resiliency plan (Exh. AT-1T). 20 

Public Counsel’s filing, as summarized above, provides the evidence to 21 

support the Commission’s decision to produce fair, just, and reasonable rates that 22 
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allow the Company to earn a fair return in the provision of safe, reliable, and 1 

affordable service. 2 

II. CURRENT ECONOMIC CLIMATE 3 

Q. Please describe the economic climate Avista customers currently face. 4 

A. Inflationary pressures are squeezing the average Avista customer. The Federal 5 

Reserve reports that inflation was 9.1 percent on a year-over-year basis from June 6 

2021 to June 2022.2 Persisting high gas prices are a major driver of increases to 7 

inflation, as measured by the Consumer Price Index (CPI), and volatility in gas 8 

prices spells uncertainty for future impacts on the inflation rate.3 Further 9 

compounding the problem for customers, inflation has outpaced rising wages, 10 

effectively eliminating gains made from higher wages.4  11 

Aside from gas prices, energy represents a large component of overall 12 

inflationary pressures. As of June 2022, electricity prices had risen by 13.7 13 

percent year-over-year, and natural gas prices had risen 38.4 percent year-over-14 

year.5 These price jumps are the largest year-over-year increases for electricity 15 

and natural gas since 2006 and 2008, respectively.6 Rising energy prices alone 16 

contributed an additional “2 percentage points to the overall CPI” as of May 17 

2022.7 It is clear that energy prices are playing a major role in record-breaking 18 

                                                 
2 Inflation Soared in June, Pinching Consumers and Challenging Policymakers, New York Times, (July 13, 
2022) https://www.nytimes.com/live/2022/07/13/business/cpi-report-inflation#inflation-june-soaring-
consumers. 
3 Id. 
4 Id. 
5 Consumer prices up 9.1 percent over the year ended June 2022, largest increase in 40 years, Bureau of 
Labor Statistics, (July 18, 2022) https://www.bls.gov/opub/ted/2022/consumer-prices-up-9-1-percent-over-
the-year-ended-june-2022-largest-increase-in-40-years.htm. 
6 Chris Isidore, Inflation rises at fastest pace in 40 years, pushed up by record gas prices, CNN Business, 
(June 10, 2022) https://www.cnn.com/2022/06/10/economy/may-inflation-gas-prices/index.html. 
7 Id. 
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inflation levels and that consumers’ earnings do not go nearly as far as they did 1 

one year ago. 2 

Q. Aside from energy prices, are other factors impacting inflation rates at this 3 

time? 4 

A. Yes. The Bureau of Labor Statistics (BLS) considers changes in prices for many 5 

other goods aside from energy to determine the CPI. For example, BLS measures 6 

changes in costs for “food and beverage, housing, apparel, transportation, medical 7 

care, recreation, education and communications” to calculate changes in the CPI.8 8 

These are basic, often essential, purchases consumers make on a regular basis. 9 

However, Figure 1 below plainly illustrates the outsized impact increased energy 10 

expenses are having in this current period of high inflation. 11 

/ / 12 

/ / 13 

/ / 14 

/ / 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

/ / 21 

/ / 22 

                                                 
8 Consumer Price Indexes Overview, Bureau of Labor Statistics, https://www.bls.gov/cpi/overview.htm 
(Last Accessed July 27, 2022). 
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Figure 1: 12-Month Percentage Change in the Consumer Price Index by Category9 1 

 

Q. Are there additional factors influencing inflation that Public Counsel would 2 

like to address? Please explain. 3 

A. Yes. I have outlined above the various routine consumer expenses that BLS 4 

considers in calculating changes to the CPI. However, behind all the prices and 5 

expenses consumers pay are the practices of the companies that provide them 6 

goods and services. Prices charged to consumers are comprised of three primary 7 

components: “labor costs, nonlabor inputs, and the ‘mark-up’ of profits over the 8 

first two components.”10 Companies pass labor costs along to consumers and, 9 

                                                 
9 Consumer Price Index, Bureau of Labor Statistics, https://www.bls.gov/cpi/ (Last Accessed July 14, 
2022). 
10 Josh Bivens, Corporate profits have contributed disproportionately to inflation. How should 
policymakers respond? Economic Policy Institute, (April 21, 2022) https://www.epi.org/blog/corporate-
profits-have-contributed-disproportionately-to-inflation-how-should-policymakers-respond/. 



Dockets UE-220053, UG-220054, and UE-20854 (Consolidated) 
Response Testimony of Corey J. Dahl 

 Exhibit CJD-1T 
 

Page 12 of 32 

indeed, a share of increased inflation can be attributed to increased wages. 1 

Additionally, nonlabor inputs to bring goods and services to market are 2 

contributing to inflation. These nonlabor inputs can include increased gas prices 3 

and account for ongoing supply chain issues which began during the COVID-19 4 

crisis.11 However, corporate profits, added to labor costs and nonlabor inputs, 5 

have accounted for a disproportionately large share of current inflation. A study 6 

from the Economic Policy Institute showed that 53.9 percent of price increases 7 

experienced between Quarter 2 of 2020 and Quarter 4 of 2021 were the result of 8 

corporate profits.12 Comparatively, between 1979 and 2019, “profits only 9 

contributed about 11% to price growth.”13 Figure 2 below illustrates differences 10 

in contributing factors to rising prices between the current inflationary period and 11 

the 40 previous years. 12 

/ / 13 

/ / 14 

/ / 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

/ / 21 

                                                 
11 Id. 
12 Id. 
13 Id. 
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Figure 2: Contributions to Rising Consumer Prices14 1 

 

A report from the Federal Reserve Bank of New York further underscores 2 

the outsized contribution of corporate profits to rising prices. According to their 3 

analysis, “It appears that industries with higher inflation are indeed earning higher 4 

profits.”15 In other words, the sectors of the economy contributing the most to 5 

ongoing inflation are also reaping growing profits. 6 

Q. What is the relationship between current economic conditions and this 7 

General Rate Case? 8 

A. Simply put, the Settlement’s revenue requirement is excessive. Electricity and 9 

natural gas price increases, as explained above, contribute significantly to 10 

inflation. If the Commission accepts the revenue requirement increases in the 11 

Settlement, the resulting bill increases will contribute unfairly to Avista 12 

                                                 
14 Id. 
15 Mathias Andler and Anna Kovner, Do Corporate Profits Increase When Inflation Increases? Federal 
Reserve Bank of New York (July 13, 2022) https://libertystreeteconomics.newyorkfed.org/2022/07/do-
corporate-profits-increase-when-inflation-increases/. 
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customers’ energy expenses and compound the effects of inflation that its 1 

customers face. The testimony of Public Counsel witness Sebastian Coppola, 2 

Exhibit SC-1CT, demonstrates why the Settlement’s revenue requirement is 3 

excessive, unsupported by the evidence, and not in the public interest. 4 

Furthermore, Public Counsel provides a revenue requirement that is fair, just, and 5 

reasonable. 6 

  In addition, the Rate of Return the Settlement embeds in the proposed 7 

revenue requirement is excessive. The testimony of Public Counsel witness David 8 

Garrett, Exhibit DJG-1T, provides clear evidence that the Company’s current 9 

Return on Equity and the Settlement’s proposed Rate of Return are exceedingly 10 

high and unsupported by evidence. In terms of Revenue Requirement impacts, 11 

Coppola’s testimony indicates that the Company’s originally filed Rate of Return 12 

results in a stunning $23 million in Rate Year 1 revenue above what evidence 13 

supports.16 The Settlement’s Rate of Return has smaller revenue requirement 14 

impacts than the Company’s filed case, but that impact is still excessive and 15 

unsupported by evidence. 16 

The Company seeks Commission authorization to earn excessive profits at 17 

a time when Avista customers are feeling the economic pressure of rising costs, 18 

even beyond their electricity or natural gas bills. As I demonstrate above, 19 

corporate profit-taking remains a major component of current price increases, and 20 

excessively high Returns on Equity and Rates of Return contribute to this 21 

problem. Though rising costs may impact the utility’s operational costs–which 22 

                                                 
16 Direct Testimony of Sebastian Coppola, Exh. SC-1CT at 11:3–7. 
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they subsequently pass on to their customers–the regulatory compact essentially 1 

guarantees that well-managed utilities will earn a substantial profit. That same 2 

assurance of profitability is not offered to non-regulated, competitive companies. 3 

Q. What should the Commission do in response to inflationary concerns? 4 

A. It is within the Commission’s authority to set Avista’s Revenue Requirement and 5 

Rate of Return lower than the Settlement provides. The evidence does not support 6 

such significant Revenue Requirement increases, and the resulting customer rates 7 

are not in the public interest. Although the Settlement results in lower rates than 8 

the Company’s filed case, Commission approval would result in excessively high 9 

rates and authorized returns that unduly harm customers. As a policymaking 10 

body, the Commission has the tools to ease some of the economic pain rising 11 

prices have caused and a duty to set fair, just, reasonable, and sufficient rates.17 12 

The Revenue Requirement and Rate of Return set by the Settlement ensure 13 

sufficient rates for the Company and its shareholders, but do so at the expense of 14 

rates that are also fair, just, and reasonable for customers. Public Counsel 15 

provides evidence and recommendations that enable the Commission to address 16 

the increasing energy burden impacting Avista’s customers and regulate utilities 17 

in the public interest while still providing utilities with the opportunity to earn a 18 

fair rate of return.18 19 

/ / 20 

/ / 21 

                                                 
17 RCW 80.28.010(1). 
18 RCW 80.28.020. 
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III. EQUITY IMPACTS OF THE SETTLEMENT 1 

Q. Should the Commission consider equity impacts in this GRC? 2 

A. Yes. Under the multiyear rate plan statute the Commission has the discretion to 3 

factor equity into its decision-making process. RCW 80.28.425 requires every 4 

utility filing a GRC on or after January 1, 2022, to include a multiyear rate plan 5 

proposal. Indeed, Avista’s filed case includes a two-year rate plan proposal and 6 

the Settlement provides for a two-year rate plan for both electric and natural gas 7 

service. The statute also states the variety of factors the Commission may 8 

consider when evaluating whether a multiyear rate plan proposal is in the public 9 

interest: 10 

The commission's consideration of a proposal for a multiyear rate 11 
plan is subject to the same standards applicable to other rate filings 12 
made under this title, including the public interest and fair, just, 13 
reasonable, and sufficient rates. In determining the public interest, 14 
the commission may consider such factors including, but not limited 15 
to, environmental health and greenhouse gas emissions reductions, 16 
health and safety concerns, economic development, and equity, to 17 
the extent such factors affect the rates, services, and practices of a 18 
gas or electrical company regulated by the commission.19 19 

RCW 80.28.425 makes abundantly clear that equity is a critical factor for 20 

Commission consideration as it sets customer rates in the GRC process, in 21 

addition to utility services and practices. 22 

/ / 23 

/ / 24 

                                                 
19 RCW 80.28.325 (emphasis added). 
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Q. Does this case’s status as a Multiparty Settlement, rather than a fully 1 

litigated proceeding, remove the Commission’s duty to evaluate its equity 2 

impacts on customer rates? 3 

A. No. Though the Company’s proposed multiyear rate plan ultimately resulted in all 4 

Settling Parties accepting a two-year rate plan through negotiations rather than 5 

litigation, that does not remove the necessity for the Commission to critically 6 

evaluate the impact of the Settlement on customer rates. The Commission should 7 

account for equity, along with every other factor enumerated in RCW 80.28.425, 8 

as it renders a decision in this matter. 9 

Q. Does the Settlement result in equitable customer rates? 10 

A. No. The evidence in Public Counsel’s filing clearly demonstrates how the 11 

Settlement’s Revenue Requirement and Rate of Return are excessive and result in 12 

unfair, unjust, and unreasonable rates. The Company’s excessive request will 13 

create an unnecessary financial burden for all customers, but low-income and 14 

marginalized customers will bear a disproportionate burden of the excessive rate 15 

increases and profiteering. Public Counsel agrees with TEP witness Bradley 16 

Cebulko that “economic pain, including inflation and rising energy bills, falls 17 

hardest on low-income residents and those experiencing a high level of energy 18 

burden.”20 An excessive revenue requirement, coupled with economic challenges 19 

and high inflation, will indeed burden low-income customers more than it will 20 

those with higher incomes. Not only that, an excessive authorized Rate of Return 21 

                                                 
20 Supporting Multiparty Settlement Testimony of Bradley T. Cebulko, Exh. BTC-1T at 5:6–8. 



Dockets UE-220053, UG-220054, and UE-20854 (Consolidated) 
Response Testimony of Corey J. Dahl 

 Exhibit CJD-1T 
 

Page 18 of 32 

permits the Company to pursue excess profits in a way that disproportionately 1 

falls on low-income customers. 2 

Q. From an equity perspective, is this Settlement in the public interest? 3 

A. No, not when taken as a whole. Certain components of the Settlement are 4 

reasonable and are in the public interest. These components are further elaborated 5 

upon in our witnesses’ testimonies. However, the Settlement results in inequitable 6 

rates. Public Counsel witnesses Sebastian Coppola and David Garrett propose a 7 

reduced revenue requirement and Rate of Return in their testimonies that result in 8 

more equitable outcomes. 9 

IV. LOW-INCOME ASSISTANCE PROGRAMS 10 

Q. Please describe the low-income rate assistance terms the Settlement includes. 11 

A. In the Settlement, Avista commits to working with the Energy Assistance 12 

Advisory Group (EAAG) to reach consensus on how to address critical program 13 

design and implementation issues, particularly as they relate to a rate discount 14 

program. The Settlement specifies that the EAAG will reach consensus on joint 15 

administration of the program with the Company and Community Action 16 

Partnership (CAP) agencies, on the use of self-attestations to demonstrate income 17 

qualifications, and on points of intersection between the federal Low Income 18 

Heating Energy Assistance Program (LIHEAP) and the bill discount program the 19 

Company has yet to implement. It maintains current program budgets, and the 20 

Company agrees to consult with the EAAG to determine appropriate future 21 

budgeting methods and parameters. The Settlement also specifies which expenses 22 

may and may not be recovered through the low-income tariffs, Schedules 92 and 23 
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192. Finally, the Company commits to work with the EAAG to identify an 1 

opportunity for a renewable energy project to benefit low-income customers 2 

directly. 3 

Q. Are these low-income program design terms of the Settlement in the public 4 

interest? 5 

A. Yes. Avista has been working cooperatively with the EAAG to establish program 6 

design details and implementation plans for the new rate discount program. Public 7 

Counsel believes the basic framework of the bill discount program is reasonable. 8 

Avista witness Shawn Bonfield proposed a five-tier program assigning the 9 

discount level for differing customer income bands.21 This is a sound way to 10 

make sure the Company applies an appropriate discount to customer bills based 11 

on their income and ability to pay their electric or natural gas bills. 12 

  Although the Settlement’s basic rate discount proposal is reasonable, 13 

critical details remain incomplete. In particular, it will be crucial to determine 14 

how the Company will work with CAP agencies to administer the program. CAP 15 

agencies play a crucial role in administering energy assistance benefits to income-16 

qualifying customers and can ensure those customers gain access to other critical 17 

benefits. 18 

Additionally, removing barriers to customers qualifying for and receiving 19 

energy assistance funds has been a major point of conversation among 20 

stakeholders. Determining how to use and assess the accuracy of self-attested 21 

income to demonstrate qualifications is an important step toward reducing the 22 

                                                 
21 Direct Testimony of Shawn J. Bonfield, Exh. SJB-1T at 15:16–24.  
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administrative barriers customers with high energy burdens face. These 1 

assessments should strike a balance between gathering information necessary to 2 

determine compliance rates and creating new, unintended barriers to program 3 

participation. 4 

Finally, numerous customers will qualify for both LIHEAP benefits and a 5 

rate discount. Yet the benefit amounts and requirements for proving eligibility are 6 

not the same for these benefit types. Working collaboratively with the EAAG to 7 

reach consensus will ensure that the program design and implementation have 8 

buy-in from critical stakeholders and can be implemented successfully. 9 

Q. Is it important that the Settlement indicates which expenses the Company 10 

may and may not recover through Schedules 92 and 192? 11 

A. Yes. Public Counsel believes these particular Settlement terms are in the public 12 

interest. The Company’s initial proposal made significant changes to the types of 13 

expenses the Company could recover through the low-income rate assistance 14 

tariffs, Schedules 92 and 192. Specifically, the Company proposed recovering 15 

low-income program labor-related expenses through Schedules 92 and 192 16 

instead of through the Company’s operating and maintenance expenses, as it has 17 

done in the past.22 That proposal, if approved, would have allowed the Company 18 

to recover new, additional internal expenses for “administration and support costs 19 

(including labor), as well as outreach and education (inclusive of program 20 

promotion and marketing)” through Schedules 92 and 192.23 This would allow the 21 

Company to recover potentially significant costs through low-income tariff riders, 22 

                                                 
22 Id. at 32:19–22. 
23 Dahl, Exh. CJD-3 (Avista’s Response to TEP’s Data Request No. 3). 
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even though the Company was unable to determine or prove the specific expense 1 

levels added to the low-income schedules for cost recovery.24 2 

  The Settlement specifies the types of expenses permitted for recovery 3 

through Schedules 92 and 192. Avista may recover through the low-income 4 

tariffs: 5 

• Direct Services to customers; 6 
• CAP Agency Admin & Program Delivery; 7 
• CAP Agency Conservation Education Staff & Labor; 8 
• Avista Conservation Education; and 9 
• LIRAP Outreach Costs.25 10 

 These costs are consistent with what the Company has historically 11 

recovered through Schedules 92 and 192. The Settlement also indicates that 12 

Avista may not recover through the low-income tariffs: 13 

• Avista labor; 14 
• Equity advisory group expenses, including facilitator and participant 15 

payments; 16 
• Labor or other costs associated with the reporting of metrics 17 

concerning low-income customers and energy burden pursuant to 18 
Clean Energy Transformation Act or performance-based regulation 19 
metrics; and 20 

• Labor and other costs associated with reporting to the Department of 21 
Commerce.26 22 
 23 

 It would not be appropriate to expand costs recoverable through the low-24 

income tariff rider. It also would be inappropriate to set costs for recovery through 25 

Schedules 92 and 192 without specifying a dollar amount to add into the tariff 26 

rider. Therefore, this Settlement term is in the public interest. 27 

                                                 
24 Dahl, Exh. CJD-2 (Avista’s Response to TEP’s Data Request No. 2). 
25 The Revised Full Multiparty Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 24 (filed July 8, 2022) 
(hereinafter Settlement Stipulation Joint Testimony). 
26 Id. ¶ 24. 
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Q. Would you like to highlight any other low-income assistance program issues 1 

in the Settlement? 2 

A. Yes. I would like to highlight the low-income renewable project. The Settlement 3 

provides that the Company will collaborate with the EAAG to “identify a new 4 

renewable energy project(s), e.g., community solar, for the direct benefit of the 5 

low-income customers.”27 The Settlement also identifies potential funding 6 

sources and establishes that the Company must file a detailed work plan by 7 

December 1, 2023.28 This imposes no specific or immediate cost to customers at 8 

this time. 9 

  This term is in the public interest, as this supports the goals of CETA. 10 

CETA requires utilities to ensure “all customers are benefiting from the transition 11 

to clean energy [through the] equitable distribution of energy and nonenergy 12 

benefits and the reduction of burdens to vulnerable populations and highly 13 

impacted communities.”29 This term provides for the potential development of a 14 

clean energy generation project that would provide direct benefits to low-income 15 

customers. This term is in the public interest because it aids the Company in 16 

achieving CETA mandates and provides direct benefits to vulnerable customers. 17 

V. LOW-INCOME CONSERVATION PROGRAMS 18 

Q. Please describe the low-income conservation programs included in the19 

 Settlement. 20 

A. In accordance with the proposed Settlement, the Company agrees to:  21 

                                                 
27 Id. ¶ 24. 
28 Id. ¶ 24. 
29 RCW 19.405.060(1)(c)(iii). 
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• Increase low-income weatherization program funding to $4 million in 1 

2023 and $4.25 million in 2024; 2 

• Work with the Energy Efficiency Advisory Group (EEAG) to pilot a 3 

program to overcome deferred maintenance obstacles to completing 4 

projects; and 5 

• Work with the EEAG to survey actual installed measure costs and, if 6 

necessary, make adjustments to fully fund measures.30 7 

Q. Are the low-income conservation program terms in the public interest? 8 

A. Yes. Increasing low-income conservation funding will allow the Company to 9 

reach more customers in need of energy efficiency measures who are unable to 10 

afford them without assistance. This term also helps the Company meet the CETA 11 

goal to ensure equitable benefits in the clean energy transition.31 The Settlement 12 

also outlines sources for the additional funding through Schedules 92 and 192, the 13 

current program funding mechanism.32 14 

  Developing a pilot to address deferred maintenance issues is also in the 15 

public interest. In many cases, weatherization measures are unable to be installed 16 

or would be ineffective without addressing maintenance issues in customers’ 17 

homes. This is an issue agencies who coordinate funding and implementation of 18 

low-income weatherization projects raise regularly. Piloting a program to remove 19 

this important obstacle to completing projects is in the public interest. 20 

                                                 
30 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 24. 
31 RCW 19.408.060(1)(c)(iii). 
32 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 24. 
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  Finally, the survey of full measure costs will help align appropriate 1 

funding for installed measures to the coordinating agencies. Again, this is another 2 

important step to ensure success in weatherizing homes of income-qualifying 3 

customers. 4 

VI. DISTRIBUTIONAL EQUITY ANALYSIS 5 

Q. Please describe the distributional equity analysis terms in the Settlement. 6 

A. The Company agrees to assemble stakeholders to “develop methods and standards 7 

for distributional equity analysis and file them for Commission approval within 8 

24 months of the order approving the [multi-year rate plan].”33 This lays the 9 

groundwork for the Company to incorporate equity considerations into its electric 10 

and natural gas service planning processes. 11 

Q. Is the distributional equity analysis term in the public interest? 12 

A. Yes, it is. Completing the stakeholder process and Commission review of the 13 

distributional equity analysis methods and standards would change the way Avista 14 

does business by including equity in its planning processes. This could bring real 15 

steps toward equitable provision of electric and natural gas service, rather than 16 

ineffective or symbolic steps. 17 

VII. COLSTRIP COST RECOVERY 18 

Q. Please describe the Settlement terms relating to Colstrip cost recovery. 19 

A. The Settlement includes two terms related to the Colstrip coal-fired generating 20 

plant in Colstrip, Montana. Avista is a joint owner of Colstrip’s generating Units 21 

3 and 4, which currently serves a portion of Washington Avista customers’ 22 

                                                 
33 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 19. 
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electric load. CETA requires Washington electric utilities to “eliminate coal-fired 1 

resources from [their] allocation of electricity” by December 31, 2025.34 2 

  The first Colstrip-related term excludes all costs related to Colstrip’s Dry 3 

Ash Disposal System from the revenue requirement.35 Parties are not bound to 4 

this position in future matters, since this term is for settlement purposes in this 5 

case.36 6 

  The second Colstrip term provides that the Company will develop a 7 

tracking mechanism and tariff, Schedule 99, for all other expenses, “including but 8 

not limited to O&M expense, depreciation expense, D&R costs, and return on rate 9 

base.”37 This tracking mechanism is intended to account for basic, operational 10 

costs for Colstrip Units 3 and 4 through 2025, rather than expenses related to 11 

expenses that would extend the useful life of the generating units. This term 12 

provides that “future Colstrip investments, including the pro forma Colstrip 13 

investments Avista included in this case, will be recovered separately through this 14 

separate tracking mechanism, subject to review, including but not limited to an 15 

examination of prudence.”38 16 

Q. Do you believe these terms are in the public interest? 17 

A. Yes. Both terms are in the public interest because they will assist in the 18 

Company’s CETA compliance obligations. CETA requires electric companies to 19 

remove from Washington rates costs related to coal-fired generation by December 20 

                                                 
34 RCW 19.405.030(1)(a). 
35 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 14. 
36 Id. 
37 Id. 
38 Settlement Stipulation Joint Testimony, Exh. JT-1Tr at 22:8–11. 
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31, 2025, with the exception of prudently incurred decommissioning and 1 

remediation costs.39 The Settlement terms described above will assist the 2 

Commission and other stakeholders identify which Colstrip-related costs should 3 

and should not be included in customer rates as the clean energy transition 4 

proceeds. Avista’s customers should not be saddled with the costs of coal 5 

generation longer than is permitted. 6 

  Furthermore, the Schedule 99 tracking mechanism supports the 7 

Commission’s Final Order in the 2019 Avista GRC. The Commission ordered: 8 

  As part of the Settlement, Avista agrees not to support capital9 
 expenditures beyond routine capital maintenance costs at Colstrip that will10 
 extend the plant’s operational life beyond December 31, 2025. The Parties11 
 agree that all Colstrip capital expenditures after December 31, 2017, will12 
 be subject to a prudence determination in future rate proceedings and13 
 Avista will provide detailed information, including a complete record of14 
 the decision making and a full accounting of the costs related to those15 
 project expenditures on an annual basis.40 16 

 17 
 The cost tracking mechanism will set aside costs for prudency review and 18 

provide the Commission and intervenors an opportunity in future rate 19 

proceedings to evaluate whether costs tracked for recovery purposes are indeed 20 

routine maintenance expenses that do not extend the useful life of the Colstrip 21 

generating units. This will ensure that Avista’s Washington customers are not 22 

unfairly charged for unjustified or unwarranted expenses. For that reason, the 23 

Schedule 99 tracking mechanism is in the public interest. 24 

/ / 25 

                                                 
39 RCW 19.405.030(1)(a). 
40 Wash. Utils. & Transp. Comm’n v. Avista Corp., Dockets UE-190334, UG-190335, UE-190222 
(Consol.), Order 09: Final Order, ¶ 51 (Mar. 25, 2020). 
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VIII. RATE SPREAD AND RATE DESIGN 1 

Q.  Please describe the Settlement’s Rate Spread terms for electric service. 2 

A. The Settlement allocated a larger share of the proposed rate increases to 3 

residential electric customers in Rate Years 1 and 2, relative to commercial and 4 

industrial customer classes.41 As a result, this moves the customer classes closer 5 

to cost of service parity, one of several considerations made in setting rate spread. 6 

For the purposes of Settlement, the Settling Parties agreed to allocate a larger 7 

share of the $27.6 million tax refunds resulting from Avista’s changes to 8 

accounting methodology to the residential customer class,42 rather than industrial 9 

and commercial customers. This is intended to offset a portion of the increased 10 

rates allocated to residential customers. 11 

Q. What is Public Counsel’s position on Electric Rate Spread? 12 

A. Public Counsel neither supports nor opposes this term. 13 

Q. Please describe the Settlement’s Rate Spread terms for natural gas service. 14 

A. The Settlement proposes rate increases to be spread among all customer classes 15 

on an equal percent of margins basis.43 If the Commission approves, rate changes 16 

will be spread equally among the customer classes, without allocating a larger 17 

share of rate increases to any particular customer class. 18 

/ / 19 

/ / 20 

/ / 21 

                                                 
41 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 12. 
42 Id. ¶ 13. 
43 Id. ¶ 12. 
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Q. Does Public Counsel believe the Settlement’s natural gas rate spread is in the 1 

public interest? 2 

A. Yes. Public Counsel believes the natural gas rate spread term is reasonable and in 3 

the public interest. Given the financial conditions customers face, it is in the 4 

public interest to spread rate increases equally among all natural gas customer 5 

classes. This means that no particular class is bearing a disproportionate share of 6 

increased natural gas rates. 7 

Q. Please describe the Settlement’s terms regarding electric and natural gas rate 8 

design for residential customers. 9 

A. Residential basic charges for both electric and natural gas will remain at current 10 

levels, if the Commission approves this aspect of the Settlement.44 11 

Q. Does Public Counsel believe it is in the public interest to maintain current 12 

basic charges for electric and natural gas residential customers? 13 

A. Yes, it is in the public interest. Basic charges represent the portion of a customer’s 14 

bill that is static and will not vary with increased or decreased consumption of 15 

electricity or natural gas. Given that customers are facing challenging economic 16 

circumstances, increasing the fixed portion of utility rates would present an 17 

additional hurdle. 18 

  The Company initially proposed to raise both electric and natural gas basic 19 

charges from $9.00 to $11.0045 and $9.50 to $11.00 per month,46 respectively. 20 

The Settlement reduces the increased burden that otherwise would have been 21 

                                                 
44 Id. 
45 Direct Testimony of Joseph D. Miller, Exh. JDM-1T at 11:10–11. 
46 Id. at 27:18–19. 
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passed onto residential customers and, thus, it is reasonable and in the public 1 

interest. 2 

IX. OTHER SETTLEMENT TERMS 3 

Q. Are there additional Settlement terms that Public Counsel would like to 4 

address? 5 

A. Yes, I will address the Climate Commitment Act, Small Business Energy 6 

Efficiency, Natural Gas Transition, Capital Projects Review, and Transportation 7 

Electrification terms below. 8 

Q. Please describe the Settlement’s Climate Commitment Act term. 9 

A. The Settlement provides that Avista will convene relevant stakeholder advisory 10 

groups within 60 days of the Department of Ecology adopting rules implementing 11 

the Climate Commitment Act. The Company will consult with the advisory group 12 

on steps toward compliance with the Climate Commitment Act for electric and 13 

natural gas services, including treatment of revenues from consignment of 14 

allowances.47 15 

Q. Please describe the Settlement’s Small Business Energy Efficiency term. 16 

A. The Company agrees to convene the appropriate advisory group to discuss small 17 

business energy efficiency offerings and other programs offered to residential 18 

customers. These discussions will occur no later than June 30, 2023. Any 19 

budgetary impacts of new program proposals must be discussed with the advisory 20 

groups.48 There are no immediate revenue impacts related to this term. 21 

 

                                                 
47 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 25. 
48 Id. ¶ 26. 
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Q. Please describe the Settlement’s Natural Gas Transition term. 1 

A. The Settlement, if approved, establishes a timeline to phase out the natural gas 2 

Line Extension Allowance by January 1, 2025. Beginning in 2023, the Company 3 

will adopt a Net Present Value methodology to calculate Line Extension 4 

Allowances over a 2-year period. The Company agrees to reduce the Line 5 

Extension Allowance to zero by the beginning of 2025. Annual compliance filings 6 

would be required.49 7 

Q. Please describe the Settlement’s Capital Projects Review term. 8 

A. Under a multi-year rate plan proposal, utilities are required to refund any capital 9 

spending that exceeds what is embedded in rates. The Settlement, if approved, 10 

extends the period for intervenors to review capital project spending from three 11 

months to four months, providing additional time for due diligence. The Company 12 

also agrees to pass any refunds owed to customers through a separate tariff to 13 

maintain transparency.50 14 

Q. Please describe the Settlement’s Transportation Electrification term 15 

A. This term addresses statutory requirements and requires the Company to report 16 

metrics related to electric vehicle and electric vehicle supply equipment use. 17 

Specifically, Avista would be required to report the percent of utility-owned 18 

electric vehicle supply equipment serving and befitting customers in named 19 

communities, if this Settlement term is approved.51 Additionally, Avista would be 20 

                                                 
49 Settlement Stipulation Joint Testimony, Exh. JT-2r ¶ 25. 
50 Id. ¶ 20. 
51 Id. ¶ 22. 
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required to report on load shifted to off-peak periods as a result of transportation 1 

electrification programs.52 2 

Q. Are the Climate Commitment Act, Small Business Utility Advocate, Natural 3 

Gas Transition, Capital Projects Review, and Transportation Electrification 4 

terms in the public interest? 5 

A. Yes. Public Counsel believes these terms are in the public interest. These terms 6 

serve climate goals for Avista’s Washington customers, ensure parties have 7 

adequate time to review utility capital expenditures, and provide additional 8 

opportunity for small business customers to benefit from energy efficiency 9 

programs. 10 

X. CONCLUSION 11 

Q. Please summarize your testimony. 12 

A. My testimony addressed the scope of issues addressed in our filings and the 13 

witnesses presented in this matter. The testimony also described current economic 14 

pressures customers are facing, and the role the Commission can play in 15 

providing them relief by setting rates and Rate of Return at fair, just, and 16 

reasonable levels. Furthermore, my testimony demonstrated that customer rate 17 

impacts of the Settlement are not equitable and that the Commission should 18 

consider these impacts in light of statute. 19 

  My testimony also described how various components of the Settlement 20 

are reasonable and in the public interest, particularly its terms on low-income 21 

                                                 
52 Id. 
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assistance, low-income conservation, distributional equity, electric rate design, 1 

natural gas rate spread and rate design, and Colstrip cost recovery. 2 

Q. Does this conclude your testimony? 3 

A. Yes, it does.  4 
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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A.  My name is David J. Garrett. My business address is 101 Park Avenue, Suite 1125, 3 

Oklahoma City, Oklahoma 73102. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am the managing member of Resolve Utility Consulting, LLC. I am an independent 6 

consultant specializing in public utility regulation. 7 

Q. Please summarize your educational background and professional experience. 8 

A. I received a B.B.A. degree with a major in Finance, an M.B.A. degree, and a J.D. 9 

degree from the University of Oklahoma. I worked in private legal practice for 10 

several years before working as assistant general counsel at the Oklahoma 11 

Corporation Commission in 2011. At the Oklahoma Corporation Commission, I 12 

worked in the Office of General Counsel in regulatory proceedings. In 2012, I worked 13 

for the Public Utility Division as a regulatory analyst providing testimony in 14 

regulatory proceedings. After leaving the Oklahoma Corporation Commission, I 15 

formed Resolve Utility Consulting PLLC, where I have represented numerous 16 

consumer groups and state agencies in utility regulatory proceedings, primarily in the 17 

areas of cost of capital and depreciation. I am a Certified Depreciation Professional 18 

with the Society of Depreciation Professionals. I am also a Certified Rate of Return 19 

Analyst with the Society of Utility and Regulatory Financial Analysts. A more 20 
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complete description of my qualifications and regulatory experience is included in my 1 

curriculum vitae.1 2 

Q. On whose behalf are you testifying in this proceeding? 3 

A. I am testifying on behalf of the Public Counsel Unit of the Washington Office of 4 

Attorney General (Public Counsel). 5 

Q. Please describe the purpose of your testimony. 6 

A. The purpose of my testimony is to present an independent analysis and opinion of the 7 

cost of equity capital and a prudent capital structure for Avista Corp. (Avista or the 8 

Company). I also address the authorized rate of return (ROR) proposed in the Full 9 

Multiparty Settlement Stipulation (Settlement) and recommend a fair ROR for the 10 

Washington Utilities and Transportation Commission’s (UTC or Commission) 11 

consideration.2 I also refer to the direct testimony of Company witnesses Adrien 12 

McKenzie regarding Avista’s proposed return on equity (ROE) in its direct filing.3  13 

II. EXECUTIVE SUMMARY 14 

Q. Please summarize the key points of your testimony. 15 

A. The key points of my testimony are as follows: 16 

/ / 17 

/ / 18 

/ / 19 

                                                 

1 See David J. Garrett, Exh. DJG-2 (Curriculum Vitae of David J. Garrett). 
2 See Full Multiparty Settlement Stipulation (filed on June 28, 2022); see also Full Multiparty Settlement 
Stipulation Revised Joint Testimony, Exh. JT-1Tr (filed on July 8, 2022) (hereinafter Joint Testimony); Joint 
Testimony, Exh. JT-2r. 
3 See Direct Testimony of Adrien M. McKenzie, Exh. AMM-1T. 
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 The Commission should reject the authorized rate of return of 7.03 1 
percent proposed in the Settlement. An objective cost of capital analysis 2 
shows that the Company’s estimated market-based cost of capital is 6.46 3 
percent. This cost of capital figure is based on the Company’s proposed 4 
cost of debt in its in direct filing of 4.54 percent, as well as my proposed 5 
awarded ROE of 8.75 percent, and a ratemaking capital structure 6 
consisting of 54.4 percent debt and 45.6 percent equity.  7 

 The legal standards governing this issue do not mandate that the 8 
awarded ROE equate to the result of a particular financial model, but 9 
rather that it be reasonable under the circumstances. I estimate the 10 
Company’s cost of equity to be 7.9 percent, and in my opinion, it is not 11 
fair to award an ROE that is significantly above a regulated utility’s cost 12 
of equity. However, I recommend the Commission award Avista an 13 
authorized ROE of 8.75 percent. Although 8.75 percent is still clearly 14 
above Avista’s market-based cost of equity estimate, it represents a 15 
gradual yet meaningful move towards market-based cost of equity.   16 

 I recommend the Commission reject Avista’s proposed capital structure 17 
consisting of 51.5 percent debt and 48.5 percent equity. The average 18 
debt ratio of the same proxy group used to estimate Avista’s cost of 19 
equity is 54.4 percent. The cost of equity estimated through the proxy 20 
group is necessarily related to the capital structures of the proxy group. 21 
Thus, it is reasonable to consider the average debt ratio of the proxy 22 
group when assessing a reasonable ratemaking structure. I recommend 23 
the Commission authorize a ratemaking capital structure for Avista 24 
consisting of 54.4 percent debt and 47 percent equity, which equates to 25 
the average capital structure of the proxy group.   26 

My proposed ROE and capital structure for Avista would equate to an overall 27 

weighted average ROR of 6.46 percent, as shown in the following figure. 28 

Figure 1: Weighted Average Rate of Return Proposal 29 

 

Capital Proposed Cost  Weighted

Component Ratio Rate Cost

Long Term Debt 54.4% 4.54% 2.47%

Common Equity 45.6% 8.75% 3.99%

Total 100.0% 6.46%
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The details supporting my proposed adjustments are discussed further in my 1 

testimony. 2 

 Overview and Background 3 

Q. Please explain the concept and significance of the cost of capital.  4 

A. The term cost of capital, or Weighted Average Cost of Capital (WACC),4 refers to the 5 

weighted average cost of the components within a company’s capital structure, 6 

including the costs of both debt and equity. The three primary components of a 7 

company’s WACC include the following: 8 

1. Cost of Debt 9 

2. Cost of Equity 10 

3. Capital Structure 11 

Determining the cost of debt is relatively straightforward. Interest payments on bonds 12 

are contractual, embedded costs that are generally calculated by dividing total interest 13 

payments by the book value of outstanding debt. Determining the cost of equity, on 14 

the other hand, is more complex. Unlike the known, contractual, and embedded cost 15 

of debt, there is no explicitly quantifiable “cost” of equity. Instead, the cost of equity 16 

must be estimated through various financial models. Cost of capital is expressed as a 17 

weighted average because it is based upon a company’s relative levels of debt and 18 

equity, as defined by the particular capital structure of that company. The basic 19 

WACC equation used in regulatory proceedings is presented as follows: 20 

/ / 21 

                                                 

4 The terms Cost of Capital and WACC are synonymous and used interchangeably throughout this testimony. 



Dockets UE-220053, UG-220054, and UE-210854 (Consolidated) 
Response Testimony of DAVID J. GARRETT 

Exhibit DJG-1T 

Page 5 of 64 

 

Equation 1: Weighted Average Cost of Capital 1 

𝑊𝐴𝐶𝐶  
𝐷

𝐷 𝐸
𝐶

𝐸
𝐷 𝐸

𝐶  2 

where: WACC  weighted average cost of capital 
 D  book value of debt 
 CD  embedded cost of debt capital 
 E  book value of equity 
 CE  market-based cost of equity capital 

 
Companies in the competitive market often use their WACC as the discount rate to 3 

determine the value of capital projects, so it is important that this figure be estimated 4 

accurately.  5 

Q. How do experts and regulators typically assess the ROEs awarded to utilities 6 

and the corresponding opportunity for shareholders? 7 

A. Investors, company managers, and academics around the world have used models 8 

such as the Capital Asset Pricing Model (CAPM) and Discounted Cash Flow (DCF) 9 

to closely estimate cost of equity for many years, and weigh the results achieved 10 

against the results from proxy groups. Each of these concepts will be discussed in 11 

more detail later in my testimony. 12 

Q. How do your analyses and recommendations consider equity as that term is used 13 

in the multiyear rate plan statute in RCW 80.28.425(1)?  14 

A. It is important for the Commission to set an authorized ROR that is fair to both 15 

customers and shareholders. In my opinion, the authorized ROR proposed in the 16 

Settlement is notably greater than a reasonable estimate of Avista’s market based 17 

Cost of Capital. The ROR proposed in my testimony is closer to Avista’s actual Cost 18 

of Capital, which will serve to reduce the excess transfer of wealth from customers to 19 
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shareholders, relative to the ROR proposed in the Settlement. An excess authorized 1 

ROR would negatively impact all customers, but it would disproportionately impact 2 

low-income customers–those whose utility expenses represent a larger portion of their 3 

household operating budgets. 4 

 Recommendation 5 

Q. Please summarize your ROE recommendation to the Commission.  6 

A. Pursuant to the legal and technical standards guiding this issue, the awarded ROE 7 

should be based on, or reflective of, the utility’s cost of equity. Avista’s estimated 8 

cost of equity is about 7.9 percent, when using reasonable inputs. However, legal 9 

standards do not mandate the awarded ROE be set exactly equal to the cost of equity. 10 

Rather, in Federal Power Commission v. Hope Natural Gas Co., the U.S. Supreme 11 

Court found that, although the awarded return should be based on a utility’s cost of 12 

equity, the “end result” should be just and reasonable.5 Therefore, I recommend the 13 

Commission award Avista an ROE of 8.75 percent. In my opinion, an awarded ROE 14 

that is set too far above a regulated utility’s cost of equity (which in this case is only 15 

about 7.9 percent) runs the risk of being at odds with the standards set forth in Hope6 16 

and Bluefield Water Works & Improvement Co. v. Public Service Commission of West 17 

Virginia.7 In other words, setting the awarded ROE far above the cost of equity 18 

                                                 

5 See Federal Power Comm’n v. Hope Nat. Gas Co., 320 U.S. 591, 603 (1944). Here, the Court states that it is 
not mandating the various permissible ways in which the rate of return may be determined, but instead indicates 
that the end result should be just and reasonable. This is sometimes called the “end result” doctrine. 
6 Id. 
7 Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n of W. Va., 262 U.S. 679, 692–93 (1923). 
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results in an excess transfer of wealth from customers to the utility, which is never 1 

appropriate. 2 

Q. If 8.75 percent exceeds Avista’s actual cost of equity and still, in your opinion, 3 

results in an excessive wealth transfer from shareholders to ratepayers, how can 4 

it still be considered a just and reasonable result? 5 

A. The ratemaking concept of “gradualism,” though usually applied from ratepayers’ 6 

standpoint to minimize rate shock, could also be applied illustratively to shareholders. 7 

An awarded return as low as 7.9 percent would arguably represent a stark movement 8 

in the awarded ROE, considering that Avista’s current authorized ROE is 9.4 percent. 9 

While generally reducing awarded ROEs for utilities would move awarded returns 10 

closer to market-based costs and so reduce the excess transfer of wealth from 11 

ratepayers to shareholders, I believe it is advisable to do so gradually. One of the 12 

primary reasons Avista’s actual cost of equity is so low is because Avista is a 13 

relatively low-risk investment. In general, utility stocks are low-risk investments 14 

because movements in their stock prices are not volatile. If the Commission were to 15 

make a significant, sudden change in the awarded ROE anticipated by regulatory 16 

stakeholders, it could have the undesirable effect of notably increasing the 17 

Company’s risk profile, which could be in contravention to the Hope Court’s “end 18 

result” doctrine. An awarded ROE of 8.75 percent represents a good balance between 19 

the Supreme Court’s indications that awarded ROEs should be based on cost, while 20 

also recognizing that the end result must be just and reasonable under the 21 

circumstances.    22 



Dockets UE-220053, UG-220054, and UE-210854 (Consolidated) 
Response Testimony of DAVID J. GARRETT 

Exhibit DJG-1T 

Page 8 of 64 

 

Q. Please summarize your recommendation regarding capital structure.   1 

A. Unlike competitive companies, which have a natural financial incentive to issue 2 

sufficient amounts of debt to maximize profits, regulated utilities do not have the 3 

same incentive to issue sufficient amounts of debt. The average capital structure of 4 

the same proxy group used to estimate cost of equity consists of 54.4 percent debt.8 I 5 

recommend the Commission authorize a ratemaking capital structure for Avista 6 

consisting of 54.4 percent debt and 45.6 percent equity, which equates to the average 7 

capital structure of the proxy group. 8 

 Response to the Settlement 9 

Q. Please describe the ROR proposed in the Settlement.    10 

A. The Settlement proposes an authorized ROR of 7.03 percent. The Settlement does not 11 

specifically state the cost of debt, cost of equity, and capital structure. To put this 12 

proposed ROR in perspective, if we assume the Company’s filed cost of debt (4.45 13 

percent) and capital structure (51.5 percent debt and 48.5 percent equity), an overall 14 

ROR of 7.03 percent implies an authorized ROE of about 9.7 percent, as illustrated in 15 

the following table. 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

/ / 21 

                                                 

8 See Garrett, Exh. DJG-15 (Proxy Company Debt Ratios). 
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Figure 2: Implied Cost of Capital Components in Settlement for Comparison 1 

 

 As shown in this figure, the implied authorized ROE based on the other 2 

assumed capital components is about 9.68 percent, which is notably higher than my 3 

cost of equity estimate of 7.9 percent for the Company. 4 

Q. The Settlement also suggests that an authorized ROE of 9.4 percent would be 5 

reasonable.  Do you agree?  6 

A. No.  A footnote in the Settlement suggests that a 7.03 percent ROR based on a 9.4 7 

percent ROE, a 4.8 percent cost of debt, and the same capital structure outline above 8 

“would produce a result within the zone of reasonableness.”9  As discussed in my 9 

testimony, a reasonable estimate of Avista’s current market-based cost of equity is 7.9 10 

percent.  In my opinion, an authorized ROE greater than the 8.75 percent ROE I 11 

recommend would be unreasonable.  12 

III. LEGAL STANDARDS AND THE AWARDED RETURN 13 

Q. Discuss the legal standards governing the awarded ROR on capital investments 14 

for regulated utilities.  15 

                                                 

9 See Joint Testimony, Exh JT-1Tr at 9, fn.8. 

Capital Proposed Cost  Weighted

Component Ratio Rate Cost

Long Term Debt 51.5% 4.54% 2.34%

Common Equity 48.5% 9.68% 4.69%

Total 100.0% 7.03%
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A. In Wilcox v. Consolidated Gas Co. of New York, the U.S. Supreme Court first 1 

addressed the meaning of a fair ROR for public utilities.10 The Court found that “the 2 

amount of risk in the business is a most important factor” in determining the 3 

appropriate allowed ROR.11 As referenced earlier, in two subsequent landmark cases, 4 

the Court set forth the standards by which public utilities are allowed to earn a return 5 

on capital investments. First, in Bluefield, the Court held: 6 

A public utility is entitled to such rates as will permit it to earn a return 7 
on the value of the property which it employs for the convenience of the 8 
public. . . but it has no constitutional right to profits such as are realized 9 
or anticipated in highly profitable enterprises or speculative ventures. 10 
The return should be reasonably sufficient to assure confidence in the 11 
financial soundness of the utility and should be adequate, under efficient 12 
and economical management, to maintain and support its credit and 13 
enable it to raise the money necessary for the proper discharge of its 14 
public duties.12 15 

 Then, in Hope, the Court expanded on the guidelines set forth in Bluefield and stated: 16 

From the investor or company point of view it is important that there be 17 
enough revenue not only for operating expenses but also for the capital 18 
costs of the business. These include service on the debt and dividends 19 
on the stock. By that standard the return to the equity owner should be 20 
commensurate with returns on investments in other enterprises having 21 
corresponding risks. That return, moreover, should be sufficient to 22 
assure confidence in the financial integrity of the enterprise, so as to 23 
maintain its credit and to attract capital.13  24 

The cost of capital models I have employed in this case are designed to be in 25 

accordance with the foregoing legal standards. 26 

                                                 

10 Wilcox v. Consolidated Gas Co. of N.Y., 212 U.S. 19 (1909). 
11 Id. at 48. 
12 Bluefield at 692–93. 
13 Federal Power Comm’n v. Hope Nat. Gas Co., 320 U.S. 591, 603 (1944) (emphasis added) (internal citations 
omitted). 
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Q. Is it important that the awarded rate of return be based on the Company’s 1 

actual cost of capital?  2 

A. Yes. The U.S. Supreme Court in Hope makes it clear that the allowed return should 3 

be based on the actual cost of capital.14 Moreover, the awarded return must also be 4 

fair, just, and reasonable under the circumstances of each case. Among the 5 

circumstances that must be considered in each case are the broad economic and 6 

financial impacts to the cost of equity and awarded return caused by market forces 7 

and other factors. As a starting point, however, scholars agree that the actual cost of 8 

capital must be considered:  9 

Since by definition the cost of capital of a regulated firm represents 10 
precisely the expected return that investors could anticipate from other 11 
investments while bearing no more or less risk, and since investors will 12 
not provide capital unless the investment is expected to yield its 13 
opportunity cost of capital, the correspondence of the definition of the 14 
cost of capital with the court’s definition of legally required earnings 15 
appears clear.15 16 

 The models I have employed in this case closely estimate the Company’s true 17 

cost of equity. If the Commission sets the awarded return based on my lower and 18 

more reasonable ROR, it will comply better with the U.S. Supreme Court’s standards, 19 

allow the Company to maintain its financial integrity, and achieve reasonable returns 20 

for its investors. On the other hand, if the Commission sets the allowed ROR much 21 

                                                 

14 The term “cost of capital” includes both debt and equity. The overall awarded rate of return should be based on 
the utility’s cost of capital, which the awarded ROE should be based in the utility’s cost of equity. 
15 Lawrence Kolbe, et al., The Cost of Capital: Estimating the Rate of Return for Public Utilities 21 (The MIT 
Press, 1984).  
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higher than the true cost of capital, as requested by Avista, it will result in an 1 

inappropriate transfer of wealth from ratepayers to shareholders.16  2 

Q. What does this legal standard mean for determining the awarded return and the 3 

cost of capital? 4 

A. The awarded return and the cost of capital are different but related concepts. On one 5 

hand, the legal and technical standards encompassing this issue require that the 6 

awarded return reflect the true cost of capital. Yet on the other hand, the two concepts 7 

differ in that the legal standards do not mandate that awarded returns exactly match 8 

the cost of capital. Instead, awarded returns are set through the regulatory process and 9 

may be influenced by various factors other than objective market drivers. By contrast, 10 

the cost of capital should be evaluated objectively and be closely tied to economic 11 

realities, such as stock prices, dividends, growth rates, and, most importantly, risk. 12 

The cost of capital can be estimated by financial models used by firms, investors, and 13 

academics around the world for decades. The problem is, with respect to regulated 14 

utilities, there has been a trend in which awarded returns fail to closely track with 15 

market-based cost of capital, as further discussed below. To the extent this occurs, the 16 

results are detrimental to ratepayers and the state’s economy. 17 

/ / 18 

/ / 19 

                                                 

16 Roger A. Morin, New Regulatory Finance 23–24 (Pub. Utils. Reports, 2006) (1994) (“[I]f the allowed rate of 
return is greater than the cost of capital, capital investments are undertaken and investors’ opportunity costs are 
more than achieved. Any excess earnings over and above those required to service debt capital accrue to the 
equity holders, and the stock price increases. In this case, the wealth transfer occurs from ratepayers to 
shareholders.”). 
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Q. Please describe the economic impact that occurs when the awarded return strays 1 

too far from the U.S. Supreme Court’s time-honored cost of equity standards.   2 

A. When the awarded ROE is set far above the cost of equity, it runs the risk of violating 3 

the U.S. Supreme Court’s standards. This has the effect of diverting dollars from 4 

ratepayers for their internal or business uses that would otherwise support the local or 5 

state economy to the utility’s shareholders at large. Moreover, establishing an 6 

awarded return that far exceeds true cost of capital effectively prevents the awarded 7 

returns from changing along with economic conditions. This is especially true given 8 

the fact that regulators tend to be influenced by the awarded returns in other 9 

jurisdictions, regardless of the various unknown factors influencing those awarded 10 

returns. If regulators rely too heavily on the awarded returns from other jurisdictions, 11 

they can create a cycle over time that bears little relation to the market-based cost of 12 

equity. In fact, this is exactly what we have observed since 1990. This is yet another 13 

reason why it is crucial for regulators to put more emphasis on the target utility’s 14 

actual cost of equity than on the awarded returns from other jurisdictions. Awarded 15 

returns may be influenced by settlements and other political factors not based on true 16 

market conditions. In contrast, the true cost of equity as estimated through objective 17 

models is not influenced by these factors but is instead driven by market-based 18 

factors.   19 

/ / 20 

/ / 21 

/ / 22 
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Q. Can you illustrate and provide a comparison of the relationship between 1 

awarded utility returns and market cost of equity since 1990?    2 

A. Yes. As shown in the figure below, awarded returns for electric and gas utilities have 3 

been above the average required market return since 1990.17 Because utility stocks 4 

are consistently far less risky than the average stock in the marketplace, the cost of 5 

equity for utility companies is less than the market cost of equity.  6 

To illustrate this fact, the graph in the figure below shows three trend lines. 7 

The top two lines are the average annual awarded returns since 1990 for U.S. 8 

regulated electric and gas utilities. The bottom line is the required market return over 9 

the same period. As discussed in more detail later in my testimony, the required 10 

market return is essentially the return that investors would require if they invested in 11 

the entire market and, as such, the required market return is essentially the cost of 12 

equity of the entire market. Since it is undisputed that utility stocks are less risky than 13 

the average stock in the market, then the utilities’ cost of equity must be less than the 14 

market cost of equity.18 Thus, awarded returns (the solid line) should generally be 15 

below the market cost of equity (the dotted line), since awarded returns are supposed 16 

to be based on true cost of equity.  17 

/ / 18 

/ / 19 

/ / 20 

                                                 

17 See Garrett, Exh. DJG-14 (Market Cost of Equity vs. Awarded Returns). 
18 This fact can be objectively measured through a term called “beta,” as discussed later in the testimony. Utility 
betas are less than one, which means utility stocks are less risky than the “average” stock in the market. 
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Figure 3: Awarded ROEs vs. Market Cost of Equity 1 

 

 Notwithstanding the data in this graph, awarded ROEs have been consistently 2 

above the market cost of equity for many years. Also as shown in this graph, since 3 

1990, there was only one year in which the average awarded ROE was below the 4 

market cost of equity. In 1994, regulators awarded ROEs that were the closest to 5 

utilities’ market-based cost of equity. In my opinion, when awarded ROEs for utilities 6 

are below the market cost of equity, regulators more closely conform to the standards 7 

set forth by Hope and Bluefield and minimize the excess wealth transfer from 8 

ratepayers to shareholders.  9 

/ /  10 

/ / 11 
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Q. Have other analysts commented on this national phenomenon of awarded ROEs 1 

exceeding market-based cost equity for utilities?    2 

A. Yes. In an article published in Public Utilities Fortnightly, Steve Huntoon observed 3 

that even though utility stocks are less risky than the stocks of competitive industries, 4 

utility stocks have nonetheless outperformed the broader market.19 Specifically, the 5 

author notes the following three points which lead to a problematic conclusion: 6 

1. Jack Bogle, the founder of Vanguard Group and a Wall Street 7 
legend, provides rigorous analysis that the long-term total return 8 
for the broader market will be around 7 percent going forward. 9 
Another Wall Street legend, Professor Burton Malkiel, 10 
corroborates that 7 percent in the latest edition of his seminal 11 
work, A Random Walk Down Wall Street. 12 

2. Institutions like pension funds are validating the first point by 13 
piling on risky investments to try and get to a 7.5 percent total 14 
return, as reported by the Wall Street Journal. 15 

3. Utilities are being granted returns on equity around 10 percent.20 16 

Other scholars have also observed that awarded ROEs have not appropriately 17 

tracked with declining interest rates over the years, and that excessive awarded ROEs 18 

have negative economic impacts. In a white paper issued in 2017, Charles S. Griffey 19 

stated: 20 

/ / 21 

/ / 22 

/ / 23 

/ / 24 

                                                 

19 Steve Huntoon, Nice Work If you can Get It, Pub. Utils. Fortnightly (Aug. 2016). 
20 Id. 
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The “risk premium” being granted to utility shareholders is now higher 1 
than it has ever been over the last 35 years. Excessive utility ROEs are 2 
detrimental to utility customers and the economy as a whole. From a 3 
societal standpoint, granting ROEs that are higher than necessary to 4 
attract investment creates an inefficient allocation of capital, diverting 5 
available funds away from more efficient investments. From the utility 6 
customer perspective, if a utility’s awarded and/or achieved ROE is 7 
higher than necessary to attract capital, customers pay higher rates 8 
without receiving any corresponding benefit.21 9 

 Because awarded ROEs are often based primarily on a comparison with other 10 

awarded ROEs around the country, the average awarded returns effectively fail to 11 

adapt to true market conditions, and regulators seem reluctant to deviate from the 12 

average. Once utilities and regulatory commissions become accustomed to awarding 13 

rates of return higher than market conditions actually require, this trend becomes 14 

difficult to reverse. The fact is, utility stocks are less risky than the average stock in 15 

the market, and thus, awarded ROEs should be less than the expected return on the 16 

market. However, that is rarely the case. My proposal assists the Commission in 17 

“see[ing] the gap between allowed returns and cost of capital,”22 and reconciling this 18 

issue in an equitable manner. 19 

Q. Summarize the legal standards governing the awarded ROE issue.   20 

A. The Commission should strive to move the awarded return to a level more closely 21 

aligned with the Company’s actual, market-derived cost of capital while keeping in 22 

mind the following two legal principles outlined below.   23 

                                                 

21 Charles S. Griffey, When ‘What Goes Up’ Does Not Come Down: Recent Trends in Utility Returns, White 
Paper (Feb. 2017). 
22 Leonard Hyman & William Tilles, Don’t Cry for Utility Shareholders, America, Pub. Utils. Fortnightly (Oct. 
2016). 
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1. Risk is the most important factor when determining the awarded return. 1 
The awarded return should be commensurate with those returns on 2 
investments of corresponding risk. 3 

The legal standards articulated in Hope and Bluefield demonstrate that the 4 

U.S. Supreme Court understands one of the most basic, fundamental concepts in 5 

financial theory: the more (or less) risk an investor assumes, the more (or less) return 6 

the investor requires. Since utility stocks are low risk, the return required by equity 7 

investors should be relatively low. I have used financial models to closely estimate 8 

the Company’s cost of equity, and these financial models account for risk. The cost of 9 

equity models confirm the industry experiences relatively low levels of risk by 10 

producing relatively low cost of equity results. In turn, the awarded ROE in this case 11 

should reflect Avista’s relatively low market risk.   12 

2. The awarded return should be sufficient to assure financial soundness 13 
and integrity under efficient management. 14 

Because awarded returns in the regulatory environment have not closely 15 

tracked market-based trends and commensurate risk, utility companies have been able 16 

to remain more than financially sound, perhaps despite management inefficiencies. In 17 

fact, the transfer of wealth from ratepayers to shareholders has been so far removed 18 

from actual cost-based drivers that a utility could remain financially sound even under 19 

relatively inefficient management. Therefore, regulatory commissions should strive to 20 

set utilities’ returns based on actual market conditions to promote prudent and 21 

efficient management and minimize economic waste.   22 

/ / 23 

/ / 24 
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IV. GENERAL CONCEPTS AND METHODOLOGY 1 

Q. Discuss your approach to estimating the cost of equity in this case. 2 

A. While a competitive firm must estimate its own cost of capital to assess the 3 

profitability of competing capital projects, regulators determine a utility’s cost of 4 

capital to establish a fair ROR. The legal standards set forth above do not include 5 

specific guidelines regarding the models that must be used to estimate the cost of 6 

equity for utilities. Over the years, however, regulatory commissions have 7 

consistently relied on several models. The models I have employed in this case have 8 

been the two most widely used and accepted in regulatory proceedings for many 9 

years. The specific inputs and calculations for these models are described in more 10 

detail below.   11 

Q. Please explain why you used multiple models to estimate the cost of equity. 12 

A. These models attempt to measure the return on equity required by investors by 13 

estimating several different inputs. It is preferable to use multiple models because the 14 

results of any one model may contain a degree of imprecision, especially depending 15 

on the reliability of the inputs used at the time of conducting the model. By using 16 

multiple models, the analyst can compare the results of the models and look for 17 

outlying results and inconsistencies. Likewise, if multiple models produce a similar 18 

result, it may indicate a narrower range for the cost of equity estimate. 19 

Q. Please discuss the benefits of choosing a proxy group of companies in conducting 20 

cost of capital analyses. 21 

A. The cost of equity models in this case can be used to estimate the cost of capital of 22 

any individual, publicly traded company. There are advantages, however, to 23 
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conducting cost of capital analysis on a proxy group of companies that are 1 

comparable to the target company. First, it is better to assess the financial soundness 2 

of a utility by comparing it to a group of other financially sound utilities. Second, 3 

using a proxy group provides more reliability and confidence in the overall results 4 

because there is a larger sample size. Finally, the use of a proxy group is often a pure 5 

necessity when the target company is a subsidiary that is not publicly traded, as is the 6 

case here. This is because the financial models used to estimate the cost of equity 7 

require information from publicly traded firms, such as stock prices and dividends.   8 

Q. Describe the proxy group you selected in this case. 9 

A. In this case, I chose to use the same proxy group used by witness McKenzie. There 10 

could be reasonable arguments made for the inclusion or exclusion of a particular 11 

company in a proxy group; however, the cost of equity results are influenced far more 12 

by the underlying assumptions and inputs to the various financial models than the 13 

composition of the proxy group.23 By using the same proxy group, we can remove a 14 

relatively insignificant variable from the equation and focus on the primary factors 15 

driving Avista’s cost of equity estimate.  16 

V. RISK AND RETURN CONCEPTS 17 

Q. Discuss the general relationship between risk and return. 18 

A. Risk is among the most important factors for the Commission to consider when 19 

determining the allowed return. Thus, it is necessary to understand the relationship 20 

between risk and return. There is a direct relationship between risk and return: the 21 

                                                 

23See Garrett, Exh. DJG-3 (Proxy Group Summary). 
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more (or less) risk an investor assumes, the larger (or smaller) return the investor will 1 

demand. There are two primary types of risk: firm-specific risk and market risk. 2 

Firm-specific risk affects individual companies, while market risk affects all 3 

companies in the market to varying degrees. 4 

Q. Discuss the differences between firm-specific risk and market risk. 5 

A. Firm-specific risk affects individual companies, rather than the entire market. For 6 

example, a competitive firm might overestimate customer demand for a new product, 7 

resulting in reduced sales revenue. This is an example of a firm-specific risk called 8 

“project risk.”24 There are several other types of firm-specific risks, including: (1) 9 

“financial risk” – the risk that equity investors of leveraged firms face as residual 10 

claimants on earnings; (2) “default risk” – the risk that a firm will default on its debt 11 

securities; and (3) “business risk” – which encompasses all other operating and 12 

managerial factors that may result in investors realizing less than their expected return 13 

in that particular company. While firm-specific risk affects individual companies, 14 

market risk affects all companies in the market to varying degrees. Examples of 15 

market risk include interest rate risk, inflation risk, and the risk of major socio-16 

economic events. When there are changes in these risk factors, they affect all firms in 17 

the market to some extent.25  18 

  Analysis of the U.S. market in 2001 provides a good example for contrasting 19 

firm-specific risk and market risk. During that year, Enron Corp.’s stock fell from $80 20 

                                                 

24 Aswath Damodaran, Investment Valuation: Tools and Techniques for Determining the Value of Any Asset 62–
63 (3rd ed., John Wiley & Sons, 2012). 
25 See Zvi Bodie et al., Essentials of Investments 149 (9th ed., McGraw-Hill/Irwin 2013). 
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per share to its low when the company filed bankruptcy at the end of the year. If an 1 

investor’s portfolio had held only Enron stock at the beginning of 2001, this irrational 2 

investor would have lost the entire investment by the end of the year due to assuming 3 

the full exposure of Enron’s firm-specific risk (in that case, imprudent management). 4 

On the other hand, a rational, diversified investor who invested the same amount of 5 

capital in a portfolio holding every stock in the S&P 500 would have had a much 6 

different result that year. The rational investor would have been relatively unaffected 7 

by the fall of Enron because their portfolio included about 499 other stocks. Each of 8 

those stocks, however, would have been affected by various market risk factors that 9 

occurred that year. Thus, the rational investor would have incurred a relatively minor 10 

loss due to market risk factors, while the irrational investor would have lost 11 

everything due to firm-specific risk factors. 12 

Q. Can equity investors reasonably minimize firm-specific risk? 13 

A. Yes. A fundamental concept in finance is that firm-specific risk can be eliminated 14 

through diversification.26 If someone irrationally invested all of his funds in one firm, 15 

he would be exposed to all the firm-specific risk and the market risk inherent in that 16 

single firm. Rational investors, however, are risk-averse and seek to eliminate risk 17 

they can control. Investors can eliminate firm-specific risk by adding more stocks to 18 

their portfolio through a process called “diversification.” There are two reasons why 19 

diversification eliminates firm-specific risk.  20 

                                                 

26 See John R. Graham, et al., Corporate Finance: Linking Theory to What Companies Do 179–80 (3rd ed., 
South Western Cengage Learning, 2010). 
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First, each stock in a diversified portfolio represents a much smaller 1 

percentage of the overall portfolio than it would in a portfolio of just one or a few 2 

stocks. Thus, any firm-specific action that changes the stock price of one stock in the 3 

diversified portfolio will have only a small impact on the entire portfolio.27  4 

The second reason why diversification eliminates firm-specific risk is that the 5 

effects of firm-specific actions on stock prices can be either positive or negative for 6 

each stock. Thus, in large diversified portfolios, the net effect of these positive and 7 

negative firm-specific risk factors will be essentially zero and will not affect the value 8 

of the overall portfolio.28 Firm-specific risk is also called “diversifiable risk” because 9 

it can be easily eliminated through diversification.   10 

Q. Is it well-known and accepted that, because firm-specific risk can be easily 11 

eliminated through diversification, the market does not reward such risk 12 

through higher returns? 13 

A. Yes. Because investors eliminate firm-specific risk through diversification, they know 14 

they cannot expect a higher return for assuming the firm-specific risk in any one 15 

company. Thus, the risks associated with an individual firm’s operations are not 16 

rewarded by the market. In fact, firm-specific risk is also called “unrewarded” risk for 17 

this reason. Market risk, on the other hand, cannot be eliminated through 18 

diversification. Because market risk cannot be eliminated through diversification, 19 

investors expect a return for assuming this type of risk. Market risk is also called 20 

                                                 

27 See Damodaran, supra, at 64.  
28 Id. 
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“systematic risk.” Scholars recognize the fact that market risk, or systematic risk, is 1 

the only type of risk for which investors expect a return for bearing: 2 

If investors can cheaply eliminate some risks through diversification, 3 
then we should not expect a security to earn higher returns for risks 4 
that can be eliminated through diversification. Investors can expect 5 
compensation only for bearing systematic risk (i.e., risk that cannot be 6 
diversified away).29  7 

 
These important concepts are illustrated in the figure below. Some form of this figure 8 

is found in many financial textbooks. 9 

Figure 4: Effects of Portfolio Diversification 10 

 

                                                 

29 See Graham, supra, at 180 (emphasis added).  
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 This figure shows that as stocks are added to a portfolio, the amount of firm-1 

specific risk is reduced until it is essentially eliminated. No matter how many stocks 2 

are added, however, there remains a certain level of fixed market risk. The level of 3 

market risk will vary from firm to firm. Market risk is the only type of risk that is 4 

rewarded by the market and is thus the primary type of risk the Commission should 5 

consider when determining the allowed return.      6 

Q. Describe how market risk is measured. 7 

A. Investors who want to eliminate firm-specific risk must hold a fully diversified 8 

portfolio. To determine the amount of risk that a single stock adds to the overall 9 

market portfolio, investors measure the covariance between a single stock and the 10 

market portfolio. The result of this calculation is called “beta.”30 Beta represents the 11 

sensitivity of a given security to the market as a whole. The market portfolio of all 12 

stocks has a beta equal to one. Stocks with betas greater than 1.0 are relatively more 13 

sensitive to market risk than the average stock. For example, if the market increases 14 

(or decreases) by 1.0 percent, a stock with a beta of 1.5 will, on average, increase (or 15 

decrease) by 1.5 percent. In contrast, stocks with betas of less than 1.0 are less 16 

sensitive to market risk, such that if the market increases (or decreases) by 1.0 17 

percent, a stock with a beta of 0.5 will, on average, only increase (or decrease) by 0.5 18 

percent. Thus, stocks with low betas are relatively insulated from market conditions. 19 

                                                 

30 See Id. at 180–81.  
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The beta term is used in the CAPM to estimate the cost of equity, which is discussed 1 

in more detail later.31 2 

Q. Are public utilities characterized as defensive firms that have low betas, have low 3 

market risk, and are relatively insulated from overall market conditions? 4 

A. Yes. Although market risk affects all firms in the market, it affects different firms to 5 

varying degrees. Firms with high betas are affected more than firms with low betas, 6 

which is why firms with high betas are riskier. Stocks with betas greater than one are 7 

generally known as “cyclical stocks.” Firms in cyclical industries are sensitive to 8 

recurring patterns of recession and recovery known as the “business cycle.”32 Thus, 9 

cyclical firms are exposed to a greater level of market risk. Securities with betas less 10 

than one, on the other hand, are known as “defensive stocks.” Companies in defensive 11 

industries, such as public utility companies, “will have low betas and performance 12 

that is comparatively unaffected by overall market conditions.”33 In fact, financial 13 

textbooks often use utility companies as prime examples of low-risk, defensive 14 

firms.34 The figure below compares the betas of several industries and illustrates that 15 

the utility industry is one of the least risky industries in the U.S. market.35 16 

/ /  17 

/ / 18 

                                                 

31 Though it will be discussed in more detail later, Garrett, Exhibit DJG-9 shows that the average beta of the 
proxy group was less than 1.0. This confirms the well-known concept that utilities are relatively low-risk firms. 
32 See Bodie, supra, at 382. 
33 Id. at 383.  
34 See e.g., Id. at 382; see also Damodaran, supra, at 196. 
35 See Betas by Sector (US) at http://pages.stern.nyu.edu/~adamodar/. The exact beta calculations are not as 
important as illustrating the well-known fact that utilities are low-risk companies. The fact that the utility 
industry is one of the lowest risk industries in the country should not change from year to year. 
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Figure 5: Beta by Industry 1 

 

  The fact that utilities are defensive firms that are exposed to little market risk 2 

is beneficial to society. When the business cycle enters a recession, consumers can be 3 

assured that their utility companies will be able to maintain normal business 4 

operations and provide safe and reliable service under prudent management. 5 

Likewise, utility investors can be confident that utility stock prices will not fluctuate 6 

widely. So, while it is preferable for utilities to be defensive firms that experience 7 

little market risk and relatively insulated from market conditions, this should also be 8 

appropriately reflected in Avista’s awarded return.  9 

/ / 10 

/ / 11 
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VI. DISCOUNTED CASH FLOW ANALYSIS  1 

Q. Describe the DCF Model. 2 

A. The DCF Model is based on a fundamental financial model called the “dividend 3 

discount model,” which maintains that the value of a security is equal to the present 4 

value of the future cash flows it generates. Cash flows from common stock are paid to 5 

investors in the form of dividends. There are several variations of the DCF Model. 6 

These versions, along with other formulas and theories related to the DCF Model, are 7 

discussed in more detail in Exhibit DJG-17. For this case, I chose to use the Quarterly 8 

Approximation DCF Model because it accounts for the quarterly growth of dividends 9 

(as opposed to annual growth). I also used this variation of the DCF Model in the 10 

interest of reasonableness, as it produces the highest cost of equity estimates 11 

compared with the other DCF Model variations. 12 

Q. Describe the inputs to the DCF Model. 13 

A. There are three primary inputs in the DCF Model: (1) stock price, (2) dividend, and 14 

(3) the long-term growth rate. The stock prices and dividends are known inputs based 15 

on recorded data, while the growth rate projection must be estimated. The formula is 16 

presented as follows: 17 

Equation 2: Quarterly Approximation Discounted Cash Flow Model 18 

𝐾
𝑑 1 𝑔 /

𝑃
1 𝑔 / 1 19 

where: K  discount rate / required return 
 d0  current quarterly dividend per share 
 P0  stock price 
 g  expected growth rate of future dividends 
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I discuss each of these inputs separately below.  1 

 Stock Price 2 

Q. How did you determine the stock price input of the DCF Model? 3 

A. For the stock price (P0), I used a 30-day average of stock prices for each company in 4 

the proxy group.36 Analysts sometimes rely on average stock prices for longer periods 5 

(e.g., 60, 90, or 180 days). According to the efficient market hypothesis, however, 6 

markets reflect all relevant information available at a particular time, and prices 7 

adjust instantaneously to the arrival of new information.37 Past stock prices, in 8 

essence, reflect outdated information. The DCF Model used in utility rate cases is a 9 

derivation of the dividend discount model, which is used to determine the current 10 

value of an asset. Thus, according to the dividend discount model and the efficient 11 

market hypothesis, the value for the “P0” term in the DCF Model should technically 12 

be the current stock price, rather than an average.  13 

Q. Why did you use a 30-day average for the current stock price input? 14 

A. Using a short-term average of stock prices for the current stock price input adheres to 15 

market efficiency principles while avoiding any irregularities that may arise from 16 

using a single current stock price. In the context of a utility rate proceeding, there is a 17 

significant length of time from when an application is filed and testimony is due. 18 

Choosing a current stock price for one particular day could raise a separate issue 19 

concerning which day was chosen to be used in the analysis. In addition, a single 20 

stock price on a particular day may be unusually high or low. It is arguably ill-advised 21 

                                                 

36 See Garrett, Exh. DJG-4 (DCF Stock and Index Prices). 
37 See Fama, supra, at 383.  
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to use a single stock price in a model that is ultimately used to set rates for several 1 

years, especially if a stock is experiencing some volatility. Thus, it is preferable to use 2 

a short-term average of stock prices, which represents a good balance between 3 

adhering to well-established principles of market efficiency while avoiding any 4 

unnecessary contentions that may arise from using a single stock price on a given 5 

day. The stock prices I used in my DCF analysis are based on 30-day averages of 6 

adjusted closing stock prices for each company in the proxy group.38 7 

 Dividend 8 

Q. Describe how you determined the dividend input of the DCF Model. 9 

A. The dividend term in the Quarterly Approximation DCF Model is the current 10 

quarterly dividend per share (d0). I obtained the most recent quarterly dividend paid 11 

for each proxy company.39 The Quarterly Approximation DCF Model assumes that 12 

the company increases its dividend payments each quarter. Thus, the model assumes 13 

that each quarterly dividend is greater than the previous one by (1 + g)0.25. This 14 

expression could be described as the dividend quarterly growth rate, where the term 15 

“g” is the growth rate and the exponential term “0.25” signifies one quarter of the 16 

year. 17 

/ / 18 

/ / 19 

                                                 

38See Garrett, Exh. DJG-4 (DCF Stock and Index Prices). The prices reported are adjusted closing prices, rather 
than actual closing prices which are ideal for analyzing historical stock prices. The adjusted price provides an 
accurate representation of the firm’s equity value beyond the mere market price because it accounts for stock 
splits and dividends.  
39 See Garrett, Exh. DJG-5 (DCF Dividend Yields – Nasdaq Dividend History).  
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Q. Does the Quarterly Approximation DCF Model result in the highest cost of 1 

equity in this case relative to other DCF Models, all else held constant? 2 

A. Yes. The Quarterly Approximation DCF Model I employed in this case results in a 3 

higher DCF cost of equity estimate than the annual or semi-annual DCF Models due 4 

to the quarterly compounding of dividends inherent in the model. In essence, the 5 

Quarterly Approximation DCF Model I used results in the highest cost of equity 6 

estimate, all else held constant. 7 

 Growth Rate 8 

Q. Summarize the growth rate input in the DCF Model. 9 

A. The most critical input in the DCF Model is the growth rate. Unlike the stock price 10 

and dividend inputs, the growth rate input (g) must be estimated. As a result, the 11 

growth rate is often the most contentious DCF input in utility rate cases. The DCF 12 

model used in this case is based on the constant growth valuation model. Under this 13 

model, a stock is valued by the present value of its future cash flows in the form of 14 

dividends. Before future cash flows are discounted by the cost of equity, however, 15 

they must be “grown” into the future by a long-term growth rate. As stated above, one 16 

of the inherent assumptions of this model is that these cash flows in the form of 17 

dividends grow at a constant rate forever. Thus, the growth rate term in the constant 18 

growth DCF model is often called the “constant,” “stable,” or “terminal” growth rate. 19 

For young, high-growth firms, estimating the growth rate to be used in the model can 20 

be especially difficult, and may require the use of multi-stage growth models. For 21 

mature, low-growth firms such as utilities, however, estimating the terminal growth 22 

rate is more transparent. The growth term of the DCF Model is one of the most 23 
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important, yet apparently most misunderstood, aspects of cost of equity estimations in 1 

utility regulatory proceedings. Therefore, I have devoted a more detailed explanation 2 

of this issue in the following sections, which are organized as follows:  3 

(1) The Various Determinants of Growth 4 

(2) Reasonable Estimates for Long-Term Growth 5 

(3) Quantitative vs. Qualitative Determinants of Utility Growth: 6 
Circular References, “Flatworm” Growth, and the Problem with 7 
Analysts’ Growth Rates   8 

(4)  Growth Rate Recommendation 9 

1. The Various Determinants of Growth 10 

Q. Describe the various determinants of growth. 11 

A. Although the DCF Model directly considers the growth of dividends, there are a 12 

variety of growth determinants that should be considered when estimating growth 13 

rates. It should be noted that these various growth determinants are used primarily to 14 

determine the short-term growth rates in multi-stage DCF models. For utility 15 

companies, it is necessary to focus primarily on long-term growth rates, which are 16 

discussed in the following section. That is not to say that these growth determinants 17 

cannot be considered when estimating long-term growth; however, as discussed 18 

below, long-term growth must be constrained much more than short-term growth, 19 

especially for young firms with high growth opportunities. Additionally, I briefly 20 

discuss these growth determinants here because it may reveal some of the source of 21 

confusion in this area.  22 
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 A. Historical Growth 1 

  Looking at a firm’s actual historical experience may theoretically provide a 2 

good starting point for estimating short-term growth. However, past growth is not 3 

always a good indicator of future growth. Some metrics that might be considered here 4 

are a historical growth in revenues, operating income, and net income. Since 5 

dividends are paid from earnings, estimating historical earnings growth may provide 6 

an indication of future earnings and dividend growth. In general, however, revenue 7 

growth tends to be more consistent and predictable than earnings growth because it is 8 

less likely to be influenced by accounting adjustments.40 9 

 B. Analyst Growth Rates 10 

  Analyst growth rates refer to short-term projections of earnings growth 11 

published by institutional research analysts such as Value Line and Bloomberg. A 12 

more detailed discussion of analyst growth rates, including the problems with using 13 

them in the DCF Model to estimate utility cost of equity, is provided in a later section 14 

of this testimony. 15 

 C. Fundamental Determinants of Growth 16 

  Fundamental growth determinants refer to firm-specific financial metrics that 17 

arguably provide better indications of near-term sustainable growth. One such metric 18 

for fundamental growth considers the return on equity and the retention ratio. The 19 

                                                 

40 See Damodaran, supra, at 279. 
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idea behind this metric is that firms with high ROEs and retention ratios should have 1 

greater opportunities for growth.41 2 

Q. Did you use any of these growth determinants in your DCF Model? 3 

A. No. Primarily, these growth determinants discussed above would provide better 4 

indications of short- to mid-term growth for firms with average to high growth 5 

opportunities. Utilities, however, are mature, low-growth firms. While it may not be 6 

unreasonable on its face to use any of these growth determinants for the growth input 7 

in the DCF Model, we must keep in mind that the stable growth DCF Model 8 

considers only long-term growth rates, which are constrained by certain economic 9 

factors, as discussed further below.  10 

2. Reasonable Estimates for Long-term Growth 11 

Q. Describe what is meant by long-term growth. 12 

A. In order to make the DCF Model a viable, practical model, an infinite stream of future 13 

cash flows must be estimated and then discounted back to the present. Otherwise, each 14 

annual cash flow would have to be estimated separately. Some analysts use “multi-15 

stage” DCF Models to estimate the value of high-growth firms through two or more 16 

stages of growth, with the final stage of growth being constant. However, it is not 17 

necessary to use multi-stage DCF Models to analyze the cost of equity of regulated 18 

utility companies. This is because regulated utilities are already in their “terminal,” low 19 

growth stage. Unlike most competitive firms, the growth of regulated utilities is 20 

constrained by physical service territories and limited primarily by ratepayer and load 21 

                                                 

41 Id. at 279. 
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growth within those territories. The figure below illustrates the well-known 1 

business/industry life-cycle pattern. 2 

Figure 6: Industry Life Cycle 3 

 

 In an industry’s early stages, there are ample opportunities for growth and 4 

profitable reinvestment. In the maturity stage however, growth opportunities 5 

diminish, and firms choose to pay out a larger portion of their earnings in the form of 6 

dividends instead of reinvesting them in operations to pursue further growth 7 

opportunities. Once a firm is in the maturity stage, it is not necessary to consider 8 

higher short-term growth metrics in multi-stage DCF Models; rather, it is sufficient to 9 

analyze the cost of equity using a stable growth DCF Model with one terminal, long-10 

term growth rate.  11 

/ / 12 
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Q. Is it true that the terminal growth rate cannot exceed the growth rate of the 1 

economy, especially for a regulated utility company? 2 

A. Yes. A fundamental concept in finance is that no firm can grow forever at a rate 3 

higher than the growth rate of the economy in which it operates.42 Thus, the terminal 4 

growth rate used in the DCF Model should not exceed the aggregate economic 5 

growth rate. This is especially true when the DCF Model is conducted on public 6 

utilities because these firms have defined service territories. As stated by Dr. 7 

Damodaran: “[i]f a firm is a purely domestic company, either because of internal 8 

constraints . . . or external constraints (such as those imposed by a government), the 9 

growth rate in the domestic economy will be the limiting value.”43  10 

In fact, it is reasonable to assume that a regulated utility would grow at a rate 11 

that is less than the U.S. economic growth rate. Unlike competitive firms, which 12 

might increase their growth by launching a new product line, franchising, or 13 

expanding into new and developing markets, utility operating companies with defined 14 

service territories cannot do any of these things to grow. Gross Domestic Product 15 

(“GDP”) is one of the most widely used measures of economic production and is used 16 

to measure aggregate economic growth. According to the Congressional Budget 17 

Office’s Budget Outlook, the long-term forecast for nominal U.S. GDP growth is 18 

about 4 percent.44 19 

/ / 20 

                                                 

42 See Damodaran, supra, at 306. 
43 Id. 
44 Congressional Budget Office Long-Term Budget Outlook, https://www.cbo.gov/publication/56977 (last 
accessed July 22, 2021).  
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Q. Is it reasonable to assume that the terminal growth rate will not exceed the risk-1 

free rate?  2 

A. Yes. In the long term, the risk-free rate will converge on the growth rate of the 3 

economy. For this reason, financial analysts sometimes use the risk-free rate for the 4 

terminal growth rate value in the DCF model.45 I discuss the risk-free rate in further 5 

detail later in this testimony. 6 

Q. Please summarize the various long-term growth rate estimates that can be used 7 

as the terminal growth rate in the DCF Model.  8 

A. The reasonable long-term growth rate determinants are summarized as follows: 9 

1. Nominal GDP Growth 10 

2. Real GDP Growth 11 

3. Current Risk-Free Rate 12 

 Any of the foregoing growth determinants could provide a basis for a reasonable 13 

input for the terminal growth rate in the DCF Model for a utility company, including 14 

Avista.  15 

3. Qualitative Growth: The Problem with Analysts’ Growth Rates   16 

Q. Describe the differences between “quantitative” and “qualitative” growth 17 

determinants.  18 

A. Assessing “quantitative” growth simply involves mathematically calculating a 19 

historic metric for growth (such as revenues or earnings) or calculating various 20 

fundamental growth determinants using certain figures from a firm’s financial 21 

                                                 

45 Damodaran, supra, at 307. 
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statements (such as ROE and the retention ratio). However, any thorough assessment 1 

of company growth should be based upon a “qualitative” analysis. Such an analysis 2 

would consider specific strategies that company management will implement to 3 

achieve real sustainable growth in earnings. Therefore, it is important to begin the 4 

analysis of Avista’s growth rate with this simple, qualitative question: how is this 5 

regulated utility going to achieve a real sustained growth in earnings? If this question 6 

were asked of a competitive firm, there could be several answers depending on the 7 

type of business model, such as launching a new product line, franchising, rebranding 8 

to target a new demographic, or expanding into a developing market. Regulated 9 

utilities, however, cannot engage in these potential growth opportunities.   10 

Q. Why is it especially important to emphasize real, qualitative growth 11 

determinants when analyzing whether a growth rate is fair for a regulated 12 

utility?  13 

A. While qualitative growth analysis is important regardless of the entity being analyzed, 14 

it is especially important in the context of utility ratemaking. This is because the rate 15 

base ROR model inherently possesses two factors that can contribute to distorted 16 

views of utility growth when considered exclusively from a quantitative perspective. 17 

These two factors are: (1) rate base and (2) the awarded ROE. I will discuss each 18 

factor further below. It is important to keep in mind that the ultimate objective of this 19 

analysis is to provide a foundation upon which to base the fair ROR for the utility. 20 

Thus, we should strive to ensure that each individual component of the financial 21 

models used to estimate the cost of equity are also fair. If we consider only 22 

quantitative growth determinants, it may lead to projected growth rates that are 23 
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overstated and ultimately unfair, because they result in inflated cost of equity 1 

estimates. 2 

Q. How does rate base relate to growth determinants for utilities? 3 

A. Under the rate base ROR model, a utility’s rate base is multiplied by its awarded 4 

ROR to produce the required level of operating income. Therefore, increases to rate 5 

base generally result in increased earnings. Thus, utilities have a natural financial 6 

incentive to increase rate base. In short, utilities have a financial incentive to increase 7 

rate base regardless of whether such increases are driven by a corresponding increase 8 

in demand. A good, relevant example of this is seen in the early retirement of old, but 9 

otherwise functional coal plants in response to environmental regulations and 10 

replacing them with new generation assets. Under these circumstances, utilities have 11 

been able to increase their rate bases by a far greater extent than what any concurrent 12 

increase in demand would have required. In other words, utilities grew their earnings 13 

by simply retiring old assets and replacing them with new assets. This is not “real” or 14 

“sustainable” growth. If the tail of a flatworm is removed and regenerated, it does not 15 

mean the flatworm actually grew. Likewise, if a competitive, unregulated firm 16 

announced plans to close production plants and replace them with new plants, it 17 

would not be considered a real determinant of growth unless analysts believed this 18 

decision would directly result in increased market share for the company and a real 19 

opportunity for sustained increases in revenues and earnings. In the case of utilities, 20 

the mere replacement of “old plant” with “new plant” does not increase market share, 21 

attract new ratepayers, create franchising opportunities, or allow utilities to penetrate 22 

developing markets, but may result in short-term, quantitative earnings growth. 23 
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However, this “flatworm growth” in earnings was merely the quantitative byproduct 1 

of the rate base-ROR model, and not an indication of real or qualitative growth and, 2 

therefore, using that data alone to estimate a growth rate is not fair. The following 3 

diagram in the figure below illustrates this concept.    4 

Figure 7: Analysts' Earning Growth Projections: The "Flatworm Growth" 5 

Problem 6 

 

  Of course, utilities might sometimes add “new plant” to meet a modest growth 7 

in ratepayer demand. However, as the foregoing discussion demonstrates, it would be 8 

more appropriate to consider load growth projections and other qualitative indicators, 9 

rather than mere increases to rate base or earnings, to attain a fair assessment of 10 

growth.  11 
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Q. Please discuss the other way in which analysts’ earnings growth projections do 1 

not provide indications of real, qualitative growth for regulated utilities. 2 

A. If we give undue weight to analysts’ projections for utilities’ earnings growth, it will 3 

not provide an accurate reflection of real, qualitative growth because a utility’s 4 

earnings are heavily influenced by the ultimate figure that all this analysis is supposed 5 

to help us estimate: the awarded return on equity. This creates a circular reference 6 

problem or feedback loop. In other words, if a regulator awards an ROE that is above 7 

market-based cost of capital (which is often the case, as discussed above), this could 8 

lead to higher short-term growth rate projections from analysts. If these same inflated, 9 

short-term growth rate estimates are used in the DCF Model (as they often are by 10 

utility witnesses), it could lead to higher awarded ROEs; and the cycle continues, as 11 

illustrated in the figure below. 12 

Figure 8: Analysts’ Earnings Growth Projections: The “Circular Reference” 13 

Problem 14 
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 Therefore, it is not advisable to simply consider the quantitative growth 1 

projections published by analysts, as this practice will not necessarily provide fair 2 

indications of real, sustainable utility growth.   3 

Q. Are there any other problems with relying on analysts’ growth projections?  4 

A. Yes. While the foregoing discussion shows two reasons why we cannot rely on 5 

analysts’ growth rate projections to provide fair, qualitative indicators of utility 6 

growth in a stable growth DCF Model, the third reason is perhaps the most obvious 7 

and undisputable. Various institutional analysts—such as Zacks, Value Line, and 8 

Bloomberg—publish estimated projections of earnings growth for utilities. These 9 

estimates are short-term growth rate projections, ranging from 3 to 10 years. 10 

However, many utility ROE analysts inappropriately insert these short-term growth 11 

projections into the DCF Model as if they were long-term growth rate projections. For 12 

example, assume that an analyst at Bloomberg estimates that a utility’s earnings will 13 

grow by 7 percent per year over the next three years. This analyst may have based 14 

this short-term forecast on a utility’s plans to replace depreciated rate base (i.e., 15 

“flatworm growth”) or on an anticipated awarded return that is above market-based 16 

cost of equity (i.e., the “circular reference” problem). When a utility witness uses this 17 

figure in a DCF Model, however, it is the witness, not the Bloomberg analyst, who is 18 

testifying to the regulator that the utility’s earnings will qualitatively grow by 7 19 

percent per year over the long-term, which is an unrealistic assumption and a 20 

fundamentally different conclusion than that of the Bloomberg analyst.  21 

/ / 22 

/ / 23 
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4. Long-Term Growth Rate Recommendation 1 

Q. Describe the growth rate input used in your DCF Model. 2 

A. I considered various qualitative determinants of growth for Avista, along with the 3 

maximum allowed growth rate under basic principles of finance and economics. The 4 

following chart in the figure below shows the various growth determinants I 5 

considered.46 6 

Figure 9: Terminal Growth Rate Determinants 7 

 

                                                 

46 See Garrett, Exh. DJG-6 (DCF Terminal Growth Rate Determinants). 

Terminal Growth Determinants Rate

Nominal GDP 3.8%

Real GDP 1.8%

Risk Free Rate 3.2%

Highest 3.8%

Company‐Specific Qualitiative

Growth Determinants Rate

Electric Load (MWh) ‐2.8%

Gas Load (Therms) ‐1.8%

Electric Customers 1.2%

Gas Customers 1.6%

Average ‐0.5%
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  For the long-term growth rate in my DCF model, I selected the maximum, 1 

reasonable long-term growth rate of 3.8 percent, which means my model assumes that 2 

Avista’s qualitative growth in earnings will qualitatively match the nominal growth 3 

rate of the entire U.S. economy over the long run – a charitable assumption.  4 

Q. Did you also consider Company-specific, qualitative growth factors to check the 5 

reasonableness of your conclusions regarding Avista’s most appropriate long-6 

term growth rate for the DCF Model?  7 

A. Yes. According to Avista’s own calculations, its annual growth rate in qualitative 8 

factors such as customer and load growth are notably lower than the growth rate I 9 

used in my DCF Model, as shown in the figure above. In my experience, these types 10 

of low-growth figures are common among utilities for company-specific, qualitative 11 

growth determinants such as demand and customer growth, whether historical or 12 

projected. This confirms the reasonableness of using the long-term growth rate that I 13 

used in the DCF Model, which is notably higher than these Company-specific growth 14 

determinants.   15 

Q. Please describe the final results of your DCF Model. 16 

A. I used the Quarterly Approximation DCF Model discussed above to estimate Avista’s 17 

cost of equity capital. I obtained an average of reported dividends and stock prices 18 

from the proxy group, and I used a reasonable terminal growth rate estimate for 19 

Avista. My DCF Model cost of equity estimate for Avista is 7.5 percent.47 20 

                                                 

47 See Garrett, Exh. DJG-7 (DCF Final Results). 
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VII. CAPITAL ASSET PRICING MODEL ANALYSIS 1 

Q. Describe the CAPM. 2 

A. The CAPM is a market-based model founded on the principle that investors expect 3 

higher returns for incurring additional risk.48 The CAPM estimates this expected 4 

return. The various assumptions, theories, and equations involved in the CAPM are 5 

discussed further in Exhibit 18. Using the CAPM to estimate the cost of equity of a 6 

regulated utility is consistent with the legal standards governing the fair ROR. The 7 

U.S. Supreme Court has recognized that “the amount of risk in the business is a most 8 

important factor” in determining the allowed ROR,49 and that “the return to the equity 9 

owner should be commensurate with returns on investments in other enterprises 10 

having corresponding risks.”50 The CAPM is a useful model because it directly 11 

considers the amount of risk inherent in a business.    12 

Q. Describe the inputs for the CAPM. 13 

A. The basic CAPM equation requires only three inputs to estimate the cost of equity: 14 

(1) the risk-free rate; (2) the beta coefficient; and (3) the equity risk premium. Here is 15 

the CAPM formula: 16 

Equation 3: Basic CAPM 

Cost of Equity = Risk-free Rate + (Beta × Equity Risk Premium) 

 Each input is discussed separately below.   17 

                                                 

48 William F. Sharpe, A Simplified Model for Portfolio Analysis 277–93 (Management Science IX 1963). 
49 Wilcox, 212 U.S. at 48. 
50 Hope Natural Gas Co., 320 U.S. at 603. 



Dockets UE-220053, UG-220054, and UE-210854 (Consolidated) 
Response Testimony of DAVID J. GARRETT 

Exhibit DJG-1T 

Page 46 of 64 

 

 The Risk-Free Rate 1 

Q. Explain the risk-free rate. 2 

A. The first term in the CAPM is the risk-free rate (RF). The risk-free rate is simply the 3 

level of return investors can achieve without assuming any risk. The risk-free rate 4 

represents the bare minimum return that any investor would require on a risky asset. 5 

Even though no investment is technically void of risk, investors often use U.S. 6 

Treasury securities to represent the risk-free rate because they accept that those 7 

securities essentially contain no default risk. The Treasury issues securities with 8 

different maturities, including short-term Treasury Bills, intermediate-term Treasury 9 

Notes, and long-term Treasury Bonds.  10 

Q. Is it preferable to use the yield on long-term Treasury bonds for the risk-free 11 

rate in the CAPM? 12 

A. Yes. In valuing an asset, investors estimate cash flows over long periods of time. 13 

Common stock is viewed as a long-term investment, and the cash flows from 14 

dividends are assumed to last indefinitely. Thus, short-term Treasury Bill yields are 15 

rarely used in the CAPM to represent the risk-free rate. Short-term rates are subject to 16 

greater volatility and thus can lead to unreliable estimates. Instead, long-term 17 

Treasury bonds are usually used to represent the risk-free rate in the CAPM. I 18 

considered a 30-day average of daily Treasury yield curve rates on 30-year Treasury 19 

Bonds in my risk-free rate estimate, which resulted in a risk-free rate of 3.21 20 

percent.51  21 

                                                 

51See Garrett, Exh. DJG-8 (CAPM Risk-Free Rate). 



Dockets UE-220053, UG-220054, and UE-210854 (Consolidated) 
Response Testimony of DAVID J. GARRETT 

Exhibit DJG-1T 

Page 47 of 64 

 

 The Beta Coefficient 1 

Q. How is the beta coefficient used in this model? 2 

A. As discussed above, beta represents the sensitivity of a given security to movements 3 

in the overall market. The CAPM states that in efficient capital markets, the expected 4 

risk premium on each investment is proportional to its beta. Recall that a security 5 

with a beta greater (or less) than one is more (or less) risky than the market portfolio. 6 

An index such as the S&P 500 Index is used as a proxy for the market portfolio. The 7 

historical betas for publicly traded firms are published by various institutional 8 

analysts. Beta may also be calculated through a linear regression analysis, which 9 

provides additional statistical information about the relationship between a single 10 

stock and the market portfolio. As discussed above, beta also represents the 11 

sensitivity of a given security to the market as a whole. The market portfolio of all 12 

stocks has a beta equal to one. Stocks with betas greater than 1.0 are relatively more 13 

sensitive to market risk than the average stock. For example, if the market increases 14 

(or decreases) by 1.0 percent, a stock with a beta of 1.5 will, on average, increase (or 15 

decrease) by 1.5 percent. In contrast, stocks with betas of less than 1.0 are less 16 

sensitive to market risk. For example, if the market increases (or decreases) by 1.0 17 

percent, a stock with a beta of 0.5 will, on average, only increase (or decrease) by 0.5 18 

percent.   19 

Q. Describe the source for the betas you used in your CAPM analysis.  20 

A. I used betas recently published by Value Line Investment Survey. The average beta 21 

for the proxy group is less than 1.0. Thus, we have an objective measure to prove the 22 

well-known concept that utility stocks are generally less risky than the average stock 23 
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in the market. While there is evidence suggesting that betas published by sources such 1 

as Value Line may actually overestimate the risk of utilities52 (and thus overestimate 2 

the CAPM), I used Value Line’s published betas as a conservative estimate.53 3 

 The Equity Risk Premium 4 

Q. Describe the Equity Risk Premium (ERP). 5 

A. The final term of the CAPM is the ERP, which is the required return on the market 6 

portfolio less the risk-free rate (RM – RF). In other words, the ERP is the level of 7 

return investors expect above the risk-free rate in exchange for investing in risky 8 

securities. Many experts agree that “the single most important variable for making 9 

investment decisions is the equity risk premium.”54 Likewise, the ERP is arguably the 10 

single most important factor in estimating the cost of capital in this matter. There are 11 

three basic methods that can be used to estimate the ERP: (1) calculating a historical 12 

average, (2) taking a survey of experts, and (3) calculating the implied ERP. I will 13 

discuss each method in turn, noting advantages and disadvantages of these methods. 14 

1. Historical Average 15 

Q. Describe the historical ERP. 16 

A. The historical ERP may be calculated by simply taking the difference between returns 17 

on stocks and returns on government bonds over a certain period of time. Many 18 

practitioners rely on the historical ERP as an estimate for the forward-looking ERP 19 

                                                 

52 See Exh. DJG-18.. 
53 See Garrett, Exh. DJG-9 (CAPM Beta Results); see also Exh, DJG-XX for a more detailed discussion of raw 
beta calculations and adjustments. 
54 Elroy Dimson, Paul Marsh & Mike Staunton, Triumph of the Optimists: 101 Years of Global Investment 
Returns 4 (Princeton University Press 2002). 
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because it is easy to obtain. However, there are disadvantages to relying on the 1 

historical ERP.  2 

Q. What are the limitations of relying solely on a historical average to estimate the 3 

current or forward-looking ERP? 4 

A. Many investors use the historic ERP because it is convenient and easy to calculate. 5 

What matters in the CAPM model, however, is not the actual risk premium from the 6 

past, but rather the current and forward-looking risk premium.55 Some investors may 7 

think that a historic ERP provides some indication of the prospective risk premium; 8 

however, there is empirical evidence to suggest the prospective, forward-looking ERP 9 

is actually lower than the historical ERP. In a landmark publication on risk premiums 10 

around the world, Triumph of the Optimists, the authors suggest through extensive 11 

empirical research that the prospective ERP is lower than the historical ERP.56 This is 12 

due in large part to what is known as “survivorship bias” or “success bias” – a 13 

tendency for failed companies to be excluded from historical indices.57 From their 14 

extensive analysis, the authors make the following conclusion regarding the 15 

prospective ERP: “[t]he result is a forward-looking, geometric mean risk premium for 16 

the United States . . . of around 2½ to 4 percent and an arithmetic mean risk premium 17 

. . . that falls within a range from a little below 4 to a little above 5 percent.”58 Indeed, 18 

these results are lower than many reported historical risk premiums. Other noted 19 

experts agree: 20 

                                                 

55 See Graham, supra, at 330. 
56 See Id. 194. 
57 Dimson, supra, at 34. 
58 Id. at 194. 
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The historical risk premium obtained by looking at U.S. data is biased 1 
upwards because of survivor bias. . . . The true premium, it is argued, is 2 
much lower. This view is backed up by a study of large equity markets 3 
over the twentieth century (Triumph of the Optimists), which concluded 4 
that the historical risk premium is closer to 4%.59 5 

 Regardless of the variations in historic ERP estimates, many scholars and 6 

practitioners agree that simply relying on a historic ERP to estimate the risk premium 7 

going forward is not ideal. Fortunately, “a naïve reliance on long-run historical 8 

averages is not the only approach for estimating the expected risk premium.”60  9 

Q. Did you rely on the historical ERP as part of your CAPM analysis in this case? 10 

A. No. Due to the limitations of this approach, I relied on the ERP reported in expert 11 

surveys and the implied ERP method discussed below.   12 

2. Expert Surveys 13 

Q. Describe the expert survey approach to estimating the ERP. 14 

A. As its name implies, the expert survey approach to estimating the ERP involves 15 

conducting a survey of experts including professors, analysts, chief financial officers, 16 

and other executives around the country and asking them what they think the ERP is. 17 

The IESE Business School conducts such a survey each year. Their 2022 expert 18 

survey reported an average ERP of 5.6 percent.61     19 

                                                 

59 Aswath Damodaran, Equity Risk Premiums: Determinants, Estimation and Implications – The 2015 Edition 
17 (New York University 2015). 
60 See Graham, supra, at 330. 
61 Pablo Fernandez, et al., Survey: Market Risk Premium and Risk-Free Rate Used for 95 Countries in 2022, at 
3 (May 23, 2022) (IESE Business School 2022), copy available at 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3803990. IESE Business School is the graduate business 
school of the University of Navarra. IESE offers Master of Business Administration (MBA), Executive MBA 
and Executive Education programs. IESE is consistently ranked among the leading business schools in the 
world. 
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3. Implied ERP 1 

Q. Describe the implied ERP approach. 2 

A.  The third method of estimating the ERP is arguably the best. The implied ERP relies 3 

on the stable growth model proposed by Gordon, often called the “Gordon Growth 4 

Model,” which is a basic stock valuation model widely used in finance for many 5 

years.62 This model is a mathematical derivation of the DCF Model. In fact, the 6 

underlying concept in both models is the same: the current value of an asset is equal 7 

to the present value of its future cash flows. Instead of using this model to determine 8 

the discount rate of one company, we can use it to determine the discount rate for the 9 

entire market by substituting the inputs of the model. Specifically, instead of using 10 

the current stock price (P0), we will use the current value of the S&P 500 (V500). 11 

Similarly, instead of using the dividends of a single firm, we will consider the 12 

dividends paid by the entire market. Additionally, we should consider potential 13 

dividends. In other words, stock buybacks should be considered in addition to paid 14 

dividends, as stock buybacks represent another way for the firm to transfer free cash 15 

flow to shareholders. Focusing on dividends alone without considering stock 16 

buybacks could understate the cash flow component of the model, and ultimately 17 

understate the implied ERP. The market dividend yield plus the market buyback yield 18 

gives us the gross cash yield to use as our cash flow in the numerator of the discount 19 

model. This gross cash yield is increased each year over the next five years by the 20 

                                                 

62 Myron J. Gordon and Eli Shapiro, Capital Equipment Analysis: The Required Rate of Profit 102–10 
(Management Science Vol. 3, No. 1 Oct. 1956). 
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growth rate. These cash flows must be discounted to determine their present value. 1 

The discount rate in each denominator is the risk-free rate (RF) plus the discount rate 2 

(K). The following formula shows how the implied return is calculated. Since the 3 

current value of the S&P is known, we can solve for K: the implied market return.63      4 

Equation 4: Implied Market Return 5 

𝑉
𝐶𝑌 1 𝑔
1 𝑅 𝐾

𝐶𝑌 1 𝑔
1 𝑅 𝐾

⋯
𝐶𝑌 1 𝑔 𝑇𝑉

1 𝑅 𝐾
 6 

where: V500  current value of index S&P 500  

 CY1-5  
average cash yield over last ten years includes dividends and 
buybacks   

 g  compound growth rate in earnings over last ten years 
 RF  risk-free rate 
 K  implied market return this is what we are solving for  
 TV  terminal value  CY5 1 RF  / K 

 
 The discount rate is called the “implied market return” here because it is based 7 

on the current value of the index as well as the value of free cash flow to investors 8 

projected over the next five years. Thus, based on these inputs, the market is 9 

“implying” the expected return; or in other words, based on the current value of all 10 

stocks (the index price), and the projected value of future cash flows, the market is 11 

telling us the return expected by investors for investing in the market portfolio. After 12 

solving for the implied market return (K), we simply subtract the risk-free rate from it 13 

to arrive at the implied ERP. 14 

Equation 5: Implied Equity Risk Premium 

𝐼𝑚𝑝𝑙𝑖𝑒𝑑 𝐸𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑀𝑎𝑟𝑘𝑒𝑡 𝑅𝑒𝑡𝑢𝑟𝑛 𝑅 𝐼𝑚𝑝𝑙𝑖𝑒𝑑 𝐸𝑅𝑃 

                                                 

63 See Garrett, Exh. DJG-10 (CAPM Implied Equity Risk Premium Calculation (for a detailed calculation)).  
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Q. Discuss the results of your implied ERP calculation. 1 

A. After collecting data for the index value, operating earnings, dividends, and buybacks 2 

for the S&P 500 over the past six years, I calculated the dividend yield, buyback 3 

yield, and gross cash yield for each year. I also calculated the compound annual 4 

growth rate (g) from operating earnings. I used these inputs, along with the risk-free 5 

rate and current value of the index to calculate a current expected return on the entire 6 

market of 7.6 percent. I subtracted the risk-free rate to arrive at the implied equity risk 7 

premium of 4.8 percent.64 Dr. Damodaran, one of the world’s leading experts on the 8 

ERP, promotes the implied ERP method discussed above. He calculates monthly and 9 

annual implied ERPs with this method and publishes his results. Dr. Damodaran’s 10 

average ERP estimate for July 2022 using several implied ERP variations was 5.6 11 

percent.65   12 

Q. What are the results of your final ERP estimate? 13 

A. For the final ERP estimate I used in my CAPM analysis, I considered the results of 14 

the ERP surveys, the implied ERP calculations, and the ERP reported by Duff & 15 

Phelps.66 The results are presented in the following figure: 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

                                                 

64 See Garrett, Exh. DJG-10 (CAPM Implied Equity Risk Premium Calculation). 
65 Aswath Damodaran, Implied Equity Risk Premium Update, Damodaran Online 

http://pages.stern.nyu.edu/~adamodar/ (last visited July 21, 2022).  
66 See Garrett, Exh. DJG-11 (CAPM Equity Risk Premium Results). 
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Figure 10: Equity Risk Premium Results 1 

 

  As shown in this figure, the average ERP from these sources is 5.6 percent, 2 

which is the ERP I used in my CAPM analysis.    3 

Q. Please explain the final results of your CAPM analysis. 4 

A. Using the inputs for the risk-free rate, beta coefficient, and ERP discussed above, I 5 

estimate that Avista’s CAPM cost of equity is 8.3 percent.67 The CAPM may be 6 

displayed graphically through what is known as the Security Market Line (SML). The 7 

following figure shows the expected return (cost of equity) on the y-axis, and the 8 

average beta for the proxy group on the x-axis. The SML intercepts the y-axis at the 9 

level of the risk-free rate. The slope of the SML is the equity risk premium. 10 

/ / 11 

/ / 12 

/ / 13 

/ / 14 

/ / 15 

                                                 

67 See Garrett, Exh. DJG-12 (CAPM Final Results). 

IESE Business School Survey 5.6%

Duff & Phelps Report 5.5%

Damodaran (average) 5.6%

Garrett 5.8%

Average 5.6%
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Figure 11: CAPM Graph 1 

 

  The SML provides the ROR that will compensate investors for the beta risk of 2 

that investment. Thus, at an average beta of 0.91 for the proxy group, the estimated 3 

CAPM cost of equity for Avista is 8.3 percent. 4 

Q. Does your cost of equity estimate incorporate current market conditions such as 5 

inflation? 6 

A. Yes. In response to a recent increase in the annual inflation rate, the Federal Reserve 7 

increased its benchmark federal funds rate. This has also caused an increase in 8 

Treasury bond yields, which are used as a proxy for the risk-free rate in financial 9 

modeling, including the CAPM. I have incorporated recent Treasury bond yields in 10 

my CAPM analysis, which has resulted in a higher indicated CAPM cost of equity 11 

than would have occurred in prior years, all else held constant. In other words, it 12 
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would be unreasonable to consider the effects of inflation in addition to those effects 1 

already incorporated into the cost of equity models. 2 

VIII.  SUMMARY OF RESULTS FROM COST OF EQUITY MODELS 

Q. Please summarized the results of your cost of equity models. 3 

A. Using reasonable and objective inputs, the CAPM and DCF Models produced cost of 4 

equity results of 7.5 percent and 8.3 percent, respectively. The average cost of equity 5 

result of these two models is 7.9 percent. 6 

Q. Based on your cost of equity estimate for Avista of 7.9 percent, do you believe 7 

your recommended authorized ROE of 8.75 percent is reasonable? 8 

A. Although an authorized ROE of 8.75 percent clearly exceeds any reasonable estimate 9 

of Avista’s market-based cost of equity, I believe it is reasonable under the 10 

circumstances because it reflects a gradual, yet meaningful move towards fairness and 11 

equity by reducing the excess wealth transfer from customers to shareholders that 12 

otherwise occurs when the authorized ROE grossly exceeds actual market-based 13 

equity costs. 14 

IX. CAPITAL STRUCTURE 15 

Q. Describe in general the concept of a company’s capital structure. 16 

A. “Capital structure” refers to the way a company finances its overall operations 17 

through external financing. The primary sources of long-term external financing are 18 

debt capital and equity capital. Debt capital usually comes in the form of contractual 19 

bond issues that require the firm to make payments, while equity capital represents an 20 

ownership interest in the form of stock. Because a firm cannot pay dividends on 21 
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common stock until it satisfies its debt obligations to bondholders, stockholders are 1 

referred to as “residual claimants.” The fact that stockholders have a lower priority to 2 

claims on company assets increases their risk and the required return relative to 3 

bondholders. Thus, equity capital has a higher cost than debt capital. Firms can 4 

reduce their WACC by recapitalizing and increasing their debt financing. In addition, 5 

because interest expense is deductible, increasing debt also adds value to the firm by 6 

reducing the firm’s tax obligation.  7 

Q. Is it true that, by increasing debt, competitive firms can add value and reduce 8 

their WACC? 9 

A. Yes, it is. A competitive firm can add value by increasing debt. After a certain point, 10 

however, the marginal cost of additional debt outweighs its marginal benefit. This is 11 

because the more debt the firm uses, the higher interest expense it must pay, and the 12 

likelihood of loss increases. This also increases the risk of non-recovery for both 13 

bondholders and shareholders, causing both groups of investors to demand a greater 14 

return on their investment. Thus, if debt financing is too high, the firm’s WACC will 15 

increase instead of decrease. The following figure illustrates these concepts.  16 

/ / 17 

/ / 18 

/ / 19 
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Figure 12: Optimal Debt Ratio 1 

 

 

  As shown in this figure, a competitive firm’s value is maximized when the 2 

WACC is minimized. In both graphs, the debt ratio is shown on the x-axis. By 3 

increasing its debt ratio, a competitive firm can minimize its WACC and maximize its 4 

value. At a certain point, however, the benefits of increasing debt do not outweigh the 5 
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costs of the additional risks to both bondholders and shareholders, as each type of 1 

investor will demand higher returns for the additional risk they have assumed.68   2 

Q. Does the rate base-ROR model effectively incentivize utilities to operate at the 3 

optimal capital structure? 4 

A. No. While it is true that competitive firms maximize their value by minimizing their 5 

WACC, this is not the case for regulated utilities. Under the rate base ROR model, a 6 

higher WACC results in higher rates, all else held constant. The basic revenue 7 

requirement equation is as follows: 8 

Equation 6: Revenue Requirement for Regulated Utilities 9 

𝑅𝑅 𝑂 𝑑 𝑇 𝒓 𝐴 𝐷  10 

where: RR  revenue requirement 
 O  operating expenses  
 d  depreciation expense 
 T  corporate tax 
 r  weighted average cost of capital WACC  
 A  plant investments 
 D  accumulated depreciation 

 
 As shown in this equation, utilities can increase their revenue requirement by 11 

increasing their WACC, not by minimizing it. Thus, because there is no incentive for 12 

a regulated utility to minimize its WACC, a commission standing in the place of 13 

competition must ensure that the regulated utility is operating at the lowest reasonable 14 

WACC.   15 

                                                 

68 See Graham, supra, at 440–41. 
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Q. Can utilities generally afford to have higher debt levels than other industries? 1 

A. Yes. Because regulated utilities have large amounts of fixed assets, stable earnings, 2 

and low risk relative to other industries, they can afford to have relatively higher debt 3 

ratios (or “leverage”). As aptly stated by Dr. Damodaran: 4 

Since financial leverage multiplies the underlying business risk, it 5 
stands to reason that firms that have high business risk should be 6 
reluctant to take on financial leverage. It also stands to reason that firms 7 
that operate in stable businesses should be much more willing to take on 8 
financial leverage. Utilities, for instance, have historically had high debt 9 
ratios but have not had high betas, mostly because their underlying 10 
businesses have been stable and fairly predictable.69 11 

 Note that the author explicitly contrasts utilities with firms that have high 12 

underlying business risk. Because utilities have low levels of risk and operate a stable 13 

business, they should generally operate with relatively high levels of debt to achieve 14 

their optimal capital structure.  15 

Q. Are the capital structures of the proxy group a source that can be used to assess 16 

a prudent capital structure? 17 

A. Yes. However, while the capital structures of the proxy group might provide some 18 

indication of an appropriate capital structure for the utility being studied, it is 19 

preferable to also consider additional types of analyses. The average debt ratios of a 20 

utility proxy group will likely be lower than what would be observed in a pure 21 

competitive environment. As I explain above, this is because utilities do not have a 22 

financial incentive to operate at the optimal capital structure. 23 

                                                 

69 Damodaran, supra, at 196. 
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Q. How can utility regulatory commissions help overcome the fact that utilities do 1 

not have a natural financial incentive to minimize their cost of capital? 2 

A. While under the rate base ROR model utilities do not have a natural financial 3 

incentive to minimize their cost of capital, competitive firms, in contrast, can and do 4 

maximize their value by minimizing their cost of capital. Competitive firms minimize 5 

their cost of capital by including a sufficient amount of debt in their capital structures. 6 

They do not do this because it is required by a regulatory body, but rather because 7 

their shareholders demand it in order to maximize value. The Commission can 8 

provide this incentive to Avista by acting as a surrogate for competition and setting 9 

rates consistent with a capital structure that is similar to what would be appropriate in 10 

a competitive, as opposed to a regulated, environment.  11 

Q. Please describe how you assessed the reasonableness of Avista’s proposed capital 12 

structure in this case. 13 

A. In this case, I examined the capital structures of the proxy group, and I also looked at 14 

capital structures observed in other competitive industries to assess the overall 15 

reasonableness of my recommendation. 16 

Q. Describe the debt ratios of the proxy group. 17 

A. The proxy group of utilities reported an average debt ratio of 54.4 percent, which is 18 

higher than Avista’s proposed debt ratio.70  19 

                                                 

70 See Garrett, Exh. DJG-15 (Proxy Company Debt Ratios). 
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Q, Would it be reasonable for the Commission to impute a ratemaking debt ratio 1 

for Avista that is equal to the average debt ratio of the proxy group? 2 

A. Yes. The capital structures of the proxy group are necessarily connected to the cost of 3 

equity indications produced by the same proxy group. The amount of debt a company 4 

has in its capital structure will affect its cost of equity. Thus, it is reasonable to 5 

consider the aggregate debt ratio of the same proxy group used to estimate Avista’s 6 

cost of equity when assessing a fair ratemaking debt ratio for Avista.  7 

Q. Did you also look at other competitive firms around the country to compare 8 

their debt ratios? 9 

A. Yes. In fact, there are currently nearly 2,000 firms in various industries across the 10 

country with debt ratios greater than 50 percent, with an average debt ratio of 61 11 

percent.71 The following figure shows a sample of these industries, with debt ratios of 12 

at least 56 percent. 13 

/ / 14 

/ / 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

                                                 

71 See Garrett, Exh. DJG-16 (Competitive Industry Debt Ratios). 
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Figure 13: Industries with Debt Ratios of 56 percent or Greater 1 

 

 Many of the industries shown here, like public utilities, are generally well-2 

established industries with large amounts of capital assets. The shareholders of these 3 

Industry # Firms Debt Ratio

Air Transport 21 85%

Hospitals/Healthcare Facilities 31 80%

Hotel/Gaming 66 77%

Brokerage & Investment Banking 31 76%

Retail (Automotive) 32 72%

Food Wholesalers 15 68%

Retail (Grocery and Food) 15 68%

Rubber& Tires 2 67%

Bank (Money Center) 7 67%

Advertising 49 67%

Computers/Peripherals 46 67%

Auto & Truck 26 66%

Real Estate (Operations & Services) 51 66%

Retail (Special Lines) 76 64%

Cable TV 11 63%

Oil/Gas Distribution 21 63%

Packaging & Container 26 62%

Telecom. Services 42 61%

Recreation 60 61%

Broadcasting 28 60%

Transportation (Railroads) 4 60%

R.E.I.T. 238 60%

Power 50 60%

Telecom (Wireless) 17 59%

Transportation 17 59%

Beverage (Soft) 32 58%

Utility (Water) 14 57%

Retail (Distributors) 68 57%

Office Equipment & Services 18 57%

Aerospace/Defense 73 57%

Household Products 118 56%

Computer Services 83 56%

Green & Renewable Energy 20 56%

Total / Average 1,408 64%
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industries demand higher debt ratios in order to maximize their profits. There are 1 

several notable industries that are relatively comparable to public utilities in some 2 

respects (highlighted in green). I am not suggesting the Commission impute a 3 

ratemaking debt ratio for Avista purely based on the average debt ratio of any of these 4 

industries. However, this information, combined with the debt ratios observed for the 5 

proxy group indicate that a fair ratemaking debt ratio for Avista should be higher than 6 

51.5 percent.   7 

Q. What is your recommendation regarding the Company’s capital structure? 8 

A. I recommend the Commission impute a capital structure for ratemaking purposes 9 

consisting of 54.4 percent debt and 45.6 percent equity, which is reflective of the 10 

average capital structure of the proxy group.  11 

Q. Does this conclude your testimony?  12 

A. Yes. To the extent I have not addressed an issue or proposal raised by the Company 13 

in this proceeding, it should not be construed that I agree with the same. 14 
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I.  INTRODUCTION & SUMMARY 1 

Q. Please state your name and business address. 2 

A. My name is Robert Earle. My business address is 1388 Haight St. #49, San 3 

Francisco, California 94117. 4 

Q.  By whom are you employed and in what capacity? 5 

A. I am employed by Alea IE, LLC as the owner. 6 

Q. On whose behalf are you testifying? 7 

A. I am testifying on behalf of the Public Counsel Unit of the Washington Attorney 8 

General’s Office (Public Counsel).   9 

Q. Please describe your professional qualifications. 10 

A.  I have over two decades of experience in the electric power and natural gas 11 

industries. This includes working on infrastructure planning, environmental 12 

mitigation, and analysis of gas and electric power markets. I have Ph.D. and 13 

Master’s degrees from Stanford University in operations research, and a B.A. in 14 

mathematics from the College of William and Mary. My curriculum vitae is 15 

attached as Exhibit RLE-2. 16 

Q. What exhibits are you sponsoring in this proceeding? 17 

A. I am sponsoring the following exhibits in this proceeding: 18 

Exhibit RLE-2  Qualifications and Curriculum Vitae of Robert L. Earle 19 

Exhibit RLE-3 Avista Response to Public Counsel Data Request No. 57 20 
  with Attachment A 21 
 
Exhibit RLE-4  Washington City Gate Comparison 22 

Exhibit RLE-5  Percent Benefits Achieved in March 2022 Compared with 23 
    Avista Projections 24 
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Exhibit RLE-6  Avista Response to Public Counsel Data Request No. 84 1 
 

Exhibit RLE-7  Annualized Benefits Based on EIM Benefit from March 2 
    2022 3 
 
Exhibit RLE-8  Adjustments to Clint G. Kalich Exhibit CGK-6 4 

Annualizing EIM Revenues. 5 
 

Q. Would you please give an overview of your testimony? 6 

A. Certainly. My testimony addresses the power costs items in the Full Multiparty 7 

Settlement Stipulation (Settlement) and Energy Imbalance Market (EIM) revenue 8 

projections.1 While I am generally supportive of the Settlement concerning power 9 

costs as discussed below, the Energy Recovery Mechanism (ERM) Baseline 10 

should be adjusted to reflect a better estimate of EIM revenues than Avista uses.  11 

Q. How did you consider equity as described in RCW 80.28.425 in your 12 

testimony? 13 

A. RCW 80.28.425 provides:2  14 

 The commission's consideration of a proposal for a multiyear rate 15 
plan is subject to the same standards applicable to other rate filings 16 
made under this title, including the public interest and fair, just, 17 
reasonable, and sufficient rates. In determining the public interest, 18 
the commission may consider such factors including, but not limited 19 
to, environmental health and greenhouse gas emissions reductions, 20 
health and safety concerns, economic development, and equity, to 21 
the extent such factors affect the rates, services, and practices of a 22 
gas or electrical company regulated by the commission. 23 

  My testimony considers the fairness of power costs paid for by ratepayers 24 

as a key factor. Higher rates disproportionately impact low-income and vulnerable  25 

                                                 
1 See Full Multiparty Settlement Stipulation (filed June 28, 2022). 
2 RCW 80.28.425 (emphasis added). 
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communities. By striving to make sure that rates are no higher than warranted, my 1 

testimony addresses equity. 2 

II.  PUBLIC COUNSEL’S RESPONSE TO THE SETTLEMENT  3 

Q. Please describe the specific terms concerning power costs in the Settlement. 4 

A. The Settlement contains two provisions concerning power costs: 3 5 

a. The Settling Parties4 agree to accept the 2023 Pro Forma Power Supply 6 

expense and ERM Baseline as filed by the Company.  7 

b. The Settling Parties agree that Avista will not perform the 60-day power 8 

cost updates, as proposed within Avista’s initial filing. The ERM Baseline 9 

as filed will remain over the MYRP. 10 

Q. Do you support the two provisions concerning power costs in the Settlement? 11 

A. With the exception of EIM revenue projections, the specific provisions 12 

concerning power costs in the Settlement are a reasonable compromise along with 13 

the other provisions in the Settlement Public Counsel supports. Frequent updates 14 

undermine the purpose of a multi-year rate plan (MYRP) to provide rate stability 15 

for both the utility and ratepayers. Therefore, it is reasonable to keep the ERM 16 

Baseline as filed with the exception of an adjustment to EIM revenues.  17 

  An important provision in the Settlement is its elimination of the 60-day 18 

power cost updates. These updates create three types of problems.  19 

  The first type of problem is that these updates make it difficult for parties 20 

to agree to a Settlement. Any party to an agreement with terms that bind parties to 21 

                                                 
3 The Revised Full Multiparty Settlement Stipulation , Exh. JT-2r ¶ 15 (filed July 8, 2022). 
4 The Settling Parties include Avista, Commission Staff, Alliance of Western Energy Consumers, NW 
Energy Coalition, The Energy Project, Sierra Club, WalMart, and Small Business Utility Advocates. 
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future updates would essentially be blindly agreeing to changes to the power costs 1 

without knowing the direction or magnitude of the update. Party representatives 2 

could not tell their management or clients what the outcome in rates would be for 3 

a settlement, because without knowing the outcome of the update they could not 4 

know what those rates would be. The PacifiCorp 2019 General Rate Case 5 

illustrated this problem.5 In that proceeding, power costs were updated in April 6 

2020 to be $112.2 million. The subsequent October 2020 update resulted in a 7 

$10.0 million increase in power costs to $122.2 million.6 Changes such as this 8 

make it hard for ratepayer advocates and other intervenors to know exactly what 9 

they are negotiating for and make it harder to get buy-in from their management 10 

or clients. 11 

  The second problem with updates is that they create a disincentive for the 12 

utility to hedge power and gas prices because, after all, changes in gas and power 13 

prices will simply be passed through to ratepayers because of the update. Instead, 14 

the utility should have the incentive to hedge on behalf of ratepayers in order to 15 

stabilize rates with variances passed through the Power Cost Adjustment 16 

mechanism.  17 

  The third problem with the 60-day updates concerns prudence. The timing 18 

of the updates in October gives little or no opportunity to review the updates. 19 

These updates provide no process for review, discovery, testimony, rebuttal, and 20 

                                                 
5 Wash. Utils. & Transp. Comm’n v. PacifiCorp, Docket UE-191024, Order 09, 07, 12, ¶¶ 38, 64, 71–89, 
Appendix B ¶¶ 11, 17, 20 (Dec. 14, 2020); see also Wash. Utils. & Transp. Comm’n v. PacifiCorp, Docket 
UE-210402, Order 06, ¶ 108 (Mar. 29, 2022) (Final Order Approving and Adopting Settlement 
Agreement). 
6 Supplemental Joint Testimony in Support of Settlement Stipulation, Exh. JT-3CT at 3, Figure 1, Wash. 
Utils. & Transp. Comm’n v. PacifiCorp, Docket UE-191024 (filed Nov. 6, 2020). 
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so on. If these updates to determine rates were allowed to be deemed prudent 1 

without an adequate opportunity for review, the Washington Utilities and 2 

Transporatation Commission (Commission) essentially would be abandoning the 3 

principle of prudency of rates for power costs. 4 

  To illustrate the problem with the updates, consider the list of items Avista 5 

had proposed to include in them: wholesale natural gas and electricity prices, non-6 

gas fuel prices (i.e., wood, coal), incremental short-term contracts for natural gas 7 

and electricity, and power and transmission service contracts affecting the rate 8 

year.7 With so many potential changes occurring in the short period after the 9 

October update before rates would go into effect, little time would remain to  10 

discover what changes the utility may have made in its power cost modeling, 11 

much less to determine their impact. 12 

Q. Are there aspects of the Settlement concerning power costs that you do not 13 

support? 14 

A. Yes. The EIM revenue projections embedded in the revenue requirement are 15 

based on an outdated study that should be updated. I discuss this issue in more 16 

detail, below. 17 

III.  EIM REVENUES 18 

A. Background on Avista EIM Revenues 19 

Q. Please describe the EIM and its role in Avista’s ERM calculations. 20 

A. EIM is a real-time energy market run by the California Independent System 21 

Operator (CAISO) with 15-minute and 5-minute markets that dispatch across a 22 

                                                 
7 Direct Testimony of Clint G. Kalich, Exh. CGK-1T at 12:7–10. 
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wide area of the Western Interconnect.8 Avista began participating in the EIM on 1 

March 2, 2022.9 2 

  Benefits from Avista’s participation in the EIM include “lowering 3 

resource dispatch costs and/or through additional revenue created from 4 

dispatching resources not committed to serve Avista customers that can be bid 5 

into the market to serve demand across the EIM footprint.”10 These benefits from 6 

participation in the EIM are part of the calculation of the ERM baseline. An 7 

increase in forecast EIM benefits decreases the baseline and therefore decreases 8 

costs to ratepayers, while a decrease in EIM benefits increases the baseline and 9 

therefore increases costs to ratepayers.  10 

B. Avista’s Proposal 11 

Q. What does Avista propose to do to forecast EIM benefits for the ERM 12 

baseline? 13 

A. Avista proposes to use a five-year-old study conducted by E3 to determine the 14 

EIM benefit used in the ERM baseline.11 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

                                                 
8 Cal. Indep. Sys. Operator, Western Energy Imbalance Market, About Page, 
https://www.westerneim.com/Pages/About/default.aspx (last visited July 19, 2022). 
9 Cal. Indep. Sys. Operator, Western Energy Imbalance Market: Benefits Report, First Quarter 2022 at 4–5 
(Apr. 21, 2022) (hereinafter WEIM Report), https://www.westerneim.com/Documents/ISO-Western-
Energy-Imbalance-Market-Benefits-Report-Q1-2022.pdf (WEIM Ecnomoic Benefits in Q1 2022).  
10 Direct Testimony of Scott J. Kinney, Exh. SJK-1T at 7:19–21. 
11 Id. at 7:23–8:5 (Avista Energy Imbalance Market Benefits Assessment, Oct. 11, 2017, 
Energy+Environmental Economics (E3), Exh. SJK-3). 
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Q. Please describe the study Avista uses to estimate EIM benefits for the ERM 1 

baseline. 2 

A. The E3 study used two different approaches, benchmarking and a statistical 3 

analysis, to estimate the benefits for Avista from EIM participation. Based on 4 

these analyses, for Avista in 2023, E3 estimated that the benefit at the time of the 5 

study was $2 million to $13 million (in 2017 dollars).12 6 

  Avista describes the $5.8 million estimate (system, or $3.8 million 7 

Washington jurisdictional) in 2017 dollars as based on “averaging the four most 8 

likely EIM scenarios out the 24 scenarios evaluated by E3.”13 Avista describes the 9 

$5.8 million estimate as the “best estimate the Company has at this time.”14 10 

Q. Is this a reasonable approach? 11 

A. Not at all. Avista proposes to use a five-year-old study denominated in 2017 12 

dollars15 as the EIM benefit used in the ERM baseline. If this were a reasonable 13 

approach, the Commission should consider asking Avista to rerun its ERM 14 

calculations using 2017 gas prices. This is just as ridiculous as using a study from 15 

2017 to estimate EIM benefits. Recall that Avista’s proposal included updates to 16 

gas prices in its 60-day update. The gas price used in the 2017 E3 study was 17 

                                                 
12 Kinney, Exh. SKJ-3 at 3. 
13 Kinney, Exh. SKJ-1T at 8:5–7. Avista actually appears to average four of the EIM scenarios to get $7.29 
million and then subtracts $1.5 million for “15 minute optimization revenue without EIM” Earle, Exh RLE-
3 (Avista’s Response to Public Counsel’s Data Request No. 57, with Attachment A). It is unclear why this 
adjustment is justified. 
14 Id. at 7:23–8:1. 
15 Kinney, Exh. SJK-3 at 3. 
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$3.81/MMBtu.16 The average price for Washington City Gate over the past 11 1 

months is $5.40/MMBtu, an increase of 42 percent.17  2 

  The California Independent System Operator (CAISO) that runs the EIM 3 

estimates Avista’s benefits for the one month of participation in the EIM in March 4 

2022 at $1.95 million.18 In the one month of March, the EIM benefits were 5 

already 34 percent of the annual $5.8 million projection sponsored by Avista.19 6 

C. The E3 Study Should be Updated  7 

Q. Please describe your proposal. 8 

A. A simple approach to getting a better estimate of EIM benefits would be to have 9 

E3 perform an updated study. When asked about this, Avista said it “does not feel 10 

the additional time and costs to redo the E3 EIM study will improve the results 11 

because the same model and general assumptions would be used to perform the 12 

updated study.”20 While it might be true that E3 would use the same model and 13 

general assumptions, the input data will have changed, of course. Moreover, a 14 

new study conducted toward the end of this year could include information based 15 

on seven months of EIM participation, including two more quarters of CAISO 16 

estimates of EIM benefits.21  17 

                                                 
16 Id. at 12. 
17 Earle, Exh. RLE-4 (Washington City Gate Comparison). Data for May 2021 was not available from the 
Energy Information Agency (EIA). 
18 WEIM Report at 3. Note that because the methodology incorporates a counterfactual, there is no need to 
adjust the benefits because of “15-minute optimization revenue EIM” as Avista does with the E3 study. 
See, EIM Quarterly Benefit Report Methodology, https://www.westerneim.com/Documents/EIM-
BenefitMethodology.pdf (last visited July 21, 2022).  
19 Earle, Exh. RLE-5 (Percent Benefits Achieved in March 2022 Compared with Avista Projections). 
20 Earle, Exh. RLE-6 at 1, subpart b (Avista Response to Public Counsel Data Request No. 84). 
21 Cal. Indep. Sys. Operator, Western Energy Imbalance Market, About Quarterly Benefits, (Apr. 21, 2022) 
https://www.westerneim.com/Pages/About/QuarterlyBenefits.aspx. 
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E3 considers the CAISO benefits studies as a reliable indicator of benefits. 1 

In reviewing Puget Sound Energy’s EIM accounting methodology, E3 notes that  2 

PSE’s proposed accounting methodology appears to be a 3 
fundamentally sound approach for modeling the economic impact 4 
of the EIM for this rate case. The results of PSE’s calculations, 5 
which were used to demonstrate this approach, produced $13.5 6 
million in EIM benefit for the study year, which is generally 7 
consistent with the $13.3 million average annual EIM benefits that 8 
CAISO has estimated for PSE over 2017-2020.22 9 

It is clear why Avista is unreasonably resistant to updating the E3 benefits 10 

study: an underestimate of EIM benefits accrues to the Company’s benefit. Avista 11 

defends its position with the banality that “[t]here are too many variables that can 12 

impact actual EIM benefits and therefore the models can’t precisely predict 13 

outcome.”23 Of course, that is true. It is true of virtually any economic prediction, 14 

including the power cost modeling used to set the ERM baseline. The absence of 15 

a precisely predicted outcome does not mean the data for the model should not be 16 

updated. 17 

Public Counsel recommends that the E3 study be updated and incorporate 18 

information based on seven months of Avista’s participation in the market. The 19 

Company should establish a collaborative process to resolve any issues in the 20 

construction and interpretation of the model. Because of Avista’s recalcitrance on 21 

this issue, its shareholders should pay the cost of the new study. 22 

 
 

                                                 
22 Paul K. Wetherbee, Exh. PKW-13 at 1–2, Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, 
Dockets UE-220066 & UG-220067 (consol.) (Review of Puget Sound Energy’s EIM Accounting 
Methodology,” E3, Dec. 16, 2021). 
23 Earle, Exh. RLE-6 at 1 (Avista’s Response to Public Counsel’s Data Request No. 84, subpart b). 
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Q. In the absence of an updated E3 study, what do you recommend? 1 

A. In the absence of an updated E3 study, I recommend using the results from 2 

CAISO’s benefits studies to update the EIM benefits forecast. At present, we have 3 

only one month of results, but around the end of July there will be three months 4 

more, and then near the end of October there will be a total of seven months of 5 

data. Whatever the number of results that are available from CAISO, the benefits 6 

could be annualized to use as an estimate of EIM benefits. 7 

  Currently, there is one month of EIM benefits calculated by CAISO for 8 

Avista. As discussed earlier, this amount is $1.95 million, or an annualized $23.4 9 

million.24 The revenue requirement proposed in the testimony of Public Counsel 10 

witness Sebastian Coppola includes this change,25 As new data becomes available 11 

this figure can be updated. 12 

Q. Are there challenges to using partial year data? 13 

A. Yes. If benefits are seasonal, it could pose a problem. However, the E3 Study 14 

used by Avista says, “there is no definite trend thus far in the variation of the 15 

quarterly benefits across current entities in the EIM.”26 Moreover, Avista’s 16 

methodology to derive 2022 estimated EIM benefits simply takes the 12-month 17 

EIM benefit of $5.8 and multiplies it by 7 months/12 months in a year to get 2022 18 

benefits of $3.4 million.  19 

Another challenge is that data currently available is limited. The results 20 

from March 2022 may be lower or might be higher than other months. This is 21 

                                                 
24 Earle, Exh. RLE-7 (Annualized Benefits Based on EIM Benefit from March 2022). 
25 See Response Testimony of Sebastian Coppola, Exh. SC-1CT at 91:1–10. 
26 Kinney, Exh. SJK-3 at 14. 
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why I recommend having E3 redo the study taking into account the actual benefits 1 

realized at the time they conduct the study.  2 

Q. Have you prepared an exhibit showing the impact of the annualization of 3 

March 2022 EIM benefits on the Retail Revenue Adjustment rate? 4 

A. Yes. Exhibit RLE-8 shows the change to Clint G. Kalich’s Exhibit CGK-6. The 5 

resulting Retail Revenue Adjustment rate changes from $12.53/MWh for the pro 6 

forma period to $10.48/MWh. 7 

Q. Does this conclude your testimony? 8 

A. Yes. 9 
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I.  INTRODUCTION & SUMMARY 1 

Q. Please state your name and business address. 2 

A. My name is Sebastian Coppola. My business address is 5928 Southgate Rd., 3 

Rochester, Michigan 48306. 4 

Q.  By whom are you employed and in what capacity? 5 

A. I am President of Corporate Analytics, Inc., a business consulting firm 6 

specializing in financial and strategic business issues in the fields of energy and 7 

utility regulation. 8 

Q. On whose behalf are you testifying? 9 

A. I am testifying on behalf of the Public Counsel Unit of the Washington Attorney 10 

General’s Office (Public Counsel).  11 

Q. Please describe your professional qualifications. 12 

A. I have more than 40 years of experience in public utility and related energy work, 13 

both as a consultant and utility company executive. I have been an independent 14 

consultant for more than 20 years. Before that, I spent three years as Senior Vice 15 

President and Chief Financial Officer of SEMCO Energy, Inc. with responsibility 16 

for all financial operations, corporate development and strategic planning for the 17 

company’s Michigan and Alaska regulated gas utility operations and non-18 

regulated businesses. During the period at SEMCO Energy, I also had 19 

responsibility for certain storage and pipeline operations as President and COO of 20 

SEMCO Energy Ventures, Inc. Prior to SEMCO, I was Senior Vice President of 21 

Finance for MCN Energy Group, Inc., the parent company of Michigan 22 
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Consolidated Gas Company and various non-utility businesses with operation in 1 

natural gas pipelines, storage, and electric generation.  2 

  During my 24-year career at MCN and MichCon, I held various analytical, 3 

accounting, managerial and executive positions, including Manager of Gas 4 

Accounting with responsibility for maintaining the accounting records and 5 

preparing financial reports for gas purchases and gas production. Over the years, I 6 

also held the positions of Treasurer, Director of Investor Relations, Director of 7 

Accounting Services, Manager of Corporate Finance, and Manager of Customer 8 

Billing. Additionally, I have been responsible for and have managed several new 9 

pipeline and construction projects, as well as the implementation of information 10 

technology projects. 11 

  I have testified in several regulatory proceedings before various regulatory 12 

commissions. I have prepared and/or filed testimony in general rate case 13 

proceedings, revenue decoupling reconciliations, gas conservation programs, gas 14 

cost and power supply cost recovery reconciliation mechanisms, and pipeline and 15 

meter infrastructure replacement cases. 16 

Q. In addition to your experience with natural gas utilities, what experience do 17 

you have with electric utilities? 18 

A. I have performed rate case analyses and filed testimony in several electric general 19 

rate cases addressing issues on revenue requirement, sales level determination, 20 

operation and maintenance expenses, cost allocations, cost of capital, cost of 21 

service and rate design, various cost tracking mechanisms and integrated resource 22 

plans. In addition, I have performed analyses of power costs and filed testimony 23 
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in power supply cost recovery mechanisms, including reconciliation of annual 1 

power supply costs. 2 

  In my position as Senior Vice President of Finance at MCN Energy 3 

Group, I had responsibility for project financing of independent power generation 4 

plants in which MCN was an owner. In this regard, I was intricately involved with 5 

and became knowledgeable concerning PURPA qualified cogeneration plants in 6 

Michigan and other states. In addition, I was involved in negotiating the 7 

development and financing of power generation and electricity distribution plants 8 

in other countries, such as India. 9 

  Exhibit SC-2 describes my regulated-energy qualifications in more detail 10 

and lists cases in which I have testified in different jurisdictions. 11 

Q. Have you previously filed testimony before the Washington Utilities & 12 

Transportation Commission? 13 

A. Yes. I have assisted Public Counsel in various regulatory proceedings before the 14 

Washington Utilities and Transportation Commission (WUTC or Commission), 15 

including the filing of testimony in Avista Corporation’s rate case Dockets 16 

UE-120436 and UG-120437 (consolidated); PacifiCorp’s rate case Docket 17 

UE-130043; and Puget Sound Energy’s Power Cost Adjustment mechanism in 18 

Dockets UE-130583, UE-130617, UE-131099, and UE-131230. In addition, in 19 

March 2013, I prepared reports on behalf of Public Counsel analyzing the natural 20 

gas price hedging programs and gas procurements practices of gas utilities in the 21 

state of Washington, in Dockets UG-121501, UG-121592, UG-121434 and 22 

UG-121569.  23 
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  More recently, I assisted Public Counsel in the Northwest Natural Gas 1 

general rate case in Docket UG-200994, which concluded in a settlement of that 2 

case.   3 

Q. What exhibits are you sponsoring in this proceeding? 4 

A. I am sponsoring the following exhibits: 5 

Exhibit SC-2  Sebastian Coppola Qualifications & Expertise 6 
Exhibit SC-3 Cost of Capital Rate Year 1 and 2 revenue requirement 7 

adjustments 8 

Exhibit SC-4 Settlement Agreement Cost of Capital Rate Year 1 and 2 9 
revenue requirement adjustments 10 

Exhibit SC-5C Avista’s Confidential Response to Public Counsel’s Data 11 
Request No. 104C, with Attachment A, on insurance costs 12 

Exhibit SC-6C Avista’s Supplemental Confidential Response to Public 13 
Counsel’s Data Request No. 103C, with Attachments A, 14 
Tabs: IA-1 Updated and IA-2, on insurance costs 15 

Exhibit SC-7C Avista’s Response to Public Counsel’s Data Request No. 16 
265C, and Data Request No. 105C, with Attachment A, on 17 
insurance claims 18 

Exhibit SC-8 Public Counsel calculation of insurance costs for 2023 and 19 
2024 20 

Exhibit SC-9 Avista’s Response to Public Counsel’s Data Request No. 21 
121, with Attachment B, on inflation factors 22 

Exhibit SC-10 Avista’s Responses to Public Counsel’s Data Request Nos. 23 
99 and 259, with Associated Attachment on vegetation 24 
management 25 

Exhibit SC-11 Avista’s Response to Public Counsel’s Data Request No. 26 
249, with Attachment A, on CSR costs and customer 27 
contacts 28 

Exhibit SC-12  Public Counsel calculation of adjustments to CSR costs 29 
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Exhibit SC-13 Avista’s Response to Public Counsel’s Data Request No. 1 
276, with Attachments A–G on updated pension and OPEB 2 
costs. 3 

Exhibit SC-14 Public Counsel calculation of adjustments to pension 4 
expense 5 

Exhibit SC-15 Public Counsel calculation of adjustments to OPEB 6 
expense 7 

Exhibit SC-16 Public Counsel calculation of adjustment to Miscellaneous 8 
Expense for electric business 9 

Exhibit SC-17 Public Counsel calculation of adjustment to Miscellaneous 10 
Expense for gas business 11 

Exhibit SC-18 Public Counsel summary of adjustments to Miscellaneous 12 
Expenses for RY1 and RY2 13 

Exhibit SC-19 Avista’s Response to Public Counsel’s Data Request No. 14 
115 on CETA employees 15 

Exhibit SC-20 Avista’s Response to Public Counsel’s Data Requests Nos. 16 
91 and 256 on capital project or program selection criteria 17 

Exhibit SC-21 Avista’s Response to Public Counsel’s Data Request No. 18 
208 with Attachment A, Data Request Nos. 210–211, and 19 
Data Request No. 212, with Attachments A–D on detail 20 
support of capital additions 21 

Exhibit SC-22 Schedules A–C: Public Counsel project/program variance 22 
analysis of 2022–2024 forecasted capital additions vs. 23 
2019–2021 average 24 

Exhibit SC-23 Avista’s Response to Public Counsel’s Data Request 25 
No. 227 on ADMS/OMS 26 

Exhibit SC-24 Public Counsel summary adjustments of capital additions 27 
by project or program 28 

Exhibit SC-25 Avista’s Response to Public Counsel’s Data Request 29 
No. 204 with Attachment A on Gas Non-Revenue Program 30 

Exhibit SC-26 Public Counsel calculation of adjustments to capital 31 
additions for Gas Non-Revenue Program  32 
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Exhibit SC-27  Avista’s Response to Public Counsel’s Data Request No. 1 
241 with Attachment A, and Data Request No. 245 with 2 
Attachment A on EV capital additions 3 

Exhibit SC-28 Public Counsel calculation of adjustments to EV capital 4 
additions 5 

Exhibit SC-29 Avista’s Revised Response to Public Counsel’s Data 6 
Request No. 234 Revised with Attachment A, and Data 7 
Request No. 252 with Attachment A on customer service 8 
IT projects 9 

Exhibit SC-30 Public Counsel calculation of adjustments to Distribution 10 
System Enhancements capital additions 11 

Exhibit SC-31 Public Counsel calculation of adjustments to Electric 12 
Relocations and Replacement capital additions 13 

Exhibit SC-32 Public Counsel calculation of adjustments to Energy and 14 
Resources Modernization capital additions 15 

Exhibit SC-33 Public Counsel calculation of adjustments to Gas Aldyl-A 16 
Pipe Replacement capital additions 17 

Exhibit SC-34 Public Counsel calculation of adjustments to Gas PMC 18 
program capital additions 19 

Exhibit SC-35 Distribution Station Capacity and Station Rebuilds capital 20 
additions 21 

Exhibit SC-36 Public Counsel calculation of adjustments to Wildfire 22 
Resiliency Plan capital additions 23 

Exhibit SC-37 Public Counsel calculation of adjustments to Wood Pole 24 
Replacement program capital additions 25 

Exhibit SC-38 Enterprise & Control Network Infrastructure Programs 26 
capital additions 27 

Exhibit SC-39 Public Counsel Adjustments to Capital Additions by Plant 28 
Type 29 

Exhibit SC-40 Public Counsel Adjustments to Electric Rate Base & 30 
Revenue Requirement 31 

Exhibit SC-41 Public Counsel Adjustments to Gas Rate Base & Revenue 32 
Requirement 33 
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Exhibit SC-42  Public Counsel Adjustments to O&M cost Offsets 1 

Exhibit SC-43 Public Counsel Revenue Requirement Adjustments to 2 
Avista Filed Case 3 

Exhibit SC-44 Public Counsel summary of O&M adjustments 4 

Exhibit SC-45  Public Counsel EIM Revenue Requirement Adjustment 5 
 

Q. What is the purpose of your testimony? 6 

A. I have been asked by Public Counsel to perform an independent analysis of Avista 7 

Corporation’s (Company or Avista) multiyear electric and gas general rate case 8 

filings in Consolidated Dockets UE-220053, UG-220054 and UE-210854, and the 9 

Full Multiparty Settlement Stipulation (Settlement) of those cases that the 10 

Company and parties1 filed on June 28, 2022, and supporting testimony filed July 11 

8, 2022. This testimony presents a report of that analysis with related 12 

recommendations in regard to certain topics. 13 

Q. What topics are you addressing in your testimony? 14 

A. I will address the following major topics with regard to both the Company rate 15 

case filing and the Settlement Agreement: 16 

1. Adjustments to the Company’s filed revenue requirement for the multiyear 17 
plan and the Settlement Agreement; 18 

2. Adjustments to certain operations and maintenance (O&M) expenses; 19 
3. Adjustments to certain provisional capital additions forecasted by the 20 

Company for the multiyear plan; 21 
4. Adjustments to O&M cost offsets related to capital additions; and 22 
5. An adjustment to revenue requirement pertaining to the financial benefit 23 

derived by the Company from participation in the Energy Imbalance 24 
Market (EIM). 25 
 

                                                 
1 The parties to the Settlement Agreement include Avista, Commission Staff, Alliance of Western Energy 
Consumers, NW Energy Coalition, The Energy Project, Sierra Club, WalMart, and Small Business Utility 
Advocates. 
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  The absence of a discussion of other matters in my testimony does not 1 

indicate that I agree with those aspects of Avista’s rate case filings. Instead, the 2 

narrow focus of my testimony is a consequence of focusing on certain issues 3 

within the available resources. Other Public Counsel witnesses will address other 4 

topics. To the extent that their testimony and recommendations affect the revenue 5 

requirement, I have incorporated their recommended changes into my calculation 6 

of the revenue requirement. 7 

II.  SETTLEMENT AGREEMENT 8 

Q. What is your general assessment of the Settlement? 9 

A. Certain revenue requirement aspects of the Settlement filed by Avista and other 10 

parties do not serve the public interest and are not in the best interest of Avista’s 11 

customers. The Settlement increases rates for electric customers by $38 million, 12 

or 6.9 percent, in Rate Year 1 (RY1), with an additional $12.5 million in Rate 13 

Year 2 (RY2) for a cumulative increase of 9 percent.2 For natural gas customers, 14 

the Settlement increases rates by $7.5 million in RY1 and an additional $1.5 15 

million in RY2, for a cumulative increase of 4.8 percent.3 16 

  The Settlement is a “black box” settlement of revenue requirement issues, 17 

which does not present a full accounting and disclosure of important cost and 18 

revenue issues within Avista’s rate case filing. The Settlement identifies only an 19 

                                                 
2 Full Multiparty Settlement Stipulation, ¶ 10 (filed June 28, 2022); see also The Revised Full Multiparty 
Settlement Stipulation Joint Testimony, Exh. JT-1Tr; The Revised Full Multiparty Settlement Stipulation, 
Exh. JT-2r (filed July 8, 2022). 
3 Full Multiparty Settlement Stipulation, ¶ 10. 
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overall rate of return of 7.03 percent as a component of revenue requirement, 1 

while specifying no rate base or other revenue requirement components.4  2 

  Therefore, in my testimony I will address proposed revenue requirement 3 

adjustments to the Settlement within the context of the Company’s initial rate case 4 

filing, which identifies the specific cost items with which Public Counsel 5 

disagrees. 6 

  The adjustments I recommend below to the Company’s originally 7 

proposed revenue demonstrate the rate increases contained within the Settlement 8 

are still excessive and unnecessary. Therefore, I recommend that the Commission 9 

modify or reject the proposed Settlement and adopt Public Counsel’s proposed 10 

revenue requirement.  11 

III.  SUMMARY CONCLUSIONS & RECOMMENDATIONS 12 

Q. Please provide a summary of your conclusions and recommended adjustments 13 

to the Company’s proposed revenue deficiency. 14 

A. In its initial filing for the electric business, the Company filed for base rate 15 

increases of $52.9 million in RY1 and $17.1 million in RY2.5 The base rate 16 

increases represent an overall increase to customer rates of 9.6 percent in RY1 17 

and an additional 2.8 percent in RY2, for a cumulative increase of 12.4 percent.6  18 

  For the gas business, the Company proposed rate increases of $10.9 19 

million in RY1 and $2.2 million in RY2.7 These base rate increases represent an 20 

                                                 
4 Id. ¶ 11. 
5 Direct Testimony of Dennis P. Vermillion, Exh. DPV-1T at 18:7–17. 
6 Id.  
7 Id.  
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overall increase to customer rates of 9.5 percent in RY1 and an additional 1.7 1 

percent in RY2, for a cumulative increase of 11.2 percent.8 2 

  RY1 increases would go into effect in December 2022 and RY2 rate 3 

increases would go into effect in December 2023. According to the rate case 4 

filing, these two rate increases would allow the Company to recover projected 5 

cost increases through the end of December 2024.9 6 

   Based on my analysis of the topics identified above and adjustments other 7 

Public Counsel witnesses propose, I have determined that Avista has overstated 8 

its request for rate increases in RY1 and RY2. Public Counsel’s proposed 9 

adjustments to the revenue requirement demonstrate that the Company has a 10 

revenue requirement deficiency of only $0.4 million in the electric business in 11 

RY1 and $2.8 million in RY2.10 They also demonstrate that in the natural gas 12 

business, the Company has a revenue deficiency of $1.7 million in RY1 and $0.2 13 

million in RY2.11 Table 1 below shows Public Counsel’s proposed adjustments 14 

that reduce the Company’s excessive rate increases to reasonable levels.12 15 

/ / 16 

/ / 17 

/ / 18 

/ / 19 

/ / 20 

                                                 
8 Id.  
9 Avista’s rate case application filed on January 20, 2022, and supporting schedules. 
10 Sebastian Coppola, Exh. SC-43. 
11 Id. 
12 Id. 
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Table 1: Revenue Requirement Adjustment 1 

 

 Public Counsel’s adjustments to the Company’s filed case include: 2 

1. A lower rate of return of 6.46 percent, in contrast with the Company 3 

originally proposed rate of 7.31 percent.13 Based on Public Counsel’s 4 

lower cost of capital, the reduction in revenue requirement in RY1 as 5 

compared to the original filing is $23.0 million for the electric business 6 

and $5.8 million for the natural gas business. Exhibit SC-3 shows RY2 7 

revenue requirement adjustments pertaining to the cost of capital.14 Public 8 

Counsel witness David Garrett discusses the basis for the lower cost of 9 

capital in direct testimony.15   10 

2. Proposed adjustments to the Company’s revenue requirement for several 11 

reductions to O&M expenses, such as insurance costs, employee benefits 12 

and other miscellaneous expenses for both rate years and businesses. The 13 

                                                 
13 See Direct Testimony of David J. Garrett, Exh. DJG-1T at 3:1–7. 
14 See Coppola, Exh. SC-3. 
15 See Garrett, Exh. DJG-1T. 

Line # ($000) RY1 RY2 RY1 RY2

1 Revenue Requirement - As Filed 52,852$      17,133$      10,922$   2,172$       

PC Adjustments:
2 Lower Rate of Return (23,024)       (898)            (5,794)      (227)           

3 O&M Reductions (10,373)       (4,894)         (2,064)      (945)           

4 Rate Base Reductions (7,242)         (8,662)         (1,425)      (774)           

5 O&M Offsets Reversal 234             170             37            11              

6 EIM Benefit (12,065)       

7 PC Adjusted Revenue Requirement 382$           2,849$        1,676$     237$          

Electric Natural Gas
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reduction in revenue requirement for RY1 for O&M expense items is 1 

$10.4 million for the electric business and $2.1 million for the natural gas 2 

business. For RY2, the O&M revenue requirements adjustments are a 3 

reduction of $4.9 million for the electric business and $0.9 million for the 4 

gas business. Exhibit SC-44 shows the respective amounts and details for 5 

each rate year and business. Later in my testimony, I will discuss the 6 

specific adjustments. 7 

3. Reductions to forecasted capital additions in each of the two rate years and 8 

for both the electric and natural gas business. The Company included large 9 

increases in capital spending for the forecasted years 2022–2024 that are 10 

not adequately supported by evidence of increased installation of 11 

equipment and work activities. I recommend that the Commission reduce 12 

the revenue requirement for the electric business by $7.2 million in RY1 13 

and $8.7 million in RY2 for the electric business, and similarly for the gas 14 

business by $1.4 million in RY1 and $0.8 million in RY2. Exhibits SC-40 15 

and SC-41 provide more details.16 I will discuss the specific proposed 16 

capital addition disallowances later in my testimony. 17 

4. Based on the proposed capital adjustments, I recommend that the 18 

Commission approve the following rate base amounts for each rate year 19 

and for each business: 20 

                                                 
16 See Coppola, Exhs. SC-40 & SC-41. 
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Table 2: Public Counsel Adjusted Rate Base 1 

 

5. The Company included O&M offsets for some capital programs, and a 2 

portion of those O&M offsets have been reversed for capital additions that 3 

have been removed from the Company’s case. Exhibit SC-42 shows the 4 

respective adjustment amounts.  5 

6. Public Counsel also recommends that additional projected financial 6 

benefits from the Company’s participation in the EIM should decrease 7 

revenue requirement for RY1 by $12.1 million. Public Counsel believes 8 

additional power cost reductions will accrue to Avista’s benefit from the 9 

EIM during RY1, which the Company has not captured in its rate case 10 

filing. Public Counsel witness Robert Earle discusses this issue further in 11 

direct testimony.17 12 

7. In conjunction with the rate increase filing, Avista proposed to accelerate 13 

the pass-through to customers of Excess Deferred Income Tax (EDIT) 14 

Credits in the amount of $25.5 million for the electric business and $12.5 15 

million for the natural gas business.18 In the Settlement, the Settling Parties 16 

agree that the Residual Tax Customer Credit of approximately $27.6 17 

million (electric) and $12.5 million (natural gas) will be returned to 18 

                                                 
17 See Direct Testimony of Robert Earle, Exh. RLE-1T. 
18 Andrews, Exh. EMA-1T at 51:21–52:11. 

Line # ($000) RY1 RY2 RY1 RY2

11 Rate Base:
12 Avista Filed Rate Base 2,045,841$ 2,125,576$ 514,942$ 535,042$   
13 PC Adjustments (38,482)       (48,447)       (6,896)      (3,207)        
14 Adjusted Rate Base 2,007,359$ 2,077,129$ 508,046$ 531,835$   

       
Electric Natural Gas
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customers through separate Tariff Schedules 78 (electric) and 178 (natural 1 

gas) over a two-year amortization period beginning December 21, 2022. 2 

The allocation of the refund amounts across rate schedules will be 3 

consistent with the agreed-upon proposal contained in Attachment A to the 4 

Settlement Agreement. The amounts of rate increases shown in Table 1 5 

above do not include the EDIT Credits, which would reduce the proposed 6 

base rate increases during the two-year period. The accelerated refund of 7 

EDIT Credits are intended to partially and temporarily reduce the impact of 8 

the increase in customer base rates resulting from this general rate case. I 9 

recommend that the Commission approve the Company’s proposal to 10 

accelerate the pass-through of the EDIT Credits. 11 

 The remainder of my testimony, along with the testimony of other Public Counsel 12 

witnesses, provides further details and support for these summary conclusions and 13 

recommendations. 14 

Q. What information did you rely upon in formulating your recommendations? 15 

A. I relied on the Settlement, the revised joint testimony in support of the Settlement, 16 

and Avista’s filed testimony, exhibits, and several data request responses provided 17 

in this Docket. I have also relied on pertinent information from the Company’s 18 

prior general rate case (GRC) in Dockets UE-200900 and UG-200894 19 

(Consolidated), other select information from prior rate case filings by the 20 

Company and other parties, and prior Commission orders. 21 

In addition, I have read, and I am familiar with, Senate Bill 5295 and 22 

RCW 80.28.425 on Multiyear Rate Plans, and the Commission Policy Statement 23 
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on Property That Becomes Used and Useful after Rate Effective Date issued on 1 

January 31, 2020, in Docket U-190531 (Policy Statement). 2 

IV. REVENUE REQUIREMENT ADJUSTMENTS3 

A. Rate of Return4 

Q. What is the cost of capital and capital structure that Avista proposed in this5 

rate case filing and how does it compare to Public Counsel’s proposed cost of6 

capital?7 

A. The Company used the following capital structure and cost of capital in its filing:8 

Table 3: Company Capital Structure & Cost of Capital 9 

The Company proposed a return on equity (ROE) rate of 10.25 percent, an 10 

equity ratio of 48.5 percent, and a cost of debt of 4.54 percent. The result is an 11 

overall rate of return of 7.31 percent. 12 

In contrast, Public Counsel witness Garrett has proposed an ROE rate of 13 

8.75 percent, an equity ratio of 45.6 percent, and the same cost of debt of 4.54 14 

percent proposed by Avista. Garrett’s proposal results in an overall rate of return 15 

of 6.46 percent, as shown in Table 4 below. In response testimony, Garrett 16 

discusses why a lower cost of capital for Avista is justified.19 17 

19 Garrett, Exh. DJG-1T at 3:1–7. 

Capital Proposed Cost Weighted
Component Ratio Rate Cost

Long Term Debt 51.5% 4.54% 2.34%
Common Equity 48.5% 10.25% 4.97%

Total 100.0% 7.31%

 p
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Table 4: Public Counsel Capital Structure & Cost of Capital 1 

Q. What is the impact on the Company revenue requirement and proposed rate2 

increase of Public Counsel’s proposed lower cost of capital?3 

A. The reduction in revenue requirement from Public Counsel’s proposed lower rate4 

of return is $23.0 million in RY1 and $0.9 million for RY2 for the electric5 

business. For the natural gas business, the reduction in revenue requirement is6 

$5.8 million in RY1 and $0.2 million in RY2. Exhibit SC-3 shows the7 

calculations that support Public Counsel’s adjustment to the revenue requirement8 

from the lower overall rate of return rate.9 

Public Counsel’s lower cost of capital represents the largest adjustment to 10 

Avista’s proposed revenue requirement, reflecting primarily the excessive ROE 11 

rate of 10.25 percent the Company proposed and an inflated equity ratio of 48.5 12 

percent. The Commission should not accept the Company’s overstated rate of 13 

return, and instead should accept Public Counsel’s proposed overall cost of capital 14 

to set reasonable, fair, just, and sufficient rates for Avista. 15 

Q. What is your assessment of the overall rate of return of 7.03 percent included16 

in the Settlement?17 

A. In comparison to the 7.31 percent rate of return requested by the Company in its18 

Capital Proposed Cost Weighted
Component Ratio Rate Cost

Long Term Debt 54.4% 4.54% 2.47%
Common Equity 45.6% 8.75% 3.99%

Total 100.0% 6.46%
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initial filing, the Settlement’s 7.03 percent ROR reduces Avista’s revenue 1 

requirement by only $7.6 million in RY1 and $0.3 million in RY2 for the electric 2 

business, and $1.9 million for RY1 and $0.1 million for RY2 for the natural gas 3 

business. Exhibit SC-4 shows the calculations of the revenue requirement impact 4 

from the lower rate of return rate of 7.03 percent. 5 

I recommend that the Commission reject the proposed overall rate of 6 

return of 7.03 percent and reduce the revenue requirement in the Settlement to the 7 

amounts proposed in Table 1 of my testimony and in supporting Exhibit SC-43. 8 

B. O&M Expenses9 

Q. In your review of the Company’s forecasted O&M expenses and pro-forma10 

adjustments, did you find forecasted expenses that are excessive and should11 

be adjusted to a lower cost level?12 

A. Yes. In my review, I identified eight expense items that require downward cost13 

adjustments. Exhibit SC-44 summarizes those items. The reductions to Avista’s14 

revenue requirement from my proposed O&M expense adjustments are $10.415 

million in RY1 and $4.9 million in RY2 for the electric business, and $2.1 million16 

for RY1 and $0.9 million for RY2 for the natural gas business.20 In my testimony17 

below, I will discuss each of those adjustments.18 

/ / 19 

/ / 20 

/ / 21 

/ / 22 

20 Coppola, Exh. SC-44. 
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1. Insurance Expense (Andrew Exhibit, EMA-2 & 3, PF Adj. 3.12 & 1 
5.05)2 

Q. Please briefly describe the amount of insurance expense forecasted by Avista3 

for RY1 and RY2.4 

A. In Pro-Forma Adjustments 3.12 and 5.05, the Company projected insurance costs5 

on a total system basis of approximately $16.4 million for 2023 (RY1) and $18.86 

million for 2024 (RY2). These amounts represent a 78 percent increase and 1047 

percent increase, respectively, over the actual insurance costs the Company8 

incurred for the historical test year ended September 2021. In response to Public9 

Counsel’s Confidential Data Request No. 103C,21 the Company revised these10 

forecasted amounts down to $15.4 million for 2023 and $17.2 million for 2024.2211 

The Company’s proposed insurance costs pertain to insurance coverage 12 

for general liability, Directors and Officers (D&O), property and other risks, such 13 

as cyberattacks, the Colstrip generating plant, and workers’ compensation. 14 

Q. What is your assessment of the insurance expense forecasted by Avista for15 

RY1 and RY2?16 

A. Beginning on page 63 of direct testimony, Company witness Elizabeth Andrews17 

discusses the recent escalation in insurance costs in the context of establishing a18 

21 Coppola, Exh. SC-6C (Avista’s Supplemental Confidential Response to Public Counsel’s Data Request 
No. 103C, with Attachment A).  
22 The updated summary schedule in Avista’s Response to Public Counsel’s Confidential Data Request No. 
103C (Exh. SC-6C, Attachment A, non-confidential tab “IA-1 Updated”) shows $17,324,202 for 2024. The 
detailed support schedule (non-confidential tab “IA-2”) shows $17,170,815 for 2024. This discrepancy is 
unexplained. All system-wide insurance costs discussed in my testimony reflect a 10 percent reduction for 
D&O insurance costs not recoverable in utility rates. 
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proposed Insurance Expense Balancing Account. Andrews discusses the specific 1 

pro-forma insurance expense adjustments at pages 117 and 148.23 2 

Although I will address the Company’s proposal for an insurance 3 

balancing account later in my testimony, from the information provided in 4 

Andrews’ testimony and data provided in response to several data requests, it is 5 

apparent that the major increase in insurance costs began in 2021 for general 6 

liability coverage following several deadly wildfires in California and some 7 

wildfires in the Company’s Washington service area. In the five years prior to 8 

2021, from 2016 to 2020, general liability insurance costs  9 

. In 2021, insurance costs for 10 

general liability , and the Company has forecasted  11 

 in 2022,  in 12 

2023, and  in 2024.24 13 

Insurance costs for other coverages increased at a more moderate rate 14 

between 2020 and 2021 with property insurance . Likely reflecting 15 

risk of wildfire damage to Company property. D&O insurance  16 

 in 2021, or  from 2020, after  in 2017, 17 

but  in 2016.25 Other 18 

insurance costs  from 2020 to 2021 primarily 19 

23 Direct Testimony of Elizabeth M. Andrews, Exh. EMA-1T at 63:19–148:18, 117:1–17, 148:3–18. 
24 Id. at 68:19:–70:18; see also Coppola, Exh. SC-6C (Avista’s Supplemental Confidential Response to 
Public Counsel’s Data Request No. 103C, Attachment A); see also Coppola, Exhibit SC-5C at 5 (Avista’s 
response to Public Counsel’s Confidential Data Request No. 104C, Attachment A). 
25 See Coppola, Exh. SC-6C (Avista’s Supplemental Confidential Response to Public Counsel’s Data 
Request No. 103C, Attachment A); see also Coppola, Exhibit SC-5C at 5 (Avista’s response to Public 
Counsel’s Confidential Data Request No. 104C, Attachment A). 

Shaded Information is Designated as Confidential per Protective Order in Dockets UE-220053, 
UG-220054, and UE-210854 (Consolidated)
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reflecting the recent increase in business cyberattacks.26 Exhibit SC-5C includes 1 

Avista’s response to Public Counsel’s Confidential Data Request No. 104C and 2 

Attachment A with the historical and forecasted premiums by insurance coverage 3 

type. 4 

In Attachment A to Avista’s response to Public Counsel’s Confidential 5 

Data Request No. 103C,27 the Company provided the calculations of the updated 6 

insurance expense for 2022, 2023 and 2024, as well as the actual premiums paid 7 

in 2021 and early 2022 that it used to estimate insurance costs for those future 8 

years.28 Although the Company supported its increase in insurance costs for 2021 9 

and 2022 with actual invoices, its forecasted increases for 2023 and 2024 are 10 

speculative. The Company has forecasted  11 

 12 

 13 

 14 

29 15 

Based on my review of Avista’s testimony and discovery responses, the 16 

two main drivers of the increase in insurance costs for the Company have been 17 

wildfires and recent incidents of corporate cyberattacks.  As insurance companies 18 

experience losses from those events and perceive a higher risk of future losses, 19 

they increase insurance premiums to compensate for current and future financial 20 

26Andrews, Exh. EMA-1T at 74:1–19. 
27 Coppola, Exh. SC-6C (Avista’s Supplemental Confidential Response to Public Counsel’s Data Request 
No. 103C, with Attachment A). 
28 Id. 
29 Id. 

Shaded Information is Designated as Confidential per Protective Order in Dockets UE-220053, 
UG-220054, and UE-210854 (Consolidated)
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losses. The increases in premiums for general liability, property insurance, 1 

cyberattacks, and to some degree D&O insurance in 2021 and 2022 reflect those 2 

actual losses and perceived future risks of potential losses, which are industry-3 

wide and not always company specific.  4 

However, as insurance companies get past their initial reaction to the 5 

apparent higher risk of insurance losses and are able to better assess real losses 6 

versus perceived losses for specific companies, insurance premiums will tend to 7 

moderate. There is anecdotal evidence from recent articles in the business press 8 

on this subject that insurance premium increases will likely slow going forward.30 9 

With regard to the Company’s specific situation, the Wildfire Resiliency Plan that 10 

Avista began to implement in 2020 should mitigate its risk of fires. Insurance 11 

premiums for general liability coverage should decline further in 2023, 2024 and 12 

future years, as insurance companies realize the benefits of the Company’s 13 

Wildfire Resiliency Plan. The improvements proposed by Public Counsel witness 14 

Aaron Tam should strengthen the plan and have a beneficial impact on wildfire 15 

risk mitigation.31 16 

Additionally, Public Counsel’s Data Request No. 105C asked the 17 

Company to provide the number of insurance claims filed during the five-year 18 

period from 2016 to 2021, and insurance proceeds received from property 19 

insurance, liability insurance, and cyberattacks.32 In response,  20 

30 Matthew Lerner, Price Increases to Slow in 2022; Fitch, BusinessInsurance.com (Jan. 11, 2022, 2:21 
P.M.); Leslie Scism, Inflation is the Latest Driver of Rise in Business Insurance Costs, The Wall St. J. (July
10, 2022 5:30 P.M).
31 See Aaron Tam, Exh. AT-1T.
32 Coppola, Exh. SC-7C (Avista’s Response to Public Counsel’s Data Request No. 265C, and Data Request
No. 105C with Attachment A, on insurance claims ).

Shaded Information is Designated as Confidential per Protective Order in Dockets UE-220053, UG-220054, 
and UE-210854 (Consolidated)
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 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

With regard to cyberattacks,  10 

 11 

 12 

.33 Therefore, no significant 13 

issues currently exist with cyberattacks. Exhibit SC-7C includes Avista’s 14 

Response to Public Counsel’s Data Request No. 265C and 105C with associated 15 

attachments. 16 

I conclude the 13 percent increase in insurance costs in 2023 and the 10 17 

percent increase in 2024 are speculative, not known or measurable, and excessive. 18 

I recommend the Commission approve only a rate of increase for insurance costs 19 

for 2023 and 2024 based on projected inflation factors. 20 

/ / 21 

/ / 22 

33 Id. 

Shaded Information is Designated as Confidential per Protective Order in Dockets 
UE-220053, UG-220054, and UE-210854 (Consolidated)
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Q. Did the Company provide its forecast of inflation factors for 2022 and future 1 

years?2 

A. Yes. In response to Public Counsel’s Data Request No. 121, the Company3 

provided forecasted inflation factors for 2022 through 2027 based on various4 

methodologies. In this response, the Company stated that it primarily tracks and5 

uses a blend of the Consumers Price Index-Urban (CPI-U) and the Personal6 

Consumption Expenditures Index (PCEI), which is the Federal Reserve-preferred7 

measure of consumer inflation for determining appropriate monetary policy.8 

Based on the data found in Attachment B to Avista’s Response to Public 9 

Counsel Data Request No. 121 (Exh. SC-9), the Company forecasted inflation 10 

rates of 3.7 percent for 2022, 2.4 percent in 2023, and 2.3 percent in 2024. I used 11 

these inflation rates to calculate the forecasted insurance expense for 2023 and 12 

2024. I also used these same inflation rates to forecast future costs in other areas 13 

of my testimony, where appropriate. 14 

Q. Based on the Company’s inflation factors, have you determined the15 

reasonable amount of insurance expense for RY1 and RY2?16 

A. Yes. In Exhibit SC-8, I have calculated total system insurance costs for 2023 and17 

2024 and then proceeded to allocate the applicable portion to the Washington18 

jurisdiction. I started by accepting the Company’s forecasted insurance costs of19 

$13,750,799 for 2022 on line 21 of the exhibit, and then applied the Company-20 

provided inflation factor of 2.4 percent to arrive at a forecasted amount of21 

$14,090,034 for 2023. To this amount, I applied the inflation factor of 2.3 percent22 

to arrive at the total amount of $14,414,105 for 2024. On lines 22 through 31, I23 
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calculated the increase in expense over the historical test year for 2023 and 2024, 1 

and the portions applicable to the Washington electric and natural gas businesses. 2 

Based on my calculations, the increase in insurance expense for the 3 

electric business in RY1 should be $2,656,785 and $190,269 for RY2. The 4 

Company forecasted an increase of $4,292,023 in RY1 and $1,511,690 in RY1. 5 

Therefore, I recommend a reduction of $1,635,238 for RY1 and $1,321,421 in 6 

RY2, as shown on line 35 of Exhibit SC-8. 7 

Similarly, for the natural gas business, I forecasted an increase in 8 

insurance expense of $471,786 for RY1 and $23,937 for RY2. In comparison to 9 

the Company’s forecasted increase, I recommend a reduction in expense of 10 

$31,608 for RY1 and $77,210 for RY2. 11 

These adjustments bring revenue requirement reductions to $2,165,035 for 12 

RY1 and $1,749,545 for RY2 for electric, and $41,849 for RY1 and $102,225 for 13 

RY2 for the gas business, as I show on lines 40 and 41 of Exhibit SC-8. I 14 

recommend that the Commission adopt my proposed adjustments and reduce the 15 

rate increases proposed in the Settlement by these amounts. 16 

Q. Do you agree with the Company’s proposal to establish an insurance expense17 

balancing account?18 

A. No. I do not believe that an insurance balancing account is necessary. As19 

discussed above, the Company experienced significant increases in insurance20 

costs during 2021 and 2022. In my forecast of insurance costs for 2023 and 2024,21 

I have accepted the Company’s projections through the end of 2022. Insurance22 

costs are expected to moderate in 2023 and 2024, as forecasted by the Company23 
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and further adjusted through my calculations. The Company should be able to 1 

manage through those more moderate premium increases by working with 2 

insurance brokers and insurance companies to communicate the actions it has 3 

taken to reduce risk through the Wildfire Resiliency Plan and other risk mitigation 4 

steps, including its record of limited insurance claims. 5 

It is important to avoid using cost pass-through mechanisms such as this 6 

Insurance Expense Balancing Account, because they remove the incentive for the 7 

utility to control costs and to take appropriate steps to reduce costs if it is likely 8 

the utility may absorb higher costs. The Commission should approve these cost 9 

pass-through mechanisms only as a last resort, when utilities show expenses to be 10 

wildly variable and unpredictable. The Company’s historical record of insurance 11 

costs over the past 10 years through 2020 does not show wide fluctuations 12 

according to the data provided in response to Public Counsel Data Request 104C 13 

(Exh. SC-5C). As I stated earlier and demonstrated in Exhibit SC-8, the insurance 14 

expense increases in 2021 through 2024 can be properly reflected in rates. 15 

Therefore, I recommend that the Commission reject the Company’s 16 

proposal to establish the Insurance Expense Balancing Account. 17 

2. Vegetation Management (Andrews, Exhibit EMA-2, PF Adj. 4.04)18 

Q. Please explain your concern with the Company’s failure to reduce base19 

vegetation management expenses for work now done within the Wildfire20 

Resiliency Plan.21 

A. In discovery, Public Counsel asked the Company to identify the amount of22 

expense for work they performed previously within the base vegetation23 
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management that is now being performed within the Wildfire Resiliency Plan.34 1 

In other words, before the Wildfire Resiliency program began in mid-2020, the 2 

Company was performing some amount of brush and tree clearing, and also risk-3 

tree work, that they now perform under the Wildfire Resiliency program. As a 4 

result, the Company will be spending less on vegetation management in its base 5 

program. 6 

Q.  What adjustment to base vegetation management O&M expense do you 7 

propose?  8 

A.  In response to Public Counsel’s Data Request No. 99 the Company stated, 9 

“Existing on-going base O&M expense for vegetation management is separately 10 

tracked and identified from vegetation wildfire (risk-tree expense), these on-going 11 

expenses remain in the test period and were not adjusted or pro-formed, nor do 12 

they impact the Wildfire Balancing account.” The Company failed to answer the 13 

question posed by Public Counsel. Public counsel posed the same question in 14 

Public Counsel’s Data Request No. 259. In its response, the Company could not 15 

identify those duplicate costs that reside within the base vegetation O&M expense 16 

and are also being forecasted and included within the Wildfire Balancing account. 17 

Exhibit SC-10 includes Avista’s responses to Public Counsel’s Data Request Nos. 18 

99 and 259.  19 

In Public Counsel’s Data Request No. 259 subpart (b), the Company 20 

identified their incurred amount of base vegetation management expense in the 21 

                                                 
34 Coppola, Exh. SC-10 (Avista’s Responses to Public Counsel’s Data Request Nos. 99 and 259, with 
Associated Attachment on vegetation management). 
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Washington jurisdiction at $5.0 million for 2021, and an ongoing expense level of 1 

$5.7 million into future years. The average of these two amounts is $5.350 2 

million. Conservatively, it is reasonable to expect Avista will avoid at least 10 3 

percent of this average cost, or $535,000, in 2022 and 2023, as the Company 4 

shifts more of its risk-tree management efforts to the Wildfire Resiliency Plan. 5 

Therefore, I recommend that the Commission remove $535,000 of based 6 

vegetation management O&M expense from RY1, increase operating income by 7 

$422,650, and reduce revenue requirement by $559,409. 8 

3. Customer Service Expense (Andrews, Exhibits EMA-2 & 3, PF Adj.9 
3.14 & 5.07)10 

Q. Please explain your findings with regard to the level of customer service11 

expense included in RY1 and RY2.12 

A. Beginning on page 16 of direct testimony Company witness Kelly Magalski13 

discusses the Company’s work installing new customer-related technology to14 

facilitate customer interactions and shift more customer inquiries and services to15 

self-service tools.35 In this regard, the Company is spending tens of millions of16 

dollars annually to install new information technology (IT) systems (Magalsky,17 

Exhibit KEM-1T, at 2, Table 1).18 

Pages 19 and 20 of Magalski’s testimony identifies reductions in the 19 

number of telephone calls and customer contacts with customer service 20 

representatives (CSR) from 2009 to 2021, showing the number of live contacts 21 

nearly halved over this 12-year period. Although Magalsky’s testimony points to 22 

35 Direct Testimony of Kelly E. Magalsky, Exh. KEM-1T at 16:19–42:4. 
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financial benefits for the increased spending in customer-related technology 1 

systems, it identifies no specific financial benefits or reduced current or future 2 

customer service costs.  3 

In response to discovery, the Company provided additional information on 4 

the trend of live interactions with CSRs, the number of CSRs employed annually 5 

since 2009, and the annual labor costs pertaining to CSRs. In response to Public 6 

Counsel’s Data Request No. 249, the Company provided the number of hours 7 

staffed by CSRs each year from 2009 to 2021. However, the Company could not 8 

provide any forecasted information requested for 2022, 2023 and 2024. Exhibit 9 

SC-11 includes Avista’s Response to Public Counsel’s Data Request No. 249 and 10 

Attachment A. 11 

Q. What is your assessment of the expense level for CSR labor included in12 

customer service expense in RY1 and RY2?13 

A. The customer service expense included in RY1 and RY2 does not reflect any14 

significant decline in O&M expense from the reduction in customer live contacts15 

with CSRs. Based on the data the Company provided in response to Public16 

Counsel’s Data Request No. 249, since 2009 the number of live interactions with17 

CSRs has declined 10 percent annually. In 2020, the number of interactions18 

declined by 18 percent from the prior year and in 2021 the number declined again19 

by 7 percent. The Company has not included this decline in CSR workload and20 

the related expense in any of the pro-forma adjustments it presented in this rate21 

case.22 
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According to data the Company provided, the number of CSR work hours 1 

in 2021 declined 8.2 percent to 112,000, from 122,026 in 2020. This rate of 2 

decline is in line with the recent decline in the number of live customer 3 

interactions. The trend in CSR workload should continue to decline in 2022, 4 

2023, and future years, as the Company continues to implement additional 5 

customer self-serve tools and features through its website and other technology 6 

platforms. Therefore, the rate of decline in CSR workload should continue, if not 7 

accelerate, in 2022–2024, and the customer service expense for RY1 and RY2 8 

should reflect that trend accordingly. 9 

Q. Have you calculated appropriate adjustment to CSR labor costs included in10 

customer service expense for RY1 and RY2?11 

A. Yes. In Exhibit SC-12, I have taken the rate of decline in the number of CSR12 

hours staffed of 8.2 percent from 2020 to 2021 and rounded it up to 8.5 percent.13 

This rate of decline in CSR hours worked also reflects the historical declining14 

trend of live customer interactions of 10 percent discussed earlier. Using the 8.515 

percent rate of decline, I forecasted the number of CSR hours for 2022, 2023 and16 

2024. After applying the loaded labor rate to those forecasted hours, I determined17 

that system-wide CSR labor costs should decline by $824,579 in RY1 and18 

$360,500 in RY2.19 

The O&M expense reductions applicable to the Washington jurisdiction 20 

are $394,024 in RY1 and $172,264 in RY2 for the electric business, and $124,427 21 

for RY1 and $54,399 for RY2 for the gas business.36  22 

36 Coppola, Exh. SC-12. 
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The revenue requirement reductions for this expense item are $412,001 for 1 

RY1 and $180,124 for RY2 for the electric business, and $130,104 for RY1 and 2 

$56,881 for RY2 for the gas business.37 3 

I recommend that the Commission accept my pro-forma adjustments and 4 

reduce the Company’s revenue requirement by the amounts I have calculated. 5 

4. Pension & OPEB Expense (Andrews, Exhibits EMA-2 & 3, PF Adj.6 
3.09 & 5.03)7 

Q. Please provide your assessment of the Company’s proposed pro-forma8 

adjustments to pension expense and other post-employment benefits (OPEB)9 

expense for RY1 and RY2.10 

A. On pages 111 through 113 and page 147 of direct testimony, Andrews discusses11 

pro-forma adjustments to pension and OPEB expense for RY1 and RY2, along12 

with adjustments to other employee benefits. With regard to the pension plan13 

costs, the Company reported system-wide pension costs of $17.7 million for the14 

historical test year ended September 2021, and forecasted costs of $12.3 million15 

for 2023 and the same amount for 2024.16 

For OPEB costs, the Company reported system-wide costs of $9.4 million 17 

for the historical test year ended September 2021, and forecasted costs of $9.3 18 

million for 2023 and the same amount for 2024. 19 

In direct testimony and in the pro-forma adjustments, Andrews did not 20 

identify the basis for forecasted pensions and OPEB costs, actuarial assumptions 21 

used to calculate those costs, or the reason the Company maintained 2024 costs at 22 

37 Id. 
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the 2023 level. In response to Public Counsel’s Data Request No. 276, the 1 

Company provided some of this information, and updated information regarding 2 

pensions and OPEB costs for 2022 through 2025 based on updated actuarial 3 

assumptions. Exhibit SC-13 includes this information. 4 

In Attachment D to Avista’s Response to Public Counsel’s Data Request 5 

No 276, the Company provided new forecasted pension expense of $9.5 million 6 

for 2023 and $8.3 million for 2024. Similarly, in Attachment E for the OPEB 7 

plan, the Company provided forecasted costs of $8.1 million for 2023 and $8.0 8 

million for 2024. These amounts are significantly lower than the amounts that 9 

Andrews used in the pro-forma adjustments for RY1 and RY2 in the Company’s 10 

initial filing. 11 

Q. Did you calculate adjustments to the Company’s pro-forma adjustments for12 

pension and OPEB expense for RY1 and RY2?13 

A. Yes. Based on the new information provided in response to Public Counsel’s Data14 

Request No. 276, in Exhibits SC-14 and SC-15, I calculated lower pension and15 

OPEB expense for RY1 and RY2, and compared my calculations to the16 

Company’s pro-forma adjustments. The result is lower pension expense in RY1 of17 

$782,097 for the electric business and $238,494 for the gas business. The18 

following table summarizes Public Counsel’s pension expense adjustments for19 

each rate year, along with the related operating income and revenue requirement20 

adjustments.21 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 

Page 32 of 92 

Table 5: Pension Expense Adjustments 1 

For OPEB expense, I propose a reduction to the Company’s pro-forma 2 

adjustments in RY1 of $350,477 for the electric business and $106,875 for the gas 3 

business. The following table summarizes Public Counsel’s OPEB expense 4 

adjustments for each rate year, along with the related operating income and 5 

revenue requirement adjustments. 6 

Table 6: OPEB Expense Adjustments 7 

I recommend that the Commission adopt my proposed pension and OPEB 8 

expense and revenue requirement adjustments presented above. 9 

RY1 RY2
PC Expense Adjustment to Avista Pro-Forma:

WA Electric (782,097)$    (335,184)$      
WA Gas (238,494)$    (102,212)$      

Operating Income Adjustment:
WA Electric 617,856        264,796          
WA Gas 188,410        80,747             

Revenue Requirement Adjustment:
WA Electric (817,779)$    (350,477)$      
WA Gas (249,375)$    (106,875)$      

 j

RY1 RY2
PC Expense Adjustment to Avista Pro-Forma:

WA Electric (335,184)$    (27,932)$         
WA Gas (102,212)$    (8,518)$           

Operating Income Adjustment:
WA Electric 264,796        22,066             
WA Gas 80,747          6,729               

Revenue Requirement Adjustment:
WA Electric (350,477)$    (29,206)$         
WA Gas (106,875)$    (8,906)$           

 j
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5. Miscellaneous O&M Expenses (Andrews, Exhibits EMA-2 & 3, PF 1 
Adj. 3.14 & 5.07)2 

Q. Please provide a summary of the Company’s proposed pro-forma3 

adjustments to miscellaneous O&M expenses for RY1 and RY2.4 

A. On pages 124 through 128 and page 149 of direct testimony, Andrews discusses5 

the pro-forma adjustments to miscellaneous O&M expenses for RY1 and RY2. To6 

calculate the pro-forma adjustments for RY1 and RY2, Andrews used an annual7 

escalation rate of 7.05 percent for the electric business and a rate of 7.29 percent8 

for the natural gas business. Andrews applied the escalation rates for the period9 

from October 2021 to December 2023 to the base miscellaneous O&M expenses10 

for the historical test year ended September 2021 to determine the RY111 

adjustments. For RY2, Andrews applied the same escalation factors to the12 

miscellaneous O&M expense calculated for RY1.13 

The Company calculated the escalation rates of 7.05 percent and 7.29 14 

percent based on a select group of O&M expenses incurred from 2018 to 2020. In 15 

other words, the cost escalation rates represent two years of cost increases from 16 

2018 to 2019 and 2020. 17 

Based on those escalation rates, the Company calculated increases in 18 

miscellaneous O&M expense for the electric business of $9.8 million for RY1 and 19 

$4.3 million for RY2. For the natural gas business, the Company calculated 20 

increases of $2.2 million for RY1 and $1.0 million for RY2. 21 

/ / 22 

/ / 23 
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Q. Please provide your assessment of the Company’s proposed pro-forma 1 

adjustments to miscellaneous O&M expenses for RY1 and RY2. 2 

A. The Commission should not accept the two-year average escalation rates the3 

Company used in their initial filing. These represent a very brief time period4 

subject to expense fluctuations from year to year that may not reflect future trends5 

in expense increases or decreases. For example, in the electric business,6 

distribution O&M expenses over the 2018–2020 period fluctuated from $22.77 

million to $26.8 million. Administrative and general (A&G) expenses ranged8 

from $52.6 million to $72.6 million, driven by injuries and damages expenses and9 

employee benefit costs. Part of this large fluctuation in A&G expenses was due to10 

a modification in 2020 in the accounting of pension and other benefit costs,11 

charging them to A&G expense instead of charging operating functions. This12 

modification makes a comparison of changes in expense items difficult and13 

unreliable.14 

The Company attempts to justify the 7.05 percent and 7.29 percent annual 15 

escalation rates by pointing to 2020 and 2021 increases in inflation. Although cost 16 

inflation accelerated in 2020 and 2021, the 2021 historical test year reflects those 17 

cost increases. The outlook for inflation for RY1 and RY 2 does not support the 18 

7.05 percent and 7.29 percent annual escalation rates the Company has applied to 19 

miscellaneous O&M expenses. As I stated earlier in my testimony and showed in 20 

Exhibit SC-9, the Company forecasted inflation rates of 4.2 percent for 2021, 3.7 21 

percent for 2022, 2.4 percent for 2023, and 2.3 percent for 2024. A more 22 
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appropriate calculation of future miscellaneous O&M expenses for RY1 and RY2 1 

would use those inflation factors. 2 

On the broader issue of using historical cost escalation rates to calculate 3 

revenue requirement and set rates in future GRCs, Public Counsel agrees with the 4 

Settling Parties that the escalation study filed by Avista is not reasonable and 5 

should not be used in future rate cases.38 6 

Q. Have you determined what the pro-forma adjustments to miscellaneous7 

O&M expenses for RY1 and RY2 would be at the Company’s forecasted8 

inflation rates for 2021 through 2024?9 

A. Yes. Using the financial model that the Company used to calculate the10 

miscellaneous O&M expense in pro-forma adjustments 3.14 and 5.07, and11 

substituting the Company’s escalation rates with the inflation factors discussed12 

above, I have determined a lower increase in expenses for RY1 and RY2. Exhibits13 

SC-16 and SC-17 show the results of my calculations for the electric and natural14 

gas businesses respectively. Exhibit SC-18 summarizes those results and15 

compares them to the Company’s pro-forma adjustments to show the reductions16 

in expenses for RY1 and RY2. The following table shows those summary17 

adjustments to O&M expense and the revenue requirement.18 

/ / 19 

/ / 20 

/ / 21 

/ / 22 

38 Full Multiparty Settlement Stipulation, ¶ 17. 
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Table 7: Miscellaneous Expense Adjustments 1 

I recommend that the Commission adopt my proposed adjustments and 2 

reduce the Company’s revenue requirement by the amounts in the table above. 3 

6. IS/IT Expenses (Andrews, Exhibits EMA-2 & 3, PF Adj. 3.13)4 

Q. Please briefly describe the Company’s proposed pro-forma adjustment for5 

IS/IT O&M expense for RY1.6 

A. Beginning on page 117 of direct testimony, Andrews describes the pro-forma7 

adjustment to information systems and information technology (IS/IT) expense8 

for RY1. Andrews shows an increase in IS/IT expense for 2022 of $2.6 million9 

from the historical test year. The pro-forma adjustment allocates $1,261,590 of10 

the higher expense ($997,000 NOI) to the Washington electric business and11 

$370,525 ($293,000 NOI) to the Washington gas business. Andrews makes no12 

pro-forma adjustments to RY2. Andrews describes the RY1 adjustment primarily13 

as costs for contractual agreements and amortization of multiyear contracts.14 

In direct testimony, Avista’s witness James Kensok, Exhibit JMK-1T, 15 

provides more detailed information on the proposed increase in IS/IT expense. On 16 

pages 54 and 55 of the testimony, Kensok shows a $2.1 million increase in non-17 

labor IS/IT expense and the major components of the forecasted higher costs 18 

RY1 RY2
PC Expense Adjustment to Avista Pro-Forma:

WA Electric (5,274,567)$    (2,822,484)$           
WA Gas (1,247,627)$    (661,237)$              

Operating Income Adjustment:
WA Electric (4,166,908)$    (2,229,762)$           
WA Gas (985,625)$       (522,377)$              

Revenue Requirement Adjustment:
WA Electric (5,515,216)$    (2,951,258)$           
WA Gas (1,304,549)$    (691,406)$              

 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 

Page 37 of 92 

(Tables 5 & 6). The $2.1 million increase in expense represents an 11 percent 1 

increase over the $17.9 million expense amount incurred during the historical test 2 

year ended September 2021. Software licenses and software subscriptions are the 3 

major contributors to the higher expense forecasted for 2022.  4 

Q. What is your assessment of the Company’s proposed pro-forma adjustment5 

for IS/IT expense for RY1?6 

A. The 11 percent increase in expense between the historical test year and 2022 is7 

excessive. Software licenses and software subscription costs are a function of8 

installed new information and technology systems, and should generally increase9 

on pace with new IS/IT technology capital spending for the installation of new10 

systems. On page 1 of Kensok, Exhibit JMK-2, the Company shows capital11 

spending on IS/IT systems of $48.1 million. On page 2 of the same exhibit, the12 

Company shows 2022 capital spending on IS/IT systems declining to $40.313 

million (16 percent) from 2021 and then increasing to $50.9 million in 2023. The14 

2023 forecasted amount includes $10 million of capital spending pertaining to the15 

OMS & ADMS system, which is still in the conceptual phase of development. By16 

removing this $10 million, 2023 capital spending is basically flat compared with17 

2022 at approximately $41 million.18 

Although capital spending on IS/IT systems is forecasted to decline by 16 19 

percent in 2022 from the historical test year, the 2023 capital spending inclusive 20 

of the OMS & ADMS system represents a 6 percent increase over the historical 21 

test year. To give the Company the benefit of the doubt that some software license 22 

and subscription costs will increase during RY1, which ends December 2023, I 23 
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have applied the six percent growth rate in capital spending to the historical test 1 

year IS/IT expense, to calculate a system total increase in expense in RY1 of 2 

$1,074,120 ($17,902,001 x 6%). I believe this amount is a more reasonable 3 

increase in IS/IT expense for RY1. 4 

The $1,074,120 expense amount I calculated is a decrease of $1,519,558 5 

from the system total amount of $2,593,678 that Andrews used in this pro-forma 6 

adjustment. The result of my adjustment is a decrease in expense in RY1 of 7 

$726,118 ($573,633 NOI) for the Washington electric business, and $229,298 8 

($181,145 NOI) for the Washington natural gas business.39 9 

The revenue requirement reduction of my adjustment is $759,247 for 10 

Washington electric and $239,759 for Washington gas.40 I recommend that the 11 

Commission approve my proposed adjustments to IS/IT expense. 12 

7. CETA Labor Expenses (Andrews, Exhibit EMA-2, PF Adj. 3.06)13 

Q. Please briefly describe the Company’s pro-forma adjustment for higher14 

labor expense in RY1 to support the Clean Energy Transformation Act15 

(CETA).16 

A. Beginning on page 108 of her direct testimony, Andrews describes the pro-forma17 

adjustment to increase labor expense for RY1 to hire three employees to support18 

activities related to CETA. This pro-forma adjustment, which pertains solely to19 

the Washington electric business, is $357,000.41 Andrews attributes the reasons20 

39 $1,519,558 x 0.69998 x 0.68266 = $726,118 electric; $1,519,558 x 0.20695 x 0.72915 = $229,298 gas. 
NOI = expense x (1 – 21% tax rate). 
40 Revenue requirement = NOI ÷ 0.755529. 
41 Andrews Exhibit EMA-1T at 108:15, states $357,000. This amount varies from PF adjustment 3.06, 
which shows $358,701. The reason for the discrepancy is unknown. In my testimony, I will use the lower 
amount. 
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for the higher labor expense in RY1 to new requirements in the CETA legislation 1 

for public participation, distribution planning including evaluation of distributed 2 

energy resources, development of a customer benefit indicator, and additional 3 

monitoring and reporting. For further information, Andrews references Company 4 

witness Shawn J. Bonfield’s direct testimony in Exhibit SJB-1T. 5 

Beginning on page 37 of direct testimony, Bonfield elaborates further on 6 

reasons for the increase in labor resources, and states that to support CETA and 7 

related activities in future years, the Company may need additional employees 8 

beyond the three included in this rate case. 9 

Q. What is your assessment of the Company’s proposed increase in labor10 

expense in RY1 to support CETA activities?11 

A. My assessment is that the addition of three new employees is not necessary and12 

that one new position at most would be sufficient.13 

In discovery, Public Counsel asked the Company to identify 14 

responsibilities it expects each of the three new employees to perform, and 15 

explain why it cannot reorganize other employees’ responsibilities to take on the 16 

additional CETA work and thus avoid hiring new employees.  17 

In response to Public Counsel’s Data Request No. 115, the Company 18 

listed responsibilities for the new employees:  Customer Engagement Manager, 19 

CETA Analyst, and Distribution Planning Engineer.42 The primary 20 

responsibilities for the Customer Engagement Manager are development of public 21 

engagement strategies, coordination, and tracking of activities and programs. 22 

42 Coppola, Exh. SC-19 (Avista’s Response to Public Counsel’s Data Request No. 115). 
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Many of these tasks, such as developing strategies or programs, do not repeat 1 

monthly once completed. Additionally, the Company likely already has 2 

community or public liaison managers who interact daily or periodically with 3 

those groups. The Company does not make clear why those employees cannot 4 

take on the additional responsibilities required under CETA. 5 

  The CETA analyst position’s main responsibilities occur on a four-year 6 

cycle with regard to preparing IRPs, CEAP, and CEIP, which the Company has 7 

completed in the past, for at least some of them, without this additional employee. 8 

These are not daily or repeating monthly responsibilities that require permanent 9 

assignment to an additional employee. The Company could certainly incorporate 10 

annual reporting responsibilities into and across the functions of existing 11 

employees. 12 

  For the Distribution Planning Engineer, most of the listed responsibilities 13 

also occur on a four-cycle and are not likely to require daily or monthly tasks. The 14 

Company has Distribution Planning Engineers already on staff who likely could 15 

absorb the infrequent work of preparing the IRP and similar plans every four 16 

years. 17 

  I conclude that the addition of three new employees is excessive and not 18 

necessary. To give the Company the benefit of the doubt that CETA, CEAP, and 19 

CEIP may require some new routine work, I recommend that the Commission 20 

approve cost recovery of one new position equivalent. Therefore, the Commission 21 

should remove the remaining expense of $237,801 ($357,701 x 2/3). 22 
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The resulting adjustment is an increase to NOI of $187,863 and a decrease 1 

to revenue requirement of $248,650.43 I recommend that the Commission reduce 2 

the Company’s proposed revenue requirement by this amount for this expense 3 

item. 4 

8. Expenses Summary – Revenue Requirement Adjustment5 

Q. Please summarize the amount of revenue requirement adjustment that you6 

propose for RY1 and RY2 for expense items.7 

A. As I discussed above, the Commission should reduce the Company’s proposed8 

revenue requirement for expense for RY1 by $10,372,624 for the electric business9 

and $2,063,713 for the natural gas business. For RY2, I recommend a reduction of10 

$4,893,821 for the electric business and $944,801 for the natural gas business11 

pertaining to expense items. Exhibit SC-44and other exhibits my testimony12 

references above provide further details.13 

C. Capital Additions14 

Q. Please briefly describe the amount of capital additions that the Company15 

seeks to add to rate base in this rate case filing.16 

A. Page 6 of Avista witness Justin Baldwin-Bonney’s direct testimony, Exh.17 

JBB-1T, shows total system capital additions transfers to plant of $449.8 million18 

for 2021, $449.9 million for 2022, $446.9 million for 2023, and $442.5 million19 

for 2024.44 On pages 9 through 12 of the testimony, Baldwin-Bonney identifies20 

the capital additions transferred to plant for the Washington jurisdiction.45 The21 

43 $237,701 x (1- 21% tax rate) = NOI of 187,863 ÷ 0.755529 CF = $$248,650 in revenue requirement. 
44 Direct Testimony of Justin A. Baldwin-Bonney, Exh. JBB-1T at 6:8–16. 
45 Baldwin-Bonney, Exh. JBB-1T at 9:7–12:20. 
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following table summarizes those capital additions. 1 

Table 8: Avista - WA Capital Additions Transfers to Plant 2 

Q. Are you proposing any adjustments to the Company’s capital additions?3 

A. Yes. In my review, I identified 16 projects or programs where the Company did4 

not adequately support the proposed capital additions for RY1 and RY2. My5 

adjustments reduce the Company’s proposed capital additions for the electric6 

business by $75.1 million for RY1 and $54.1 million for RY2. Similarly, for the7 

natural gas business, I will propose reductions of $11.2 million for RY1 and $3.28 

million for RY2. Overall, my proposed adjustments reduce the Company’s gross9 

additions to plant by 22 percent for RY1 and 21 percent for RY2. In my testimony10 

below, I will describe the basis for the adjustment to the capital addition for each11 

of the 16 projects and the related adjustments to rate base and the revenue12 

requirement. The subheadings numbered 1 through 16 in this section correspond13 

to the line number for each specific adjustment to capital additions listed in14 

Exhibit SC-24.15 

Q. Please describe your concerns with the Company’s approach to and inclusion16 

of capital programs and projects, and related capital additions, in RY1 and17 

RY2.18 

A. My review focused on capital programs and projects for the forecasted years of19 

($millions) 2021 RY1 RY2

Electric 228.5$  309.7$             222.5$  

Gas 54.0 82.5 51.5 

Total 282.5$                392.2$             274.0$                
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2022 through 2024, which the Company considers provisional capital additions 1 

subject to review at the end of each year as part of a continuing proceeding of the 2 

multiyear rate case filing. From the filed testimony of several Company witnesses 3 

supporting capital additions, and several responses to data requests, it is apparent 4 

that the Company included in its proposed capital additions those expenditures it 5 

wishes to incur each year, believing it will be able to place in service the 6 

underlying projects and programs by the end of the year. This belief forms the 7 

basis for including those capital additions in rate base in order to meet the 8 

Commission’s requirement that the additions be used and useful in the rate year. 9 

To ascertain more precisely which projects and programs, and related 10 

capital additions, the Company included in each of the projected periods (2022–11 

2024), Public Counsel asked the Company to define the specific criteria used to 12 

make those selections. Specifically, the discovery asked whether the Company 13 

included or excluded projects at the conceptual phase, whether it required projects 14 

to be past the engineering design phase, the bid to be out to vendors, or to have 15 

started construction. The Company response to Public Counsel’s Data Request 16 

No. 91, though lengthy, did not answer those questions, and instead repeated the 17 

capital planning process it discussed in filed testimony, and referenced the 18 

Commission policy statement on used and useful plant additions. A follow up, 19 

Public Counsel’s Data Request No. 256, yielded no additional pertinent 20 

information responsive to the initial questions.46 21 

I conclude from the Company’s testimony and data request responses that 22 

46 Coppola, Exh. SC-20 (Avista’s Response to Public Counsel’s Data Requests No. 91 and 256). 
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where Avista thinks that by end of year it can get a project or program completed, 1 

and the capital additions transferred to plant, it can include those forecasted 2 

capital additions in rate base, as well as in revenue requirement and rates to be 3 

billed to customers in RY1 and RY2. This is a very broad and concerning 4 

standard, one that if adopted by the Commission would result in an open-ended 5 

acceptance of any capital spending forecast proposed by the Company. 6 

Public Counsel also asked the Company to provide an analysis and other 7 

information to support more directly its projected capital additions for the three 8 

years from 2022 through 2024. Specifically, discovery requested the following 9 

information for programmatic projects or programs that repeat annually and for 10 

discreet projects of $1.0 million or greater: 11 

1. Three years of historical spending on the program or project and a12 
comparison of the forecasted annual spending to the three-year average;13 

2. Explanations of variances of 10% or greater between the forecasted annual14 
spending and the three-year historical average;15 

3. The number of units, quantities, or other data supporting the historical and16 
projected capital spending in order to establish a correlation between17 
spending and work completed in prior years and work to be completed in18 
the future;19 

4. For forecasted discreet projects, the amount of spending projected by20 
phase of the project and identification of the current phase of the project;21 

5. For forecasted discreet projects, the timeframe and completions date of22 
each phase of the project; and23 

6. For forecasted discreet projects, a copy of the cost/benefit analysis24 
showing that the project was economically justified.4725 

Public Counsel’s Data Request Nos. 208, 210–212 provide more details26 

and the Company’s responses to these questions.48 The responses fell 27 

47 See Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 
48 Id. 
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significantly short of meeting the requests. Although the Company provided 1 

historical and forecasted capital spending by project and program, it did not 2 

provide any analysis or explanations of variances between historical and 3 

forecasted spending levels. The Company also did not provide any units or 4 

quantities of work performed in the historical periods and in future years, or 5 

justification for the higher spending levels other than referencing its business case 6 

documents. Unfortunately, its business case documents do not contain the 7 

requested information. For discrete projects, the Company provided no cost 8 

details by phase and did not identify projects by phase. Furthermore, it provided 9 

no specific timeline or cost/benefit analyses for those projects. 10 

In other words, the Company did not provide sufficient information to 11 

support its proposed increase in spending on several reoccurring programmatic 12 

projects and for large discrete projects. In my testimony below, I identify these 13 

shortcomings with regard to the 16 projects, and propose cost disallowances or 14 

adjustments to forecasted capital additions for 2022 through 2024. The projects or 15 

programs and related cost disallowances are summarized in Exhibit SC-24. 16 

Q. Please describe the approach and information you used to perform the17 

review of the Company’s capital programs, projects and related capital18 

additions.19 

A. Although the Company provided only scant information in response to the data20 

requests discussed above, I used the historical capital additions Avista did provide21 

to calculate a three-year average of the historical amounts for 2019–2021 for each22 

program and project. I compared the three-year average amount to the forecasted23 
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amount to each year 2022, 2023, and 2024 in order to assess significant variances 1 

that required further review and analysis. Exhibit SC-22, Schedules A–C analyze 2 

those variances for each future year. 3 

Based on my initial analysis, I reviewed any additional information the 4 

Company provided in testimony, data request responses, and the project or 5 

program business case documents to establish whether it adequately had justified 6 

the increase in capital spending. The following 16 projects or programs are the 7 

most egregious examples of project or program forecasted spending/capital 8 

additions that were not sufficiently justified for inclusion in rate base and in 9 

customer rates for RY1 and RY2. I propose adjustments relating to the 10 

Company’s pro-forma adjustments 4.01, 4.02, 4.04, 4.05, 4.06, 5.08 and 5.10, as 11 

presented in Andrews, Exhibits EMA-2 and EMA-3. 12 

1. Distribution Management System – ADMS/OMS13 

Q. Please briefly describe the ADMS/OMS Distribution Management project14 

proposed by Avista for 2023 and 2024.15 

A. On page 43 of direct testimony, Company witness James Kensok provides a16 

summary description of the proposed ADMS/OMS system as a replacement for17 

the current outdated outage management tool and distribution management18 

system.49 According to Kensok, this new system will improve field and office19 

worker productivity, provide more accurate data, improve work process and20 

methods, help with regulatory compliance, and provide more accurate estimated21 

restoration time during power outages. Kensok’s testimony does not provide any22 

49 Kensok, Exh. JMK-1T at 43:19–45:1. 
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data or detailed information to support those claims. The Company expects to 1 

start work on the project sometime in 2022 and plans to spend $10 million in 2 

2023 and $15 million in 2024. 3 

Q.  What is your assessment of the ADMS/OMS project and related capital 4 

additions included in RY1 and RY2? 5 

A.  In discovery, Public Counsel asked the Company to explain whether its $10 6 

million and $15 million capital additions in 2023 and 2024 were Rough Order of 7 

Magnitude (ROM) cost estimates, describe how it developed those cost estimates, 8 

explain whether it had bid out the project, explain whether it had completed the 9 

detailed system requirements phase, and provide a copy of the cost/benefit 10 

analysis showing the project was economically justified. 11 

  In Avista’s response to Public Counsel’s Data Request No. 227, the 12 

Company confirmed that the $10 million and $15 million were ROM cost 13 

estimates and they were developed based on discussion with other utilities and 14 

potential vendors, as well as the Company’s own experience with IT projects. 15 

Avista also confirmed it had not yet completed the detailed system requirements 16 

phase of the project, and had yet to issue any requests for proposals to potential 17 

vendors. Avista’s data request response explained the Company would take those 18 

steps later in 2022. The Company did not provide the requested cost/benefit 19 

analysis. In response to the data request, the Company provided only a general 20 

description of potential benefits, and identified O&M offset costs savings of 21 

approximately $65,000 in 2023 and 2024. Avista’s data request response also 22 
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referenced the project business case for further information.50 1 

The business case for this project shows the total estimated project cost at 2 

$45 million, which would indicate that additional phases of the project might 3 

continue past 2024.51 The rest of the business case document describes the 4 

shortcomings of the existing system and the need for new functionality. It shows 5 

the alternative cost of continuing to use the current system at a cost of $1.0 6 

million over the 2022–2024 timeframe. However, it does not quantify any 7 

significant financial or non-financial benefits to justify spending either $25 8 

million or $45 million on the new system.  9 

In effect, the Company has not economically justified undertaking such a 10 

large and costly project. Furthermore, the Company had not yet completed the 11 

detailed system requirements phase of the project, has yet to issue any requests for 12 

proposal to vendors, and the cost estimates and capital additions included in RY1 13 

and RY2 are very preliminary since they are only Rough Order of Magnitude 14 

estimates. 15 

My conclusion is that including these capital additions for the 16 

ADMS/OMS project in RY1 and RY2 is premature. Although the Company may 17 

complete some work on the project in 2022, 2023 and 2024, it is not likely that 18 

the system will be in service in 2023 or 2024 as the Company has forecasted. 19 

Although the Company will perform a review of forecasted projects at the end of 20 

2023 and 2024 as part of the multiyear rate case, customers should not pay 21 

50 Coppola, Exh. SC-23 (Avista’s Response to Public Counsel’s Data Request No. 227). 
51 Kensok, Exh. JMK-2 at 256. 
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upfront for project costs with only a marginal probability of being completed 1 

during RY1 and RY2. 2 

Q.  What is the amount of capital additions that you propose to remove for RY1 3 

and RY2? 4 

A.  As I state earlier, the total system forecasted capital additions for RY1 and RY2 5 

are $10 million and $15 million respectively. The amount applicable to the 6 

Washington electric business is $6,554,000 for RY1 and $9,831,000 for RY2.52 I 7 

recommend that the Commission remove these amounts from the Company’s 8 

proposed capital additions in this rate case. 9 

2.  Gas Non-Revenue Program 10 

Q.  What is your assessment of the Gas Non-Revenue Program spending and 11 

capital additions proposed by Avista for 2022, 2023 and 2024.  12 

A.  Table 10 of Avista witness Justin Baldwin-Bonney’s direct testimony (Exh. JBB-13 

1T) shows natural gas programmatic blanket capital additions for the Washington 14 

jurisdiction.53 Table 10 includes budgeted capital additions for 2022, 2023, and 15 

2024 for the Gas Non-Revenue Program of $4.3 million for each year.  16 

  Public Counsel’s Data Request No. 204 asked the Company how it 17 

forecasted the proposed capital additions for 2022–2024. In response, the 18 

Company stated that in many cases it uses historical spend as a proxy for 19 

determining the transfer to plant forecast. For the Gas Non-Revenue Program, the 20 

Company stated that the majority of this capital spending is unplanned and 21 

                                                 
52 Coppola, Exh. SC-24. 
53 Baldwin-Bonney, Exh. JBB-1T at 28:7–15. 
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reactive but for the most part fairly steady year to year. The amount spent in 2021 1 

was unusual and included $2.2 million for installing meter ERTs54 in certain 2 

areas.55 3 

  Based on the Company’s explanations in response to Public Counsel’s 4 

Data Request No. 204, the capital additions of $4.5 million seem excessive when 5 

compared to historical levels and adjusted for inflation. In Exhibit SC-26, I used 6 

the capital additions for 2018–2020 to determine an average amount of 7 

$3,499,000. I escalated this amount by the Company-provided inflation rates for 8 

2021–2024 to calculate projected capital additions for each year. 9 

  The result is forecasted capital additions of $3,781,000 for 2022, 10 

$3,872,000 for 2023, and $3,961,000 for 2024. These amounts are significantly 11 

lower than the $4.3 million the Company forecasted. 12 

Q.  What adjustments to capital additions do you propose for 2022–2024 and 13 

each rate year?  14 

A.  The difference between my forecast and the Company’s forecast is $469,000 for 15 

2022, $378,000 for 2023, and $289,000 for 2024. Therefore, the reductions in 16 

capital additions are $847,000 for RY1 and $289,000 for RY2. I recommend that 17 

the Commission adopt those adjustments. 18 

                                                 
54 ERT = Encoder Receiver Transmitter. 
55 Coppola, Exh. SC-25 (Avista’s Response to Public Counsel’s Data Request No. 204, with Attachment 
A). 
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3. EV Transportation1 

Q. Please briefly describe the Company’s electric vehicle (EV) charging2 

infrastructure program and the capital additions made through 2021 and3 

proposed for 2022–2024.4 

A. In Table 1 on page 2 of direct testimony (Exh. KEM-1T), Magalsky identifies5 

capital additions of $0.6 million in 2021, $2.8 million in 2022, $3.9 million in6 

2023, and $4.1 million in 2024. These amounts pertain entirely to the Washington7 

jurisdiction. The Company has incurred no electric vehicle infrastructure spending8 

in the Idaho service area. From this information and Magalsky’s testimony, it is9 

apparent the Company is planning a major spending escalation in charging10 

infrastructure as part of its Transportation Electrification Plan. Beginning on page11 

3 of direct testimony, Magalsky discusses the previous pilot programs and the12 

Transportation Electrification Plan going forward.13 

In response to Public Counsel’s Data Request No. 241, the Company 14 

reported that from 2016 to 2021, the Company incurred capital spending of $4.6 15 

million and O&M expenses of $1.4 million. Customers participating in the EV 16 

charging infrastructure program contributed only $533,000 toward the cost of 17 

equipment and installation. The number of customers directly participating in the 18 

EV charging installation program was 420 as of 2021, with a goal to reach almost 19 

1,000 customers by the end of 2024. The Company also identified an additional 20 

2,143 customers in 2021 who benefited from commercial and public charging 21 

equipment, with a goal to reach approximately 5,700 by the end of 2024 (Public 22 
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Counsel Data Request No. 245).56 1 

  Electricity sales to EV customers, net of power costs, were $518,545 in 2 

2021, with a goal to reach $1,362,218 in 2024.  3 

Q.  What is your assessment of the Company’s spending plans for the 4 

Transportation Electrification Plan for 2022, 2023 and 2024?  5 

A.  In its current and proposed Transportation Electrification Plan, the Company 6 

provides significant subsidies to a small group of its customers while burdening 7 

the rest with their cost. The information I discuss above makes apparent that the 8 

Company has been very generous with its incentives, spending $4.6 million on 9 

EV charging equipment and asking customers to contribute only $533,000, or less 10 

than 15 percent of the Company’s spend. Although the Company is attempting to 11 

accelerate the use of EVs in its Washington jurisdiction, it must balance these 12 

incentives better, to keep non-participating customers from bearing a 13 

disproportionate burden of their cost. 14 

  In response to Public Counsel’s Data Request No. 241 subpart (a), the 15 

Company calculated the annual revenue requirement from Transportation 16 

Electrification Plan capital additions and O&M expenses through 2024 at more 17 

than $2.1 million.57 Net revenue from sales could reach approximately $1.4 18 

million by 2024 if the Company’s predictions materialize of EVs using its 19 

equipment. In direct testimony, Magalsky points to cost savings in operating EV 20 

versus internal combustion engine vehicles. However, because they do not include 21 

                                                 
56 Coppola, Exh. SC-27 (Avista’s Response to Public Counsel’s Data Request Nos. 241 & 245, with related 
Attachments). 
57 Id. 
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the full cost of power, and accrue only to EV owners and not to other customers 1 

burdened by subsidies given to those EV owners, they inflate the cost savings that 2 

customers will realize. While it helps to avoid societal costs, that benefit cannot 3 

be easily quantified. 4 

Q.  Have you determined by how much capital spending and capital additions 5 

for the Transportation Electrification Plan would need to decrease for 2022, 6 

2023, and 2024 in order to avoid customer subsidies?  7 

A.  Yes. Using the Company’s model to calculate the $2.1 million revenue 8 

requirement I discuss above, I have lowered the capital additions by $2.2 million 9 

in 2022, $3.1 million in 2023 and $1.0 million in 2024 to bring the revenue 10 

requirement down to the same level as the $1,362,000 of net revenue from electric 11 

sales to EV customers.58 The lower capital additions would avoid any customer 12 

subsidies and be fully supported by net revenue from electricity sales to the EV 13 

customers who benefit from the incentives offered by the Company. In turn, the 14 

lower incentives may require a higher contribution by the EV customers toward 15 

the installation of charging equipment from which they benefit. 16 

  I recommend that the Commission adopt the proposed capital reductions 17 

of $2.2 million for 2022, $3.1 million for 2023 and $1.0 million for 2024. 18 

/ / 19 

/ /  20 

/ / 21 

/ / 22 

                                                 
58 Coppola, Exh. SC-28. 
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4.  Customer Experience Platform & 1 

5.  Customer Transactional Systems 2 

Q.  Please briefly describe the Company’s Customer Experience Platform and 3 

Customer Transactional projects and the related capital additions proposed 4 

for 2022–2024.  5 

A.  In Table 1 on page 2 of direct testimony (Exh. KEM-1T), Magalsky identifies the 6 

capital additions by year for 2021 through 2024 for the total company. For the 7 

Customer Experience Platform program, the table shows capital additions of $6.9 8 

million in 2021, $6.0 million in 2022, $6.3 million in 2023, and $6.3 million in 9 

2024. For the Customer Transactional Systems, the table shows capital additions 10 

of $4.4 million in 2021, $3.9 million in 2022, $3.5 million in 2023, and $3.7 11 

million for 2024. The table also shows capital additions for the Customer Facing 12 

Technology program ranging from $3.2 million to $4.7 annually, which I am not 13 

disputing in my testimony. 14 

  Page 1 of Exhibit KEM-2 shows the same information as Table 1. Public 15 

Counsel’s Data Request No. 252 asked the Company to expand page 1 of Exhibit 16 

KEM-2 to include actual capital additions back to 2016. The schedule provided in 17 

response to that data request shows that while the Customer Facing Technology 18 

program began in 2017, the Customer Experience Platform and Customer 19 

Transactional System projects started in 2020, ramped up in 2021, and are 20 

forecasted to continue at elevated spending levels from 2022 through 2024.59 21 

                                                 
59 Coppola, Exh. SC-29 (Avista’s Revised Response to Public Counsel’s Data Request No. 234 with 
Attachment A and Data Request No. 252, with Attachment A). 
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Q. What is your assessment of the Company’s Customer Experience Platform 1 

and Customer Transactional projects and the related capital additions 2 

proposed for 2022–2024.  3 

A. On a total company basis, the two systems entail capital additions of nearly $304 

million over the three-year period 2022–2024. The portion applicable to the5 

Washington jurisdiction is approximately $19 million. Looking at the broader6 

scope of customer-related digital transportation capital spending over the 20187 

through 2024 timeframe, the Company reported that total spending on the three8 

major customer technology projects is likely to exceed $94.2 million, with nearly9 

$60 million allocated to the Washington jurisdiction.6010 

These are significant investments that require an overwhelming amount of 11 

supporting evidence of commensurate levels of financial and non-financial 12 

benefits to customers over the lifetime of the new systems to justify the capital 13 

investment. Unfortunately, the Company has not provided sufficient support to 14 

justify undertaking and continuing with implementation of its Customer 15 

Experience Platform and Customer Transactional Systems projects and programs. 16 

The business case documents provided on pages 11 and 31 of Exhibit 17 

KEM-2 do not provide sufficient justification for undertaking the two projects. 18 

They provide general descriptions of goals and objectives to meet customer 19 

expectations and avoid customer complaints, but offer no compelling evidence of 20 

what problems the Company is currently facing or anticipates it will face in the 21 

future. References to employee efficiencies consist mainly of general statements 22 

60 Id. 
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and expectations without quantifiable data.  1 

  For the Customer Experience Platform program, the business case 2 

document identifies potential annual cost savings of approximately $1.0 million 3 

based on an expected investment of $37 million. This represents a 37-year 4 

payback on the investment, which is too long a time period to be considered an 5 

economically viable project. It is likely that the Company would replace the 6 

system many times over the 37-year period. For the Customer Transactional 7 

Systems project, the business case document does not identify any cost savings or 8 

other financial benefits. 9 

  In testimony (Exh. KEM-1T, page 27), Magalsky identifies approximately 10 

$105,000 of offsetting cost savings over the 2022–2023 two-year period for the 11 

Customer Experience Platform, a relatively small amount compared to the tens of 12 

millions of dollars of annual capital additions. On page 28, Magalsky identifies 13 

approximately $1.4 million of indirect offsetting cost savings over the same two-14 

year period for all customer experience projects. However, these are not firm cost 15 

savings, which Magalsky categorizes as potential reductions of labor hours from 16 

redeployment of employees and from avoided hiring as the Company implements 17 

new system features.  18 

  The Company lacks a comprehensive approach to justify large project 19 

expenditures, whether through quantifiable financial benefits or compelling non-20 

financial benefits. The Company did not provide a cost/benefit analysis for either 21 

its Customer Experience Platform program or its Customer Transactional Systems 22 

project. 23 
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In conclusion, the Company did not make a compelling and convincing 1 

evidence-based case to justify undertaking and continuing the Customer 2 

Experience Platform program or the Customer Transactional Systems project. 3 

Therefore, the Commission should remove from this rate case capital additions 4 

related to those two projects for 2022 through 2024 from RY1 and RY2. 5 

Q. Have you determined the amount of capital additions for the Customer6 

Experience Platform program or the Customer Transactional Systems7 

project that the Commission should remove from 2022, 2023 and 2024?8 

A. Yes. The following table shows the amount of capital additions for the Customer9 

Experience Platform program or the Customer Transactional Systems project the10 

Commission should remove for each year and respectively for the Washington11 

electric and natural gas businesses.12 

Table 9: Customer Systems Projects WA Capital Addition Reductions 13 

Exhibit SC-24 provides further details. I recommend that the Commission remove 14 

amounts shown in the table above from the Company’s projected capital additions 15 

for years 2022-2024. 16 

6. Distribution System Enhancements17 

Q. Please provide a summary of the Distribution System Enhancements18 

program and the related capital additions proposed for 2022–2024.19 

2022 2023 2024

Electric (4,711,145)$        (4,682,914)$     (4,802,370)$        

Gas (1,487,712)          (1,478,797)       (1,516,519)          

Total (6,198,857)$        (6,161,711)$     (6,318,889)$        
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A. On page 28 of direct testimony (Exh. HLR-1T), Company witness Heather 1 

Rosentrater discusses the Company’s Distribution System Enhancements 2 

program.61 According to Rosentrater, this annual program addresses electric 3 

distribution system rebuilds, expansions, and additions. Rosentrater’s testimony is 4 

short on details as to what the Company actually plans to do for distribution 5 

system enhancements in 2022–2024. Rosentrater mentions general customer 6 

benefits in terms of providing safe and reliable service in an affordable manner 7 

and references to some offsetting O&M cost savings but no other details of work 8 

activity. 9 

Page 2 of Exhibit HLR-2 (Project 82) shows forecasted capital additions 10 

of $6,930,023 for 2022, $7,069,995 for 2023, and $7,000,013 for 2024. 11 

Q. What is your assessment of the Distribution System Enhancement Program12 

and the related capital additions proposed for 2022–2024.13 

A. In Exhibit SC-22, Schedules A–C, I compared the proposed spending level or14 

capital additions for each year 2022–2024 to the average amount that the15 

Company spent on this program and added to capital additions in the prior three16 

years 2019–2021. These projected capital additions represent an increase of17 

between 42 percent and 44 percent over the historical three-year average.18 

Nowhere in Rosentrater’s direct testimony, responses to data requests, or the19 

program business case does the Company offer any support for this large increase20 

in spending.21 

The program business case on page 39 of Exhibit HLR-2 is devoid of 22 

61 Direct Testimony of Heather L. Rosentrater, Exh. HLR-1T at 28:18–29:23. 
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details as to what sections of the distribution system the Company will target for 1 

enhancement each year, the expected feet of wire, number of units or portion of 2 

equipment it will replace, or other useful information regarding work activities 3 

that would support its projected annual spending. Similarly, as stated earlier, 4 

Public Counsel’s Data Request Nos. 208, 210–212, asked the Company to provide 5 

quantities of work units and other work activities that would support the capital 6 

additions for years 2021 through 2024. The Company failed to provide that 7 

information.  8 

  In sum, the Company failed to adequately support the capital additions it 9 

proposed for 2022 through 2024, so the Commission should not accept these for 10 

inclusion in RY1 and RY2 in this rate case. 11 

Q.  Have you determined a reasonable amount of capital additions for the 12 

Distribution System Enhancement program the Commission should accept, 13 

and the amount it should remove, from 2022, 2023, and 2024?  14 

A.  Yes. Given the absence of any quantifiable support for the projected capital 15 

additions, I believe a reasonable amount of forecasted capital additions for 2022–16 

2024 is the historical amount during the three-years 2019–2021 adjusted for 17 

projected annual inflation. Exhibit SC-30 shows those calculations, and the 18 

following table summarizes the adjustments versus the Company’s projections by 19 

year. 20 
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Table 10: Capital Additions for Distribution System Enhancements 1 

The Company may argue on rebuttal that its projected amounts are merely 2 

provisional, and subject to revenue refund if not spent. However, this end of year 3 

review should not override the basic premise; forecasted capital additions 4 

included in RY1 and RY2 must be reasonable, so the Company must present them 5 

alongside evidence sufficient for the Commission to determine whether they in 6 

fact are so. It serves no useful purpose to include capital additions and related 7 

costs in rates, whether provisional or otherwise, when, as here, the Company 8 

cannot support them adequately. In fact, the Commission should actively 9 

discourage such a practice. 10 

I recommend that the Commission remove the unsupported capital 11 

additions from this rate case in the amounts shown above. 12 

7. Electric Relocation & Replacement Program13 

Q. Please provide a summary of the Electric Relocation and Replacement14 

program and the related capital additions proposed for 2022–2024.15 

A. Page 36 of the Rosentrater testimony (Exh. HLR-1T) discusses the Company’s16 

Electric Relocation and Replacement program. According to Rosentrater, this17 

annual program addresses the relocation and replacement of electrical facilities18 

2019-2021
Average 2022 2023 2024

Capital Additions
Distribution System Enhancements:
Public Counsel Calculation 4,896,065$         5,077,219$       5,199,073$         5,318,651$         

Avista Forecast 6,930,025         7,069,995            7,000,013           

Adjustment (System) (1,852,806)$     (1,870,922)$        (1,681,362)$       

WA Electric Adjustment (1,106,334)$     (1,131,947)$        (1,010,621)$       

 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 
 

 
Page 61 of 92 

 

located in easements or in public right of ways when requested by local 1 

jurisdictions due to construction projects in those easements or right of ways. The 2 

Company needs to relocate the facilities at its own expense within the timeframe 3 

requested by the local jurisdiction. Some of these projects can have long lead 4 

times that allow the Company to plan, while others are emergent each year as 5 

requests for relocations arrive. The June 2020 business case document on this 6 

program projected annual capital spending of $3.0 million.62 7 

  The historical spending on this program has been erratic, with $1.6 million 8 

and $1.7 million spent in 2018 and 2019, respectively, $6.5 million in 2020, and 9 

$5.2 million in 2021. The average capital additions to plant for the three years 10 

2019-2021 averaged $4,459,958. For 2022–2024, the Company has forecasted 11 

capital additions of $5.4 million. 12 

Q.  What is your assessment of the Electric Relocation and Replacement 13 

Program and the related capital additions proposed for 2022–2024?  14 

A.  In Exhibit SC-22, Schedules A–C (line 23), I compared the proposed spending 15 

level or capital additions for each year 2022–2024 to the average amount that the 16 

Company had in capital additions in the prior three years 2019–2021. The 17 

projected capital additions represent an increase of 21 percent over the historical 18 

three-year average. Nowhere do Rosentrater’s direct testimony, responses to data 19 

requests, or the program business case provide adequate support for this large 20 

increase in spending or explain how the Company arrived at its forecasted capital 21 

additions of $5.4 million.  22 

                                                 
62 Rosentrater, Exh. HLR-2 at 88. 
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The program business case on page 88 of Exhibit HLR-2 is devoid of any 1 

details as to what relocation projects the Company will undertake each year, the 2 

expected feet of wire, number of units or portion of equipment it will replace, or 3 

any useful information relating work activities that would support the projected 4 

annual spending. Similarly, Public Counsel’s Data Request Nos. 208, 210–212,63 5 

asked the Company to provide quantities of work units and other work activities 6 

that would support the capital additions for years 2021 through 2024. The 7 

Company failed to provide that information.  8 

Therefore, the Commission should remove these projected capital 9 

additions for 2022 through 2024, since the Company has not supported them 10 

adequately for inclusion in RY1 and RY2 in this rate case. 11 

Q. Have you determined a reasonable amount of capital additions for the12 

Electric Relocation and Replacement program that the Commission should13 

accept, and the amount it should remove, from 2022, 2023 and 2024?14 

A. Yes. Given the absence of any quantifiable support for the projected capital15 

additions, I believe the Commission should determine a reasonable amount of16 

forecasted capital additions for 2022–2024 by using the historical amount during17 

the three-years 2019–2021 adjusted for projected annual inflation. Exhibit SC-3118 

shows those calculations, and the following table summarizes the adjustments19 

versus the Company’s projections by year.20 

63 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments).  
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Table 11: Capital Additions for Electric Relocations 1 

As I stated earlier, the Company may argue that these projected amounts 2 

are provisional, and subject to revenue refund if not spent. However, this end of 3 

year review should not override the basic premise:  forecasted capital additions 4 

included in RY1 and RY2 must be reasonable, so the Company must support 5 

them with sufficient evidence for the Commission to determine their 6 

reasonableness.  7 

I recommend that the Commission remove the unsupported capital 8 

additions from this rate case in the amounts shown above. 9 

8. Energy Delivery Modernization & Operational Efficiency &10 

9. Energy Resources Modernization & Operational Efficiency11 
Technology12 

Q. Please provide a summary of the two programs and the related capital13 

additions proposed for 2022–2024.14 

A. Pages 26 and 28 of direct testimony (Exh. JMK-1T) of Company witness Kensok15 

discusses the Company’s Energy Delivery Modernization & Operational program16 

and the Energy Resources Modernization and Operational Efficiency programs.17 

According to Kensok, the Energy Delivery Modernization and Operational18 

Efficiency program support both existing and new technology in the energy19 

2019-2021
Average 2022 2023 2024

Capital Additions
Electric Relocations &Replacement:
Public Counsel Calculation 4,459,958$         4,624,976$       4,735,976$         4,844,903$         

Avista Forecast 5,399,944         5,399,944            5,399,987           

Adjustment (System) (774,968)$         (663,968)$           (555,084)$           

WA Electric Adjustment (514,268)$         (516,634)$           (428,303)$           



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 

Page 64 of 92 

delivery business areas, which include gas engineering and operations, asset 1 

management and supply chain, facilities, fleet operations and metering. Kensok’s 2 

testimony is short on details as to what system applications the Company 3 

specifically plans to undertake in 2022–2024, or their related cost. Kensok 4 

identified $5.1 million in capital spending in 2021 and $100,000 of offsetting 5 

O&M cost savings in 2022–2024. 6 

Page 2 of Exhibit JMK-2 (Project 37) shows forecasted capital additions 7 

of $5,560,672 for 2022, $3,440,859 for 2023, and $5,789,674 for 2024. 8 

Similarly, with regard to the Energy Resources Modernization and 9 

Operational Efficiency program, Kensok stated that this program supports the 10 

application-related technology initiatives in the energy resources business areas, 11 

which include power supply, gas supply, generation production, substation 12 

support, environmental, and real estate. Kensok once again is short on details as to 13 

what specific system applications the Company plans to undertake in 2022–2024, 14 

or their related cost. Kensok identified $1.8 million in capital spending in 2021 15 

and some offsetting O&M cost savings in 2022–2024. 16 

Page 2 of Exhibit JMK-2 (Project 38) shows forecasted capital additions 17 

of $2,727,599 for 2022, $2,679,478 for 2023, and $2,695,981 for 2024. 18 

Q. What is your assessment of the two programs and the related capital19 

additions proposed for 2022–2024?20 

A. The Company does not support its projected capital additions adequately, so the21 

Commission should not allow them in setting rates in RY1 and RY2 at the level22 

the Company proposed. Also, discrepancies exist between the historical spending23 
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the Company’s testimony reports and the amount of capital additions their data 1 

responses report. The Company’s reported 2021 historical capital additions in 2 

response to Public Counsel Data Request No. 20864 as shown in Exhibit SC-22, 3 

Schedule A (lines 27 & 28), differ significantly from the amounts Kensok’s 4 

testimony provided for the two programs in testimony and page 1 of Exhibit 5 

JMK-2. The information obtained from the Company for the Energy Delivery 6 

Modernization and Operational Efficiency program and included in Exhibit 7 

SC-22, Schedule A (line 27) shows capital additions of $2,183,337 for 2021 and 8 

no capital additions for 2018 through 2020. This $2,183,337 is significantly lower 9 

than the $5.1 million stated in Kensok’s testimony. 10 

For the Energy Resources Modernization & Operations Efficiency 11 

program, the information provided by the Company and included in Exhibit SC-12 

22, Schedule A (line 28), shows capital additions of $1,550,948 for 2021, lower 13 

than the $1.8 million Kensok states in testimony. The amount of capital additions 14 

in prior years ranged from $0.5 million to $1.8 million with a three-year average 15 

of $1.4 million for 2019–2021. It is possible some of these discrepancies are the 16 

result of the cut-off end date for the 2021 test year for amounts included in the 17 

Company’s testimony, versus final 2021 data it may have provided in response to 18 

data requests. For purposes of my analysis, I used the data provided by the 19 

Company in response to discovery as being the most recent and accurate 20 

information.    21 

For the Energy Resources Modernization & Operations Efficiency 22 

64 Id. 
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program, comparing the proposed capital additions for each year 2022–2024 to 1 

the average amount that the Company spent in the prior three years 2019–2021 2 

shows increases in capital spending of between 88 percent and 92 percent. 3 

Nothing the Company provided in Kensok’s direct testimony, responses to data 4 

requests, or the program business case offers any support for this large increase in 5 

spending, much less adequate support.  6 

  The program business case on page 153 of Exhibit JMK-2 is devoid of any 7 

details as to what applications the Company will target each year, the amount it 8 

will spend, or indeed any useful information regarding work activities that might 9 

support this projected annual spending. Similarly, as I stated earlier, Public 10 

Counsel’s Data Request Nos. 208, and 210 through 212,65 asked the Company to 11 

provide work activities and other details that could support the capital additions 12 

for years 2021 through 2024. The Company failed to provide that information.  13 

  The same is true for the Energy Delivery Modernization and Operational 14 

Efficiency program. The forecasted capital additions for 2022–2024 represent a 15 

significant increase over the 2021 amount of $2,183,337, amounting to a doubling 16 

of spending in two of the three years. The Company has not supported and 17 

justified this large increase in spending. 18 

  In sum, the Company has not supported its projected capital additions for 19 

both programs for 2022 through 2024, so the Commission should remove these 20 

from RY1 and RY2 in this rate case. 21 

                                                 
65 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 
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Q. Have you determined a reasonable amount of capital additions for the two 1 

programs that the Commission should accept, and the amount it should 2 

remove, from 2022, 2023, and 2024?  3 

A. Yes. Given the absence of any quantifiable support for the projected capital4 

additions, I believe a reasonable amount of forecasted capital additions for 2022–5 

2024 would use the historical amount during 2021 for the Energy Delivery6 

Modernization program and the three-year average for 2019–2021 for the Energy7 

Resources Modernization program, adjusting both amounts for projected annual8 

inflation. Exhibit SC-32 shows those calculations, and the following table9 

summarizes the adjustments versus the Company’s projections by year and for the10 

electric and gas businesses.11 

Table 12: Energy Delivery Modernization Capital Adjustments 12 

2021 2022 2023 2024
Capital Additions
Public Counsel Calculation 2,183,337$         2,264,120$       2,318,459$         2,371,784$         

Avista Forecast 5,560,672         3,449,859            5,789,674           

Adjustment (System) (3,296,552)$     (1,131,400)$        (3,417,890)$       

WA Electric Allocation Factor 58.53% 47.64% 47.78%

WA Electric Adjustment (1,929,449)$     (539,028)$           (1,633,233)$       

WA Gas Allocation Factor 20.48% 15.19% 15.09%

WA Gas Adjustment (675,015)$         (171,908)$           (515,751)$           
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Table 13: Energy Resources Modernization Capital Adjustments 1 

 

  I recommend that the Commission remove the Washington capital 2 

addition adjustments shown in the two tables above from the Company’s 3 

proposed capital additions in this rate case. 4 

10.  Gas Aldyl-A Pipe Replacement Program 5 

Q.  Please provide a summary of the Gas Aldyl-A Pipe Replacement program 6 

and the related capital additions proposed for 2022–2024.  7 

A.  Page 85 of Rosentrater’s direct testimony (Exh. HLR-1T) discusses the 8 

Company’s Gas Aldyl-A Pipe Replacement program. According to Rosentrater, 9 

this 20-year pipe replacement program will replace Aldyl-A plastic pipe that 10 

poses a safety risk. The Company began this program in 2011 and plans to 11 

complete it in 2032. In 2013, the Company prepared a study (Exh. HLR-3) 12 

confirming its need to undertake the replacement program. At that time, the 13 

Company approximated its annual program cost to be $10 million. 14 

  In response to Public Counsel’s Data Request No. 208 (Exh. SC-22, 15 

2019-2021
Average 2022 2023 2024

Capital Additions
Public Counsel Calculation 1,423,429$         1,476,096$       1,511,522$         1,546,287$         

Avista Forecast 2,727,599         2,679,478            2,695,981           

Adjustment (System) (1,251,503)$     (1,167,956)$        (1,149,694)$       

WA Electric Allocation Factor 59.31% 57.86% 56.82%

WA Electric Adjustment (742,324)$         (675,753)$           (653,222)$           

WA Gas Allocation Factor 5.29% 6.53% 7.41%

WA Gas Adjustment (66,215)$           (76,256)$              (85,232)$             

  gy   p  j
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Schedule A, line 41), the Company reported that actual annual spending on the 1 

program in the four-year period from 2018 to 2021 ranged between $20.9 million 2 

and $22.4 million. For the three years ended 2021, the average amount of capital 3 

additions for this program was $21.8 million. 4 

In Exhibit HLR-2, Rosentrater forecasted that future capital additions will 5 

increase to $25,687,251 in 2022, $27,687,251 for 2023, and $24,444,163 for 6 

2024. The target completion date is still 2032. 7 

Rosentrater’s testimony is short on details as to how much pipe 8 

replacement work the Company actually plans for 2022–2024. Rosentrater’s 9 

testimony mentions general customer benefits in terms of avoiding potential gas 10 

leaks that could migrate to the customers’ homes or businesses. 11 

Q. What is your assessment of the Aldyl-A Pipe Replacement program and the12 

related capital additions proposed for 2022–2024.13 

A. Although Aldyl-A Pipe Replacement program is necessary, the Company14 

provided no direct justification for its escalation in capital spending during the15 

future three years of 2022–2024. In Exhibit SC-22, Schedules A-C, I compared16 

the proposed spending level or capital additions for each year 2022–2024 to the17 

average amount of capital additions in the prior three years 2019–2021. The18 

projected capital additions represent an increase of between 18 percent and 2719 

percent over the historical three-year average. Nowhere do Rosentrater’s direct20 

testimony, responses to data requests, or the program business case offer any21 

support for this large increase in spending, much less sufficient support.22 

The program business case on page 323 of Exhibit HLR-2 provides some 23 
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details on the historical number of miles of pipe replaced by year in each state, the 1 

number of miles targeted for replacement in future years, and the cost per mile to 2 

replace the existing pipe. This leads me to three major observations.  3 

  First, in Washington during the three years from 2018 to 2020, the 4 

Company planned to replace 56.1 miles of pipe but replaced only 47.6 miles, 5 

accomplishing only 85 percent of its goal.  6 

  Second, the business case updated in August 2020 shows the Company 7 

plans to replace between 18 and 19 miles of pipe annually for a total of 54 miles 8 

over the three years of 2022–2024. The planned miles of pipe replacements for 9 

2022–2024 are about the same as those the Company planned for 2018–2020. 10 

Given this failure to meet its replacement goals in 2018–2020, I question whether 11 

the Company can achieve its stated goal for 2022–2024, much less surpass it as its 12 

forecasted capital additions would indicate. 13 

  Third, the cost per mile to replace the target pipe in the business case 14 

(Exh. HLR-2, page 332) when multiplied by the number of miles to be replaced in 15 

2022–2024, results in an annual cost ranging from $13.9 million to $14.4 million. 16 

This cost is significantly lower than the Company’s $24 million to $28 million 17 

forecast in this rate case during 2022 through 2024. 18 

   Additionally, and as stated earlier, Public Counsel’s Data Request No. 208 19 

and 210–212,66 asked the Company to provide quantities of work units and other 20 

work activities to support these capital additions for years 2021 through 2024. 21 

                                                 
66 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 
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The Company failed to provide that information. Therefore, it remains unclear 1 

how the Company arrived at its forecasted capital spending and proposed capital 2 

additions for 2022–2024.  3 

Therefore, these projected capital additions for 2022 through 2024 remain 4 

unsupported and the Commission should not accept them for inclusion in RY1 5 

and RY2 in this rate case. It remains troubling that this program cost has more 6 

than doubled since 2013, from $10 million annually to more than $20 million as 7 

of 2018 and each future year. 8 

Q. Have you determined a reasonable amount of capital additions for the Gas9 

Aldyl-A Pipe Replacement program that the Commission should accept, and10 

the amount it should remove, from 2022, 2023, and 2024?11 

A. Yes. Given the lack of evidence from the Company to support its projected capital12 

additions in 2022–2024, I believe a reasonable amount of forecasted capital13 

additions would use the historical amount during the three-years 2019–202114 

adjusted for projected annual inflation. Exhibit SC-33 shows those calculations by15 

year, and the following table summarizes the adjustments versus the Company’s16 

projections by year.17 

Table 14: Capital Addition Adjustments for Aldyl-A Pipe Repl. 18 

2019-2021
Average 2022 2023 2024

Capital Additions
Public Counsel Calculation 21,763,545$       22,568,796$     23,110,447$       23,641,988$       

Avista Forecast 25,687,251       27,687,251         24,444,163         

Adjustment (System) (3,118,455)$     (4,576,804)$        (802,175)$           

WA Gas Adjustment (1,848,223)$     (2,521,916)$        (420,782)$           

  j    
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I recommend that the Commission remove the Washington capital 1 

addition adjustments in the table above from the Company’s proposed capital 2 

additions in this rate case. 3 

11. Gas Meter Change Program4 

Q. Please provide a summary of the Gas Meter Changeout program and the5 

related capital additions proposed for 2022–2024.6 

A. Starting at Page 93, Rosentrater (Exh. HLR-1T) discusses the Company’s Planned7 

Meter Changeout Program (PMC). According to Rosentrater, the Company uses a8 

statistical sampling methodology to determine the number of gas meter9 

changeouts it must complete each year. Under Commission rules and tariffs, the10 

Company is required to test a portion of its natural gas meters annually and11 

replace those types of meters that are not meeting accuracy standards.12 

In response to Public Counsel’s Data Request No. 208 (Exh. SC-22, 13 

Schedule A, line 44), the Company reported that actual annual spending on the 14 

program in the four-year period from 2018 to 2021 ranged between $1.4 million 15 

and $2.9 million. For the three-years ending in 2021, the average amount of 16 

capital additions for this program was $2.2 million. 17 

In Exh. HLR-2, Rosentrater forecasted that future capital additions will 18 

increase to $3.5 million in 2022 and $3.8 million in 2023, and then decline to $1.5 19 

million for 2024.  20 

Rosentrater’s testimony provides no explanation or justification for the 21 

increase in capital spending in 2022 and 2023 for this routine program, nor does it 22 

explain the decline to $1.5 million in 2024.  23 
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Q. What is your assessment of the PMC program and the related capital 1 

additions proposed for 2022-2024.2 

A. The Company has not provided any justification for its escalation in capital3 

spending on the PMC program for 2022 and 2023. In Exhibit SC-22, Schedules4 

A-B (line 44), I compare the proposed capital additions for 2022 and 2023 to the5 

average amount of capital additions in the prior three years 2019–2021. The 6 

projected capital additions for 2022 and 2023 represent an increase of between 60 7 

percent and 73 percent over the historical three-year average. Nowhere in the 8 

Rosentrater direct testimony, responses to data requests, or program business case 9 

does the Company provide any support, much less adequate support, for this large 10 

increase in spending. Forecasted capital additions in 2024 fall to $1.5 million and 11 

they are within the four-year historical range in 2018–2021. 12 

The program business case on page 352 of Rosentrater’s Exhibit HLR-2 13 

does not provide any insights as to the increase in forecasted capital spending on 14 

this program in 2022 and 2023.  15 

Public Counsel’s Data Request Nos. 208 and 210–21267 asked the 16 

Company to provide quantities of work units and other work activities that could 17 

support its capital additions for years 2021 through 2024. The Company did not 18 

provide that information. Therefore, the increase in projected capital additions for 19 

2022 and 2023 remains unsupported and the Commission should not accept it for 20 

inclusion in RY1 and RY2 of this rate case.  21 

67 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 
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Q. Have you determined a reasonable amount of capital additions for the Gas 1 

PMC program that the Commission should accept, and the amount that it 2 

should remove, from 2022 and 2023?  3 

A. Yes. Given the lack of evidence to support the Company’s projected capital4 

additions in 2022 and 2023, I determined a reasonable amount of forecasted5 

capital additions by using the historical amount during the three-years 2019–20216 

adjusted for projected annual inflation. Exhibit SC-34 shows those calculations by7 

year and the following table summarizes the adjustments versus the Company’s8 

projections by year.9 

Table 15: Capital Addition Adjustments for Gas PMC 10 

I recommend that the Commission remove the WA capital addition adjustments 11 

shown in the table above from the Company’s proposed capital additions in this 12 

rate case. 13 

12. Substation – New Distribution Station Capacity Program  &14 

13. Substation – Station Rebuilds Program15 

Q. Please provide a summary of the two programs and the related capital16 

additions proposed for 2022–2024.17 

A. On pages 52 through 57 of direct testimony (Exh. HLR-1-1T), Rosentrater18 

2019-2021
Average 2022 2023

Capital Additions
Public Counsel Calculation 2,192,114$         2,273,222$       2,327,780$         

Avista Forecast 3,500,000         3,799,993            

Adjustment (System) (1,226,778)$     (1,472,213)$        

WA Gas Adjustment (408,925)$         (490,737)$           

j
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discusses the Company’s New Distribution Station Capacity program and the 1 

Station Rebuild program. According to Rosentrater, the Substation-New 2 

Distribution Station Capacity program focuses on investments to add new 3 

electrical capacity to the Company’s distribution substations, in response to 4 

demand growth on feeder lines these substations support. Rosentrater states also 5 

that the substation expansion provides the Company with greater operational 6 

flexibility, ease of maintenance, and service reliability. 7 

The Company had capital additions of approximately $2.3 million in 2021, 8 

and has forecasted capital additions of $5.8 million for 2022, $11.1 million for 9 

2023, and $12.7 million for 2024.68 10 

For the Substation – Station Rebuilds program, the Company targets the 11 

rebuilding of aging electrical substations by replacing and upgrading structures, 12 

equipment and other related items that are at end of their operating life or 13 

obsolete. This program differs from the Substation Asset Management program, 14 

which focuses on replacing only aging equipment, not rebuilding or refurbishing 15 

the entire substation.69 Capital additions for this program were $4.7 million in 16 

2021, projected to increase to $13.0 million in 2022, $58.4 million in 2023, and 17 

$41.5 million in 2024.70 18 

68 Coppola, Exh. SC-22, Schedule B, line 67 (Schedules A-C: Public Counsel project/program variance 
analysis of 2022–2024 forecasted capital additions vs. 2019–2021 average). For 2021, Rosentrater, Exhibit 
HLR-1T at 55:7–8, shows a different amount of $2.2 million than the information provided by Avista in 
response to Public Counsel Data Request Nos. 208, 210–212. 
69 Rosentrater, Exh. HLR-1T at 55:10–23. 
70 Coppola, Exh. SC-22, Schedule B, line 68 (Schedules A-C: Public Counsel project/program variance 
analysis of 2022–2024 forecasted capital additions vs. 2019–2021 average). For 2021, Rosentrater, Exhibit 
HLR-1T, at 57:4–7, shows a different amount of $4.9 million than the information provided by Avista in 
response to Public Counsel Data Request Nos.  208, 210–212. 
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Q. What is your assessment of the two programs and the related capital 1 

additions proposed for 2022-2024.2 

A. Other than a discussion of alternatives considered, general cost control measures,3 

general benefits to customers, and identifying some O&M expense offsets,4 

Rosentrater does not identify what specific demand needs are forecasted for5 

2022–2024 to justify substation expansions. In testimony and responses to data6 

requests Rosentrater does not identify what quantities or units of equipment are7 

planned for installations, and what other specific work activities are planned for8 

2022–2024 to support the increasing capital additions.9 

The projected capital additions for 2022–2024 for the New Distribution 10 

Station Capacity program represent increases as high as 170 percent over the 11 

historical three-year average during 2019–2021.71 Similarly, for the Stations 12 

Rebuilds program, the 2022–2024 project capital additions reflect increases of as 13 

much as 476 percent over the 2018–2021 three-year average. These are 14 

alarmingly large capital spending increases that the Company must support 15 

thoroughly and adequately before the Commission can deem them reasonable or 16 

prudent. Unfortunately, the Company has failed to provide this support.  17 

The business case document for the New Distribution Station Capacity 18 

program (Exh. HLR-2, page 160) provides general descriptions for the need to 19 

undertake capacity expansions over time and identifies targeted spending amounts 20 

through 2026. However, the business case does not identify what specific work 21 

the Company will do each year to support this capital spending. In discovery, 22 

71 Coppola, Exh. SC-22, Schedules A–C, line 67. 
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Public Counsel asked the Company to provide details on historical and projected 1 

work activities, work units, and quantities of equipment completed and planned to 2 

be completed to support the annual spending level. In response to Public 3 

Counsel’s Data Request Nos. 208 and 210–212,72 the Company did not provide 4 

that essential information, which does not allow Public Counsel and the 5 

Commission the ability to determine the reasonableness and prudency of the 6 

project capital additions.  7 

The same is true of the Station Rebuild program. Although the business 8 

case document for this program (Exh. HLR-2, page 178) identifies the age of 9 

some equipment to be replaced, it does not present a detailed plan of the number 10 

and type of equipment and structures to be rebuilt, replaced, or upgraded to 11 

support the annual spending the Company projects. Furthermore, the business 12 

case identifies only $20 million of annual capital spending, significantly less than 13 

the $58.4 million projected for 2023 and $41.5 million projected for 2024 in this 14 

rate case. 15 

In other words, the Company does not support its projected capital 16 

additions for both programs for 2022 through 2024 and the Commission should 17 

not accept them for inclusion in RY1 and RY2 in this rate case. The Company 18 

bears the burden of proof to show its projected capital additions are reasonable 19 

and supported by sufficient evidence so that the Commission can determine 20 

reasonableness and prudency. The fact that the projected amounts are provisional 21 

72 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments).  
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and subject to revenue refund if not spent, should not override the basic premise 1 

that the forecasted capital additions must be adequately supported for inclusion in 2 

RY1 and RY2.  3 

Q. Have you determined a reasonable amount of capital additions for the two4 

programs that the Commission should accept, and the amount they should5 

remove, from 2022, 2023, and 2024?6 

A. Yes. Given the absence of quantifiable support for the projected capital additions,7 

I determine a reasonable amount of forecasted capital additions for 2022–20248 

using the historical average amount during the three-years from 2019 to 2021 and9 

escalating that amount by the inflation rate for each year provided by the10 

Company. Exhibit SC-35 shows those calculations, and the following table11 

summarizes these adjustments versus the Company’s projections by year and for12 

the electric and gas businesses.13 

Table 16: Distribution Station Capacity Capital Adjustments 14 

2019-2021
Average 2022 2023 2024

New Distribution Station Capacity:
Public Counsel Calculation 4,710,873$         4,885,175$       5,002,420$         5,117,475$         

Avista Forecast 5,765,300         11,076,449         12,701,549         

Adjustment (System) (880,125)$         (6,074,029)$        (7,584,074)$       

WA Electric Adjustment (506,247)$         (5,350,660)$        (6,292,374)$       

WA Gas Adjustment (31,015)$           -$  (72,081)$             
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Table 17: Distribution Station Rebuilds Capital Adjustments 1 

I recommend that the Commission remove the Washington capital 2 

addition adjustments in the two tables above from the Company’s proposed 3 

capital additions in this rate case. 4 

14. Wildfire Resiliency Plan5 

Q. Please provide a summary of the Wildfire Resiliency Plan and the related6 

capital additions proposed for 2022–2024.7 

A. The entire direct testimony of Company witness David Howell (Exh. DRH-1T)8 

and accompanying exhibits (Exhs. DRH-2, DRH-3, and DRH-4) are dedicated to9 

presenting the Company’s Wildfire Resiliency Plan, with a considerable amount10 

of repetitive information between the testimony and exhibits. The plan generally11 

entails undertaking more intensive activities to prevent wildfires by increasing12 

vegetation management around power lines, converting transmission and high-13 

risk distribution poles to steel, replacing wood crossarms and other pole14 

equipment, and upgrading circuit reclosers and further automation.15 

I focus here on the capital additions the Company incurred in 2021 and 16 

has forecasted for 2022–2024. On page 4 of Exhibit DRH-1T, Howell identifies 17 

2019-2021
Average 2022 2023 2024

Station Rebuilds:
Public Counsel Calculation 10,133,395$       10,508,331$     10,760,531$       11,008,023$       

Avista Forecast 12,998,326       58,412,186         41,493,604         

Adjustment (System) (2,489,995)$     (47,651,655)$     (30,485,581)$     

WA Electric Adjustment (1,506,146)$     (36,538,249)$     (25,741,114)$     

WA Gas Adjustment (65,026)$           (301,161)$           (82,845)$             

p j
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actual system-wide capital additions of $17.3 million and forecasted amounts of 1 

$24.5 million in 2022, $27.0 million in 2023 and $29.0 million in 2024. 2 

Q. What is your assessment of the Company’s proposed capital additions for3 

2022–2024 for the Wildfire Resilience Plan?4 

A. The Wildfire Resiliency Plan is a conceptual plan identifying the scope of where5 

the Company sees a need to focus additional resources and capital spending to6 

minimize the risk of wildfires caused by falling power lines or power lines7 

contacting trees and other vegetation, and the risks of wildfires damaging or8 

destroying utility infrastructure and surrounding property. It is not an9 

implementation plan that identifies with specificity what equipment, structures, or10 

facilities the Company will replace during the 2022–2024 period, which would11 

support its forecasted capital spending. For example, Exhibit DRH-2 on pages 912 

and 10 shows some detail of areas where the Company will target capital13 

spending from 2022 to 2024, but makes no specific identification of quantities or14 

work units, such as miles of electrical lines to be replaced, pole tops to be15 

strengthened or replaced, wood poles to be replaced, etc. to support each years’16 

capital additions.17 

In Exhibit DRH-3, the Company provides some specific work units and 18 

equipment it replaced in 2021 and prior years, but no forecasted data supporting 19 

its capital spending plans. Public Counsel’s Data Request Nos. 208 and 210–20 

21273 requested this type of information and the Company did not provide it. 21 

73 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 

Page 81 of 92 

Without such underlying information, it is not possible to assess the 1 

reasonableness of the Company’s forecasted capital additions. The lack of 2 

supporting data also raises questions about the validity of the forecasted capital 3 

spending. It is unclear how the Company was able to arrive at the forecasted 4 

capital additions, since work units and quantities are integral to developing a cost 5 

forecast. 6 

In response to Public Counsel Data Request No. 305,74 Avista provided a 7 

table with rough cost estimates per unit, which required extrapolation of units of 8 

work performed and planned. However, the estimated units of work performed 9 

based on actual and budgeted total and incremental costs do not match actual 10 

work reported in the 2022 Wildfire Plan. For example, Avista’s 2022 Wildfire 11 

Plan reported that the incremental cost for transmission steel replacement ranged 12 

from $15,000 to $25,000 per structure.75 We would anticipate only 218 to 364 13 

steel-converted transmission poles in 2021 based on these incremental cost 14 

estimates and the total 2021 transmission steel replacement expenditure of 15 

$5,455,000; however, the 2022 Wildfire Plan reported 896 steel-converted 16 

transmission poles. 76  17 

Additionally, some cost estimates for wildfire components differed 18 

significantly when compared to the Wildfire Plan as well. In the response to 19 

Public Counsel Data Request No. 305,77 Avista provided an estimate of $45,000 20 

74 See Tam, Exh. AT-24, Attach. D (Avista’s Response to Public Counsel’s Data Request No. 305, with 
Attachment D). 
75 See Howell, Exh. DRH-2T at 10. 
76 See Tam, Exh. AT-4 (Wildfire Work Plan Analysis). 
77 Id.  
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per transmission pole structure, which would pay for 121 converted transmission 1 

poles in 2021 based on the actual 2021 total transmission steel replacement cost 2 

of $5,455,000. However, Avista’s steel pole conversion unit cost estimates vary 3 

by approximately $30,00078. Even worse, based on the actual number of 4 

transmission pole structures replaced and the total transmission steel pole 5 

replacement expenditures, the actual incremental cost of transmission pole 6 

replacements should be 10 times less than reported in the Wildfire Plan and 7 

Public Counsel Data Request No. 305.79 8 

It is apparent that the Wildfire Resiliency Plan lacks a coherent and 9 

detailed implementation plan for at least the next three to five years with 10 

sufficient specificity that identifies the quantities of planned work, the location of 11 

that work, and other supporting details. Without such information, the capital 12 

additions for 2022–2024 included in this rate case remain unsupported.  13 

Q. Have you determined a reasonable amount of capital additions for the14 

Wildfire Resiliency Plan that the Commission should accept for 2022–2024,15 

and the amount it should remove?16 

A. Yes. The Company began the Wildfire Resiliency Plan in mid-2020, and incurred17 

capital additions of $3.2 million in that year. In 2021, the Company incurred18 

capital additions of $18.4 million, and projects $24.5 million for 2022, $27.919 

million for 2023, and $29.0 million for 2024.80 Given that the Company has been20 

78 $45,000/pole conversion (as listed in Tam, Exh. AT-24, Attach. D) -$15,000/pole conversion (as listed in 
the 2022 Wildfire Plan) =$30,000/pole conversion incremental cost estimate difference. 
79 See Tam, Exh. AT-24 Attach. D (Avista’s Response to Public Counsel’s Data Request No. 305, with 
Attachment D). 
80 Coppola, Exh. SC-22, Schedule B, line 75. The capital additions for 2021 differ from the amount 
provided in Exhibit DRH-1T at 4, Table 1. The difference is unexplained. 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 
 

 
Page 83 of 92 

 

quickly ramping up the program since 2020, and to give it the benefit of the doubt 1 

as to the validity of its 2022 project costs, I recommend the Commission accept 2 

the forecasted capital additions of $24.5 million for 2022.  3 

  However, and as I discuss above, with regard to 2023 and 2024 the 4 

Company has not justified its increased spending. With the Wildfire Resiliency 5 

Plan in place for less three years, the $24.5 million spending level in 2022 6 

represents a major new threshold for this program. The lack of detailed Company 7 

evidence makes it unwise to support any significant increased spending above the 8 

new threshold amount in 2022. 9 

  Therefore, I recommend that the Commission increase the 2022 spending 10 

level by inflation, and remove from this case any excess amount forecasted by the 11 

Company above the inflation adjusted amount. Exhibit SC-36 shows those 12 

calculations, and the following table summarizes the adjustments versus the 13 

Company’s projections by year. 14 

Table 18: Wildfire Resiliency Plan Capital Adjustments 15 

 

  I recommend that the Commission remove the Washington capital 16 

addition adjustments in the table above from the Company’s proposed capital 17 

2022 2023 2024
Capital Additions:
Public Counsel Calculation 24,544,986$       25,134,066$       25,712,149$       

Avista Forecast 27,000,000         29,000,000         

Adjustment (System) (1,865,934)$        (3,287,851)$       

WA Electic Adjustment (1,190,226)$        (2,065,963)$       
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additions in this rate case. Additionally, in response testimony, Public Counsel 1 

witness Aaron Tam proposes several recommendations to strengthen the Wildfire 2 

Resiliency Plan that the Commission should strongly consider and adopt. 3 

15. Wood Pole Management4 

Q. Please provide a summary of the Wood Pole Management program and the5 

related capital additions proposed for 2022–2024.6 

A. On pages 65–67 of direct testimony (Exh. HLR-1T), Rosentrater discusses the7 

Wood Pole Management program. According to Rosentrater, the program entails8 

annually replacing a portion of the Company’s electrical line wood poles and9 

attached equipment, including transformers, cutouts, insulators, cross arms, etc.10 

Rosentrater discusses alternatives considered and general benefits to customers,11 

but provides no details on specific work the Company performed or plans to12 

perform. Exhibit HLR-2 reports $14.4 million of capital additions for 2021, and13 

shows forecasted amounts of $13 million for each year from 2022 through 2024.14 

Q. What is your assessment of the Company’s proposed capital additions for15 

2022–2024 for the Wood Pole Management program?16 

A. The direct testimony of Rosentrater and the business case document provided in17 

Exhibit HLR-2 (page 217) lack any details of work performed and planned for18 

2022–2024 for the Pole Management Program. Without that detailed support, it is19 

not possible to accept the total capital spending that the Company forecasts for20 

RY1 and RY2. Although the business case document discusses the need to21 

increase the number of pole inspections in conjunction with the Wildfire Urban22 

Interface program beginning in 2020, no specific plan is presented of the number23 
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of wood poles replaced in prior years or that may need to be replaced in future 1 

years, nor for their related attachments such as transformers, cross arms, 2 

insulators, cutouts, etc. This lack of detail to support the capital additions for 2021 3 

and 2022–2024 troubles me. 4 

  Public Counsel’s Data Request Nos. 208 and 210–21281 requested detailed 5 

information on quantities of equipment replaced or installed, the number of work 6 

units, and the work activities that would support the capital additions for 2021–7 

2024. The Company did not provide this information, making it impossible to 8 

assess the reasonableness of the Company’s forecasted capital additions. The lack 9 

of such supporting data also raises questions about the validity of the Company’s 10 

forecasted capital spending. It is unclear how the Company was able to arrive at 11 

the forecasted capital additions, since work units and quantities are integral to 12 

developing any cost forecast. Without such information, the capital additions for 13 

2022–2024 included in this rate case remain unsupported.   14 

Q.  Have you determined a reasonable amount of capital additions for the Wood 15 

Pole Management program that the Commission should accept for 2022–16 

2024, and the amount it should remove?  17 

A.  Yes. According to information it provided in discovery, the Company incurred 18 

capital additions of $14.6 million in 2021, and approximately $10.3 million in 19 

2019 and 2020. The average amount of capital additions during the three-year 20 

                                                 
81 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 



Dockets UE-220053, UG-22054, and UE-210854 (Consolidated) 
Response Testimony of SEBASTIAN COPPOLA 

Exhibit SC-1CT 

Page 86 of 92 

period 2019–2021 was $11.7 million.82 The Company has projected $13 million 1 

of capital additions for each year 2022 through 2024.  2 

The lack of detailed evidence makes it unwise to support any significant 3 

increased spending above the three-year historical average amount. Therefore, I 4 

recommend that the Commission determine the 2022–2024 spending level by 5 

increasing the historical average amount by inflation and any excess amount 6 

forecasted by the Company above the inflation-adjusted amount, and then remove 7 

them from this rate case. Exhibit SC-37 shows those calculations, and the 8 

following table summarizes the adjustments versus the Company’s projections by 9 

year. 10 

Table 19: Capital Additions for Wood Pole Management 11 

I recommend that the Commission remove the Washington capital 12 

addition adjustments shown in the table above from the Company’s proposed 13 

capital additions in this rate case. 14 

16. Enterprise & Control Network Infrastructure15 

Q. Please provide a summary of the Enterprise & Control Infrastructure16 

program and the related capital additions proposed for 2022-2024.17 

82 Coppola, Exh. SC-22, Schedule B, line 76. The capital additions for 2021 differ from the amount 
provided in Rosentrater, Exhibit HLR-1T, at 65:1–2, and Exhibit HLR-2. The difference is unexplained. 

2019-2021
Average 2022 2023 2024

Capital Additions
Public Counsel Calculation 11,744,370$       12,178,912$     12,471,206$       12,758,043$       

Avista Forecast 12,999,996       12,999,996         12,999,996         

Adjustment (System) (821,084)$         (528,790)$           (241,953)$           

WA Electric Adjustment (533,619)$         (343,658)$           (157,244)$           
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A. On pages 17 and 18 of direct testimony (JMK-1T), Kensok briefly discusses the 1 

network technology that allows the transmission of data to various systems within 2 

the Company. In testimony, Kensok mentions the need to upgrade and expand 3 

these networks with passage of time and business expansion. According Kensok, 4 

beginning in 2022, the Company divided this one program into three new ones: 5 

Enterprise Network Infrastructure, Control and Safety Network Infrastructure, and 6 

Network Backbone Infrastructure.83  7 

Exhibit JMK-2 shows $7.5 million of capital additions for 2021 and 8 

forecasted amounts of $7.0 million for 2022, $7.5 million for 2023, and $6.7 9 

million for 2024.84 10 

Q. What is your assessment of the Company’s proposed capital additions for11 

2022–2024 for the Enterprise & Control Network Infrastructure programs?12 

A. Both the historical 2021 and the proposed expenditures for 2022–2024 are not13 

adequately supported by a list of equipment, work units or quantities and specific14 

work activities. Both the direct testimony of Kensok and the business case15 

documents provided in Exhibit JMK-2 (pages 43, 227, 236 and 246) lack detailed16 

support information and generally provide broad goals and objectives.17 

In Public Counsel’s Data Request Nos. 208 and 210–212,85 Public Counsel18 

requested detailed information on quantities of equipment replaced or installed,19 

the number of work units and the work activities that would support the capital20 

83 Kensok, Exh. JMK-1T at 17:1–8, 40:23–42:9. 
84 Kensok, Exh. JMK-2 at 2, Project Nos. 29, 33, 35, and 52. 
85 Coppola, Exh. SC-21 (Avista’s Response to Public Counsel’s Data Request Nos. 208, 210–212, with 
related Attachments). 
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additions for 2021–2024. The Company did not provide this information. Without 1 

such underlying information, it is impossible to assess the reasonableness of the 2 

Company’s forecasted capital additions, and the capital additions for 2022–2024 3 

included in this rate case remain unsupported. 4 

Q. Have you determined a reasonable amount of capital additions for the5 

Enterprise and Control Network Infrastructure programs that the6 

Commission should accept for 2022–2024 and the amount it should remove?7 

A. Yes. According to the information provided in response to data requests, the8 

Company incurred capital additions of $6.0 million in 2021, 42.8 million in 2020,9 

and $5.0 million in 2019. The average amount of capital additions during the10 

three-year period from 2019 to 2021 was $4.6 million.86 As I state above, the11 

Company has projected capital additions for 2022–2024 ranging from $6.712 

million to $7.5 million.13 

The lack of detailed evidence makes it unwise to support any significant 14 

increased spending above the three-year historical average amount. Therefore, I 15 

recommend determining the 2022–2024 spending level by increasing the 16 

historical average amount by inflation and any excess amount forecasted by the 17 

Company above the inflation-adjusted amount be removed from this rate case. 18 

Exhibit SC-38 shows those calculations, and the following table summarizes the 19 

adjustments versus the Company’s projections by year. 20 

86 Coppola, Exh. SC-22, Schedule B, line 29. The capital additions for 2021 differ from the amount 
provided in Kensok, Exhibit JMK-1T at 18:22, and Exhibit JMK-2. The difference is unexplained. 
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Table 20: Capital Additions for Enterprise Network Infrastructure 1 

I recommend that the Commission remove the Washington capital 2 

addition adjustments shown in the table above from the Company’s proposed 3 

capital additions in this rate case. 4 

17. Capital Additions Summary – Revenue Requirement Adjustment5 

Q. Did you calculate the revenue requirement adjustments pertaining to your6 

proposed capital additions disallowances for 2022–2024?7 

A. Yes. In Exhibit SC-39, I summarize my proposed adjustments to capital additions8 

by plant type. In Exhibits SC-40 and SC-41, I use this information to determine9 

adjustments to rate base, return on rate base, depreciation expense, and net10 

operating income (NOI), and ultimately the adjustments to revenue requirement.11 

Therefore, based on the information in Exhibit SC-40, I recommend that 12 

the Commission reduce the revenue requirement for plant additions for the 13 

electric business by $7,242,000 for RY1 and $8,662,000 for RY2. For the gas 14 

business, based on the calculations shown in Exhibit SC-41, the Commission 15 

should reduce the Company’s revenue requirement by $1,425,000 for RY1 and 16 

$774,000 for RY2. 17 

2019-2021
Average 2022 2023 2024

Capital Additions
Public Counsel Calculation 4,636,446$         4,807,995$       4,923,386$         5,036,624$         

Avista Forecast 6,991,075         7,504,274            6,716,990           

Adjustment (System) (2,183,080)$     (2,580,888)$        (1,680,366)$       

WA Electric Adjustment (1,055,343)$     (1,247,650)$        (812,321)$           

WA Gas Adjustment (319,086)$         (377,231)$           (245,608)$           
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D. O&M Offsets for Capital Additions 1 

Q. Please briefly describe what adjustments you have made to O&M cost offsets2 

pertaining to the capital additions disallowances you have proposed.3 

A. In the pro-forma adjustments 4.03 and 5.09 Andrews proposes in Exhibits EMA-24 

and EMA-3, the Company included cost offsets pertaining to future capital5 

additions. Because of my proposed disallowances, the Company is not likely to6 

achieve the same O&M cost offsets it has presented in this rate case. Therefore, in7 

Exhibit SC-42, I remove the portion of O&M offsets that pertain to my proposed8 

disallowance of capital additions for 2022–2024. I determined the portion of9 

O&M offsets to be removed based on the percentage of my proposed10 

disallowances to the total amount of capital additions proposed by the Company11 

for each respective project or program.12 

I recommend that the Commission accept the following adjustments to 13 

increase revenue requirement.  14 

Table 21: Reversal of O&M Cost Offsets 15 

/ / 16 

/ / 17 

/ / 18 

2022 2023 2024
Operating Income:
WA-E 48,123$  128,275$   128,589$     
WA-G 12,744$  15,355$      8,284$         

Revenue Requirement:
WA-E 63,695$  169,782$   170,197$     
WA-G 16,867$  20,324$      10,964$       
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E. EIM Benefit1 

Q. Please briefly describe what adjustments Public Counsel is recommending2 

with regard to the Company’s participation in the EIM.3 

A. Public Counsel recommends the financial benefit from the Company’s4 

participation in the Energy Imbalance Market (EIM) should decrease revenue5 

requirement for RY1 by $12.1 million.87 Public Counsel believes there will be6 

additional power cost reductions accruing to Avista from the Energy Imbalance7 

Market during RY1 that the Company has not captured in its rate case filing.8 

Public Counsel witness Robert Earle discusses this issue further in Exhibit RLE-9 

1T.10 

Q. How do your analyses and recommendations consider equity as that term is11 

used in the multiyear rate plan statute in RCW 80.28.425(1)?12 

A. Large and frequently recurring utility rate increases are unfair, unjust, and13 

unreasonable because they negatively affect all customers financially, but are14 

inherently more burdensome on the highly impacted communities and vulnerable15 

populations. My proposed adjustments significantly lower the burden on all16 

customers by removing operating and capital costs, which the Company has failed17 

to adequately support or has overstated, from the Company’s filed case and18 

Settlement. These adjustments significantly lower the revenue requirement and19 

resulting rate increases for all customers and reduce the burden on the more20 

financially vulnerable customers.21 

87 Coppola, Exh. SC-45; See also Earle, Exh. RL-1T and Coppola, WP SC-16, PC-EIM RR adjustment. 
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Q. Does this conclude your prepared direct testimony? 1 

A. Yes, it does. However, I reserve the right to amend, revise, and supplement my2 

testimony to incorporate new information that may become available.3 
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