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Q. Are you the same Nikki L. Kobliha who previously submitted direct and 1 

supplemental direct testimony in this proceeding on behalf of PacifiCorp d/b/a 2 

Pacific Power (PacifiCorp or the Company)? 3 

A. Yes, I am. 4 

I. PURPOSE AND SUMMARY OF TESTIMONY 5 

Q. What is the purpose of your reply testimony? 6 

A. I will respond to certain issues raised in the opening testimony of the Public Utility 7 

Commission of Oregon (Commission) Staff witnesses Mr. Matt Muldoon, 8 

Ms. Moya Enright, Mr. John L. Fox, and Mr. Steve Storm; Alliance of Western 9 

Energy Consumers (AWEC) witness Mr. Michael P. Gorman; and Sierra Club 10 

witness Mr. David B. Posner. 11 

Q. Please explain how your testimony is organized and the issues you will address 12 

in your reply testimony. 13 

A. I will comment on the following issues and recommendations and explain why my 14 

analysis continues to support the capital structure proposed in my direct testimony. 15 

1. In Section II, I respond to the recommendations by Mr. Muldoon and Ms. 16 

Enright, Mr. Gorman, and Mr. Posner on the Company’s proposed capital 17 

structure and explain why the Company’s proposed capital structure is 18 

reasonable and necessary. 19 

2. In Section III, I address the recommendation of Mr. Muldoon and Ms. 20 

Enright that the Company should issue Green First Mortgage Bonds “as soon 21 

as practicable.”   22 
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3. In Section IV, I address the impact of the Company’s recent debt issuance on 1 

the cost of debt.  2 

4. In Section V, I respond to Mr. Fox’s testimony on pensions and explain why 3 

the inclusion of settlement losses in this case is fair, just, and reasonable.  I 4 

also offer an alternative solution, either a deferral or balancing account, to 5 

address concerns with including the settlement losses in base rates.   6 

5. In Section VI, I explain why Mr. Storm’s recommendation to reduce the 7 

Company’s net periodic benefit cost for its other post-retirement employee 8 

benefits (OPEB) plan should be rejected.  9 

II. CAPITAL STRUCTURE 10 

Q. Please comment on Staff’s recommendation for a 52 percent equity level. 11 

A. Staff has recommended a 52 percent equity level reflecting the Company’s actual 12 

historical capital structure.  Staff’s recommendation fails to account for the 13 

Company’s forecasted capital spending requirements and the impact of the 2017 Tax 14 

Cut and Jobs Act, which will necessitate a higher equity level than historical actuals 15 

to ensure rating agency metrics can be met and the Company’s current credit ratings 16 

are maintained.  The Company’s renewable energy and related transmission projects 17 

will entail approximately $3.5 billion in capital spending from 2019 through 2021.1  18 

Beyond 2021, significant capital spend is anticipated to continue while the Company 19 

works to build additional renewable resources and needed transmission to transform 20 

its generation portfolio from coal to renewables, as set forth in the 2019 Integrated 21 

                                                           
1 PAC/300, Kobliha/3. 
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Resource Plan (IRP).  Given this anticipated level of capital spend, PacifiCorp’s 1 

recommendation for a 53.52 percent equity level is appropriate. 2 

Q. Although Mr. Muldoon and Ms. Enright recommend a 52 percent equity level, 3 

their testimony asks the Company to address a hypothetical capital structure 4 

and “discuss why a 50/50 capital structure is not more reasonable than a higher 5 

equity layer, even considering credit rating metrics and potential impact on 6 

PacifiCorp’s credit ratings and borrowing costs.”2  Please respond. 7 

A.   As I explain above, PacifiCorp is currently in a period of high capital expenditures, 8 

building renewable resources and the associated transmission, and retiring a number 9 

of its coal units to meet the needs of its customers.  Finding the right balance 10 

between debt and equity during this period of generation portfolio transformation 11 

will keep the Company financially sound and customer costs low.  I believe that the 12 

right balance is a 53.52 percent equity level as proposed in my direct testimony. 13 

In periods of high capital expenditures, a thicker equity component of the 14 

capital structure helps to maintain the key credit metric used by Moody’s, funds 15 

from operations (FFO) to Debt,3 as the Company funds projects using a combination 16 

of debt and equity but does not receive cash from customers until the completed 17 

assets become part of rate base.  While the Company is able to earn its return on 18 

assets during construction through application of Allowance for Funds Used During 19 

Construction, those earnings are non-cash and therefore do not support the FFO to 20 

Debt metric. 21 

                                                           
2 Staff/1000, Muldoon-Enright/2. 
3 The FFO to Debt ratio used by Moody’s is referred to as “CFO Pre-W/C / Debt” in Moody’s credit opinion 
updates.  The Company is focusing on the Moody’s rating as it is the lower of the two corporate ratings from 
the agencies. 
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Maintaining a strong credit rating ensures that the Company is able to access 1 

the debt capital markets, even in times of extreme volatility as seen in recent months 2 

due to the COVID-19 pandemic, or during the Great Recession in 2008, at a lower 3 

cost.  In April 2020, PacifiCorp was able to issue $400 million of its 2.70 percent 4 

First Mortgage Bonds due 2030 and $600 million of its 3.30 percent First Mortgage 5 

Bonds due 2051, the lowest 10 year and 31 year rates in its portfolio, in the middle 6 

of the recent market turmoil.  In the transaction overview provided after the April 6, 7 

2020, First Mortgage Bond issuances,4 it was noted by one of the underwriters that 8 

the Company’s order book filled to subscription in 30 minutes and the Company 9 

priced 70 basis points lower than a lower rated utility on the same day. 10 

As noted in my direct testimony,5 a similar occurrence took place in 2009 11 

when the Company was able to access the debt capital markets at a reasonable cost 12 

while lower rated utilities either could not access the debt capital markets or paid 13 

significantly higher rates.  Strong credit ratings also result in cost savings through 14 

lower rates when issuing new debt.  The estimated benefit of the Company’s high 15 

credit rating, as discussed in my direct testimony,6 is a 52 basis point reduction on 16 

the actual effective interest rate across debt averaging $5.5 billion over the test 17 

period.  Any cost savings through lower rates is a direct benefit for customers. 18 

 

 

                                                           
4 Transaction summary, Mitsubishi UFJ Financial Group, April 2020. 
5 PAC/300, Kobliha/8-9. 
6 Id. at 11, lines 7-17. 
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Q. Staff witnesses Mr. Muldoon and Ms. Enright suggest that COVID-19 may 1 

cause the Company to rely more heavily on debt, if debt costs stay low.7  Do you 2 

agree? 3 

A. No, for several reasons.  First, the impacts of the COVID-19 pandemic are still too 4 

uncertain to reliably incorporate the economic consequences into rate-setting.  5 

Second, any rates set are expected to apply, not based on the costs in a crisis, but for 6 

long-term costs.  Third, to take on additional debt now by issuing additional First 7 

Mortgage Bonds and increasing the debt to equity ratio would compromise the 8 

Company’s FFO to Debt metric as calculated by Moody’s and likely result in a 9 

downgrade.  Lower rated companies pay more for debt which would likely increase 10 

the cost for future debt issuances and increase the average carrying costs of 11 

outstanding debt over time. 12 

Q. Do you agree that Mr. Muldoon and Ms. Enright’s citation on page 6 of their 13 

testimony to a past 2007 Commission order8 supports their suggestion to the 14 

Commission that the Company gradually reduce its current common equity 15 

percentage to 50 percent? 16 

A. No.  In my opinion, Order No. 07-015 does not suggest any particular capital 17 

structure as a target but, instead, notes that the Commission “is not required to 18 

adopt” an “actual capital structure but can select an alternative capital structure in 19 

consideration with the other factors that affect the cost of capital.”  As I have shown 20 

in testimony, there are many factors affecting the Company’s cost of capital at this 21 

point.  The 2017 Tax Cut and Jobs Act has altered the Company’s FFO (a component 22 

                                                           
7 Staff/200, Muldoon-Enright/2. 
8 Staff/200, Muldoon-Enright/6 (citing Order No. 07-015 at 30-31 (adopting a balanced capital structure)). 
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of the Moody’s rating calculation) and the Company’s plans for significant 1 

renewable spend require a higher equity component. 2 

Q.  Mr. Gorman argues that a capital structure with only 50.5 percent equity is 3 

clearly adequate given that this reflects PacifiCorp’s actual adjusted capital 4 

structure mix.  Is this analogy appropriate for ratemaking purposes? 5 

A. No.  Mr. Gorman is supporting this position based on looking at the Company’s 6 

historical capital structure.  In the period he is referencing, specifically 2014 through 7 

2017, the Company had a lower capital spend program which is not representative of 8 

the current and projected build cycle.  As shown in the table below, the current high 9 

capital spend period exceeds the build cycle from the Company’s 2013 general rate 10 

case when its current 52.1 percent equity level was established.  During that 11 

historical time period, the Company modestly thinned the equity component of its 12 

capital structure and, as a result, saw a weakening of the FFO to Debt ratio 13 

calculated by Moody’s.  However, the Company was able to offset the impact of a 14 

lower equity component on its Moody’s credit metrics due to lower capital spending 15 

in the years after the Company’s last build cycle.  As the Company’s capital 16 

expenditures have significantly increased to fund its investment in renewable 17 

resources and transmission while transitioning away from coal generation resources, 18 

its equity levels have also needed to increase to maintain its current ratings.  As 19 

noted above, the Company anticipates continued levels of significant capital 20 

spending beyond calendar year 2022, presented in the table below, as it invests in 21 

additional renewable resources and needed transmission, as set forth in the 2019 IRP. 22 
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It is also important to note that the majority of the historical period 1 

referenced by Mr. Gorman does not consider the implications of the 2017 Tax Cuts 2 

and Jobs Act on the Company’s ability to decrease its equity levels.  While 3 

Mr. Gorman recognizes that the 2017 Tax Cuts and Jobs Act reduced utilities’ cash 4 

flows,9 thereby weakening the Company’s credit metrics, Mr. Gorman fails to 5 

recognize that maintaining equity levels is one of the few remaining tools the 6 

Company has to counteract the 2017 Tax Cuts and Jobs Act’s credit rating impact. 7 

Comparison of Capital Spend and Moody’s FFO to Debt Ratio 8 

 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 
 Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual Actual Forecast Forecast Forecast 

CAPEX 
($m) $2,328 $1,607 $1,506 $1,346 $1,065 $1,066 $918 $903 $769 $1,257 $2,175 $2,745 $1,374 $2,393 

FFO to 
Debt 

26.10
% 

25.90
% 

21.10
% 

21.30
% 

22.90
% 

21.20
% 

21.80
% 

23.20
% 

23.00
% 

21.90
% 

18.40
% n/a n/a n/a 

 
Q. Do you agree with Mr. Gorman’s conclusion that the imputed debt assessed to 9 

the Company by Standard & Poor’s (S&P) for credit metric purposes from 10 

power purchase agreements is expected to decline over time? 11 

A.   No.  S&P recently completed a review of the Company’s power purchase 12 

agreements including for the growing renewable power purchase agreements (wind 13 

and solar).  Although the Company’s preliminary assessment of S&P’s review is not 14 

complete, a sharp increase in imputed debt for power purchase agreements is now 15 

reflected for the Company in S&P’s recently posted (May 29, 2020) update for credit 16 

metric adjustments (Exhibit PAC/2101).  The Company anticipates S&P imputed 17 

debt to grow as some percentage of the new renewable resources identified in the 18 

Company’s 2019 IRP will be in the form of power purchase agreements. 19 

                                                           
9 AWEC/200, Gorman/5. 
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Q.   Mr. Muldoon and Ms. Enright offer their opinion that a lower equity layer will 1 

not cause investors to abandon ownership of PacifiCorp or overly stress those 2 

that own PacifiCorp.10  Do you agree with these comments? 3 

A.  No.  While I agree a lower equity layer will most likely not cause investors to 4 

abandon ownership of PacifiCorp, any owner has the right to the opportunity to earn 5 

a reasonable return on its investment as a regulated utility, whether that is Berkshire 6 

Hathaway, Inc. or other retail investors.11  Ring fencing protects the utility from the 7 

parent company as well as the reverse, so as such, the financial situation of 8 

PacifiCorp’s owner is not relevant to this proceeding.  PacifiCorp maintains its 9 

capital structure at a level that supports strong credit ratings to keep the cost of debt 10 

low and ensure access to capital markets during times of significant capital 11 

investment and times of economic turmoil or volatility.  A higher equity level is 12 

needed to fund the capital spend and maintain strong credit ratings.  PacifiCorp’s 13 

flexible dividend policy, which is explained in my direct testimony,12 allows the 14 

Company to use dividend payments as a tool to manage capital structure and cash 15 

flow in times of growth cycles.  As such, there are no plans to pay a dividend in 2020 16 

or 2021. 17 

Q. What is your recommendation regarding the Company’s capital structure? 18 

A. For the reasons noted above, I recommend the equity component of the capital 19 

structure remain at the 53.52 percent included in my direct testimony with no update 20 

                                                           
10 Staff/1000, Muldoon/7. 
11 See, e.g., Fed. Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591 (1944); Bluefield Waterworks & 
Improvement Co. v. Pub. Serv. Comm’n of W. Va, 262 U.S. 679 (1923); In the Matter of Portland General Elec. 
Co. Request for a General Rate Revision, Docket Nos. UE 180, UE 181, and UE 184, Order No. 07-015 at 28 
(Jan. 12, 2007); Or. Rev. Stat. § 756.040(1). 
12 PAC/300, Kobliha/5-6. 
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for the April 2020 bond issuance and new 2021 bond and dividend projections, 1 

which would increase the equity component of the capital structure as measured on a 2 

five-quarter average to 53.55 percent. 3 

III. ISSUANCE OF GREEN BONDS 4 

Q. Mr. Muldoon and Ms. Enright recommend that PacifiCorp issue tranches of 5 

Green First Mortgage Bonds as soon as practicable.13  Please discuss. 6 

A. The Company works closely with several large banks seeking guidance on the type 7 

of First Mortgage Bonds to issue when the Company is ready to access the debt 8 

capital markets.  The banks have not been able to specifically identify cost savings 9 

associated with the issuance of a green bond relative to traditional First Mortgage 10 

Bonds and currently the only tangible benefit of issuing a green bond is increased 11 

orders from funds with green or environmental, social, and governance 12 

requirements.  There are additional costs involved for the issuance of green bonds 13 

related to management assertions, website postings, and external audit fees.  In an 14 

attempt to gain some of the benefits of Green First Mortgage Bonds without these 15 

additional costs, the use of proceeds in the Company’s last issuance made it clear the 16 

funds would be used for renewable investments and associated transmission, with 17 

the goal of attracting investors that may have passed on prior PacifiCorp issuances 18 

because of the coal generation in its portfolio.  PacifiCorp will continue to evaluate 19 

the use of green bonds each time it goes to the market. 20 

                                                           
13 Staff/1000, Muldoon - Enright/2. 
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IV. COST OF DEBT 1 

Q. Did you consider the adjustments made to your initial filing by Commission 2 

Staff in arriving at their recommended cost of long-term debt of 4.824 percent? 3 

A. Yes.  I agree with Staff’s update to their calculation, removing the previously 4 

forecasted 2020 and 2021 debt issuances and replacing them with the actual 5 

amounts, interest rates, terms, and costs of the Company’s long-term debt issuances 6 

in April 2020.  This update would result in the same 4.774 percent weighted average 7 

cost of long-term debt as provided in in my original filing (Exhibit PAC/301).  Also, 8 

the additional Staff adjustment removing currently maturing long-term debt from the 9 

cost calculation would result in an increase to the weighted average cost of debt. 10 

Q. What is your recommendation regarding the Company’s cost of long-term 11 

debt? 12 

A. I recommend maintaining the cost of long-term debt as filed in my original 13 

testimony rather than increasing it as recommended by staff. 14 

V. PENSION 15 

Q. Mr. Fox has concluded that the Company is asking the Commission “to reject 16 

its longstanding policy and establish a revenue requirement based on FAS 87 17 

expense plus an allowance for expected settlements.”14  Do you agree with that 18 

characterization? 19 

A. No.  The Company understands that the Commission’s policy on pension costs is 20 

inclusive of financial accounting standards (FAS) 87 and FAS 88, as now codified in 21 

the Financial Accounting Standards Board’s Accounting Standards Codification 22 

                                                           
14 Staff/1000, Fox/26. 
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Topic 715-30—Compensation—Retirement Benefits (ASC 715), and what the 1 

Commission more commonly refers to as FAS 87 expense.  As Mr. Fox notes in his 2 

testimony: 3 

There has not been a systemic change to the dynamics of FAS 4 
87 expense from a ratemaking perspective. The requirement for 5 
immediate recognition of certain settlement gains and losses 6 
goes all the way back to FAS 88, which became effective at the 7 
same time as FAS 87, circa 1987.15 8 

Furthermore, the rules regarding settlements and curtailments 9 
have always been a part of how net periodic benefit costs (what 10 
the Commission refers to as FAS 87 expense) are determined. 16 11 

Consistent with these recognized standards, the Company’s filing includes an 12 

estimated amount of net periodic benefit costs (formerly defined under FAS 87) and 13 

settlement losses (formerly described under FAS 88) in revenue requirement such 14 

that it can recover all of its prudently incurred ASC 715-30 (formerly FAS 87 and 15 

FAS 88) pension expense.  As described in Order No. 15-226 in docket UM 1633 to 16 

which Mr. Fox refers, total expense over the life of a pension plan is determined by 17 

both FAS 87 and FAS 88.17 18 

With respect to settlement accounting (and absent the ability to defer any 19 

resulting gains or losses to a regulatory asset or liability), the Company is required to 20 

immediately recognize amounts for which delayed recognition is otherwise allowed 21 

(i.e., unrecognized losses are amortized over the average remaining participants’ 22 

lives or approximately 20 years).  Thus, absent settlement accounting being 23 

triggered, the same amounts would be recognized into pension expense over time 24 

                                                           
15 Staff/1000, Fox/29. 
16 Staff/1000, Fox/28. 
17 Docket No. UM 1633, Order No. 15-226 at page 2.  (“Over the life of the plan, however, total contributions 
are expected to equal total FAS 87 expense (as well as FAS 88 expense related to pension plan termination.”) 
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and subject to recovery.  To preclude the Company from recovering these costs 1 

simply due to a view that they are not normal FAS 87 expense or net periodic benefit 2 

cost is not just, fair, or reasonable. 3 

Q.  Mr. Fox references Order No. 20-004 in docket UM 1992 as reaffirmation of the 4 

Commission’s basis for recovery being FAS 87 expense.  Do you agree with this 5 

view? 6 

A. No, I do not.  In Order No. 20-004, the Commission acknowledged that ASC 715-30 7 

superseded the Financial Accounting Standards Board’s FAS references, including 8 

FAS 87, and that “ASC” and “FAS” were to be used interchangeably.18  Additionally, 9 

Order No. 20-004 resulted from the Company’s request to defer a significant 10 

settlement loss.  The Commission denied the Company’s request for deferral on the 11 

belief that a settlement event fell “within the range of foreseeably possible 12 

outcomes” under the circumstances, not because settlement costs are not 13 

recoverable.19  Indeed, the Commission acknowledged that ASC 715-30 14 

encompasses the settlement loss by stating “…ASC 715-30 requires PacifiCorp to 15 

recognize the…loss in…the year the event occurred.”20  The Company’s request was 16 

denied only because the Commission found that event did not qualify for deferral 17 

under applicable Oregon Revised Statutes, and not because of the accounting 18 

treatment of the expense.21  Order No. 20-004 acknowledges that pension expense 19 

                                                           
18 In re PacifiCorp, d/b/a Pacific Power, Application for Approval of Deferred Accounting and Accounting 
Order Related to Non-Contributory Defined Benefit Pension Plans, Docket No. UM 1992, Order No. 20-004, 
at n1 (Jan. 8, 2020). 
19 Id. at 8. 
20Id. 
21 Id. at 8-9. 
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encompasses settlement losses and does not suggest that they are not an appropriate 1 

pension cost to be recovered under the Commission’s long standing practices. 2 

Q. Has the Company previously been authorized by the Commission to recover 3 

costs that are not deemed FAS 87 expense or net periodic benefit cost as 4 

described by Mr. Fox? 5 

A. Yes.  In Order No. 08-598 in docket UM 1400, the Commission authorized the 6 

Company to defer for later recovery the impacts of the measurement date change 7 

required under accounting standards22 in 2008 that would have otherwise resulted in 8 

a direct charge against retained earnings and a FAS 88 curtailment gain triggered in 9 

the same timeframe.23  Both of these items are similar to settlement accounting in 10 

that they changed the timing of recognition of pension expense and demonstrate that 11 

the Commission has recognized as valid pension costs not purely defined as FAS 87 12 

net periodic benefit cost, including items accounted for under FAS 88. 13 

Q.  Mr. Fox concludes that the inclusion of projected settlement losses in base rates 14 

is not fair, just and reasonable.  Do you agree with this conclusion? 15 

A.  No.  Mr. Fox appears to have reached this conclusion based on his view that the 16 

Company has not been harmed historically by not having included settlement losses 17 

in base rates.  In reaching this conclusion, Mr. Fox relies on Order No. 20-004 in 18 

docket UM 1992, suggesting that “FAS 87 expense in base rates is more than enough 19 

to absorb the settlement losses between rate cases.”24  This statement was in fact not 20 

the basis for the Commission’s resolution in Order No. 20-004.  As described above, 21 

                                                           
22 In the Matter of PacifiCorp, dba Pacific Power, Application for an Accounting Order Regarding Pension 
Curtailment, Docket No. UM 1400, Order No. 08-598 (Dec. 24, 2008). 
23 Id. 
24 Staff/1000, Fox/28. 
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the basis for the Commission’s decision was due to its finding that the pension 1 

settlement event did not qualify for deferral accounting under Oregon law.  The 2 

Commission did not suggest that settlement losses be absorbed between rate cases 3 

but did suggest that the Company should be able to foresee and therefore project 4 

such events.  Based on this suggestion, the Company worked with its actuaries to 5 

evaluate relevant factors to be considered in projecting settlement losses.  These 6 

factors are reflected in Table 8 of my direct testimony.25  Based on available 7 

information for these factors at the time of the Company’s filing, its actuaries 8 

projected future settlement losses, including in 2020 and the 2021 test period. 9 

In the event the Commission does not allow an estimate of settlement losses 10 

to be included in base rates or recovered through another means, the Company will 11 

be harmed by not recovering these valid pension costs, which as indicated above, are 12 

part of the total expense associated with a plan over its life and simply represent an 13 

accelerated recognition of the same costs that would have otherwise been recognized 14 

over time and subject to recovery.  Such an outcome would not be fair, just or 15 

reasonable. 16 

                                                           
25 PAC/300, Kobliha/34. 
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Q.  Mr. Fox also argues that projected settlement losses should be excluded from 1 

base rates because the Company has benefited by collecting more in rates than 2 

actual pension expense since its last general rate case.  Do you agree with this 3 

statement? 4 

A.  No.  Variance between projected and actual pension costs since its last general rate 5 

case does not justify rejecting settlement costs in this general rate case.  The 6 

Company has never had a balancing account in place for its pension costs.  While 7 

pension costs have always been included in determining revenue requirement in 8 

general rate case filings, black box settlements have generally been reached.  For 9 

these reasons, it is inappropriate to view what was presented in the Company’s last 10 

general rate case filing as “in rates” and to compare that against the actual pension 11 

costs recognized to derive an estimate of over or under collection of these costs from 12 

customers.  As noted in my rebuttal testimony in docket UM 1992, “In a general rate 13 

case proceeding, the Commission sets rates to approximate the costs and investments 14 

that will likely be incurred for the period when the rates will be in effect.  During the 15 

time the rates are in effect, costs will vary from the amounts estimated in the rate 16 

case.”26 17 

Q.  Does the Company propose alternatives to Mr. Fox’s recommendation? 18 

A.  Yes.  Similar to the Company’s request in docket UM 1992, the Company is willing 19 

to accept approval to defer any settlement losses with authorization to recover those 20 

losses over the underlying period over which the amount would have been 21 

recognized absent settlement accounting.  The Company is also willing to establish a 22 

                                                           
26 Docket No. UM 1992, Rebuttal Testimony of Nikki L. Kobliha, PAC/200, Kobliha/6. 
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balancing account for its prospective pension costs, including any settlement losses, 1 

so that neither the Company nor customers would be harmed due to market volatility 2 

and other variances in pension costs. 3 

Q. What is your recommendation regarding the Company’s net periodic benefit 4 

cost for its pension plan? 5 

A. I recommend inclusion of projected settlement losses in base rates as they are a valid 6 

part of the total expense associated with a pension plan over its life or, alternatively, 7 

the creation of a deferral or balancing account for prospective pension costs. 8 

VI. OTHER POST-RETIREMENT EMPLOYEE BENEFIT PLAN27 9 

Q.  Mr. Storm addresses assumptions related to the Company’s OPEB plan and 10 

states that the Company failed to support a “sign reversal” associated with its 11 

discount rate and expected return on assets (EROA) sensitivity disclosures in its 12 

testimony.28  Has the Company provided sufficient support for the OPEB plan 13 

costs? 14 

A.  Yes.  As Mr. Storm indicates, the Company provided a sensitivity analysis for the 15 

discount rate and EROA assumptions in the 2021 test period reflecting the impacts 16 

on net periodic benefit cost and projected benefit obligation for the Company’s 17 

OPEB plan.29  Mr. Storm summarized this sensitivity analysis for net periodic 18 

benefit cost in Table 7 of his testimony, stating that the sensitivity analysis provided 19 

by the Company in response to Staff’s standard data request (SDR) 60 was 20 

                                                           
27 OPEB plan is also referred to as “Postretirement Welfare” plan. 
28 Staff/800, Storm/74. 
29 PacifiCorp Response to SDR 60. 
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directionally inconsistent with sensitivity disclosures in the Company’s Form 10-1 

K.30 This conclusion is inaccurate. 2 

  As indicated in the Company’s Form 10-K for calendar year 2019, the impact 3 

of an increase in the discount rate would have reduced the projected benefit 4 

obligation while a decrease in the discount rate would have increased the projected 5 

benefit obligation.  The following tables present the sensitivities for the 2021 test 6 

period provided in SDR 60 and the disclosure from PacifiCorp’s Form 10-K for 7 

2019, referenced by Mr. Storm.  The results of the sensitivities are directionally 8 

consistent. 9 

  2021 Test Period OPEB Discount Rate and EROA Sensitivity (SDR 60) 10 

$ in Thousands                +0.25%                 -0.25% 

Effect on Net Periodic Benefit 
Cost   
Discount Rate $ 413.1  $ (435.6 ) 
EROA $ (743.3 ) $ 743.2  
Effect on Projected Benefit 

 
  

Discount Rate $ (5,928.6 ) $ 6,057.4  
EROA $ —  $ —  

  2019 OPEB Discount Rate and EROA Sensitivity (Form 10-K) 11 

$ in Millions   
   
 0.5% (0.5)% 
   
Effect on December 31, 2019 Benefit 

 
  

Discount rate $ (12 ) $ 13  
   
Effect on 2019 Periodic Cost:   
Discount rate $ 1  $ (1 ) 
Expected rate of return on plan assets $ (2 ) $ 2  

                                                           
30 Staff/800, Storm/74. 
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Q.  Mr. Storm performed his own analysis and recommends a revised net periodic 1 

benefit cost for the Company’s OPEB plan.  Do you agree with Mr. Storm’s 2 

analysis and recommendation?31 3 

A.  No, I do not.  Mr. Storm’s analysis involved averaging discount rates and EROA 4 

assumptions of multiple entities and using those along with the sensitivity analyses 5 

in SDR 60 to compute a downward adjustment to the Company’s net periodic 6 

benefit cost.  Such an approach is flawed as it is both unreasonable to rely on 7 

assumptions from others’ plans and, as discussed below, is unacceptable under 8 

Accounting Standards Codification Topic 715-60, Defined Benefit Plans-Other 9 

Postretirement (ASC 715-60). 10 

Q. Why is it unreasonable to consider assumptions from other entities’ defined 11 

benefit plans in determining net periodic benefit cost for the Company’s OPEB 12 

plan? 13 

A. Each defined benefit plan differs in the types of benefits provided, participant 14 

population and demographics, plan experience, timing of benefit payments, 15 

investment mix and strategy, unrecognized actuarial gains and losses, prior service 16 

costs, etc.  The determination of discount rate and expected return on plan asset 17 

assumptions are influenced by factors specific to a defined benefit plan and therefore 18 

are determined on a plan-specific basis. 19 

                                                           
31 Staff/800, Storm/74:14-21. 
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Q. Why is it unacceptable under ASC 715-60 to consider other entities’ 1 

assumptions in determining the Company’s net periodic benefit cost for its 2 

OPEB plan? 3 

A. ASC 715-60, requires the use of explicit assumptions individually representing the 4 

best estimate of future activity associated with the plan’s obligations. 5 

  With respect to discount rates, ASC 715-60-35-79 states that: “In making that 6 

assumption, employers shall look to rates of return on high-quality fixed-income 7 

investments currently available whose cash flows match the timing and amount of 8 

expected benefit payments.”  Thus, the timing and amount of future benefit 9 

payments under the Company’s OPEB plan must be considered in determining the 10 

discount rates and it is unacceptable to rely on the discount rates of other entities.  11 

The Company’s actuaries match the timing and capacity of high-quality fixed-12 

income investments to the plan-specific projected cash flows in determining the 13 

discount rate.  In accordance with ASC 715-60, this is performed each year-end 14 

when the projected benefit obligation is remeasured and thus is dependent upon rates 15 

at that point in time and the plan-specific projected cash flows. 16 

  With respect to the EROA assumption, ASC 715-60-35-84 states that:  17 

The expected long-term rate of return on plan assets shall reflect the 18 
average rate of earnings expected on the existing assets that qualify 19 
as plan assets and contributions to the plan expected to be made 20 
during the period. In estimating that rate, appropriate consideration 21 
shall be given to the returns being earned on the plan assets currently 22 
invested and the rates of return expected to be available for 23 
reinvestment. 24 

As a result, it is not acceptable under ASC 715-60 to rely on other entities’ EROA 25 

assumptions.  Each plan’s investment portfolio differs, for example, in investment 26 
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mix, which is influenced by investment strategies that may change over time 1 

depending on a plan’s funded status. 2 

Q. What is your recommendation regarding the Company’s net periodic benefit 3 

cost for its OPEB plan? 4 

A.  For the reasons set forth above, it is unreasonable to rely on Mr. Storm’s analysis for 5 

which the basis is not acceptable under ASC 715-60.  Therefore, the Commission 6 

should approve the Company’s net periodic benefit cost for its OPEB plan as filed. 7 

Q. Does this conclude your reply testimony? 8 

A. Yes. 9 
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