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Q. Please state your name and position.1

A. My name is Jim Piro.  I am the Chief Financial Officer of Portland General2

Electric Company (PGE).3

Q. Have you previously submitted testimony in this docket?4

A. Yes.  I sponsored PGE Exhibit 100.5

Q. What is the purpose of your testimony?6

A. This exhibit contains my sursurrebuttal testimony on the following topics:7

• Staff’s proposed condition 16, which includes short-term debt in PGE’s8

capital structure and applies a new standard of reasonable expectation to the9

calculation of minimum equity required before PGE can pay dividends to10

Oregon Electric.  I explain the role short-term debt plays in PGE’s financing11

plans and why the Commission either should not include it in these conditions12

or should adopt the Oregon Electric proposal.  I also explain why the new13

standard that Staff proposes is inappropriate and the standard that Oregon14

Electric proposes is better.15

• Staff’s estimate of the effect Enron’s bankruptcy had on PGE’s current16

interest expense. I explain that Staff’s estimate is too high, even assuming17

hypothetically that Staff can prove that Enron’s bankruptcy is the sole reason18

for adverse changes in PGE’s credit rating on and after December 2001 and19

that PGE’s rating alone determined the interest rate of a particular issuance.20

• Staff’s estimate of the effect of this transaction on PGE’s near-term financing21

costs, including those for Port Westward, and on power purchases.  I describe22
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our near-term financing plans, and explain why Staff’s estimate is1

unsupported.2

• Staff and intervenor concerns regarding Oregon Electric’s reliance on PGE3

dividends to meet debt service requirements.  I explain that PGE will need to4

pay dividends to its shareholders, whether the shareholder is Oregon Electric5

or any other shareholder;6

• The effect on PGE of debt at Oregon Electric, in response to surrebuttal7

testimony by CUB witnesses;8

• PGE’s reasons for seeking and plans to seek certain adjustment clauses for9

variability outside of management’s control, in response to surrebuttal10

testimony by Staff;11

• Clarification regarding the California refund litigation, in response to12

surrebuttal testimony by CUB witnesses Brown and Jenks; and13

• Clarification of my previous testimony regarding the requests by Eugene14

Electric and Water Board in this docket, in response to surrebuttal testimony15

by EWEB witness Beeson.16

My sursurrebuttal testimony addresses these topics in the order indicated.17

I. PGE’s Short-Term Debt and Staff’s Proposed Ring-Fencing Condition18

Q. Please describe the testimony you are rebutting.19

A. I am responding to Staff proposed conditions 16 and 25. 20
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Staff’s proposed condition 16, regarding the limitation on distributions by1

PGE to Oregon Electric, proposes to treat amounts that PGE draws or commits2

under our short-term debt instruments – generally, revolvers – as long-term debt. 3

Further, this condition  treats secured and unsecured short-term revolvers4

differently.  Staff condition 16 includes all draws or commitments under secured5

revolvers as long-term debt but only draws or commitments over $150 million of6

unsecured debt instruments as long-term debt.  Staff proposed condition 25 also7

uses the existence of secured short-term debt at PGE as the trigger for a restriction8

on  Oregon Electric’s use of distributions from PGE.9

Finally, Staff proposed condition 16 would limit PGE’s distributions to10

Oregon Electric whenever the distribution would, or could reasonably be11

expected to, cause PGE’s capital structure to fall below the minimum equity12

amount required for distributions.   13

Q. What are PGE’s short-term financing needs and what financial instruments14

does PGE use to meet them?15

A. PGE uses short-term financing for three primary purposes.  First, this type of16

financing simply bridges the gap when cash we receive does not match cash that17

we need to send out (working cash).  PGE’s revenues are seasonal, but many of18

our expenses are not.  Second, we use short-term financing to support credit19

requirements in the wholesale markets for power and natural gas.  This is fairly20

recent; strict credit requirements in these markets appeared toward the end of the21

1990s and increased significantly in importance after the California power crisis.22

Last, we use short-term financing for our capital expenditures that exceed23
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internally-generated cash, as a bridge to long-term financing for these1

investments.  Short-term financing allows us to obtain long-term financing in2

logical amounts and, ideally, when market conditions are favorable.  3

The revolvers referenced in Staff’s conditions 16 and 25 are syndicated4

short-term lines of credit provided by a consortium of banks to finance the short-5

term liquidity and working capital needs of a company and provide a bridge to6

long-term financing.  Revolvers typically run from 364 days up to three years.7

We seek approval from the OPUC before issuing any revolver that will run for8

one year or longer.  PGE uses its revolvers primarily: 1) to backstop commercial9

paper (issued for between one to 270 days) for working cash; 2) to support credit10

for power and fuel purchases and sales; and  3) to draw on directly for working11

cash.  We typically refer to the maximum amount of revolving debt as the12

capacity of the instrument – for example, $250 million – but, at any given time,13

only a portion of this is likely to be in use for one of the three purposes I listed14

above.  15

Q. What is PGE’s recent history with respect to revolvers?16

A. For the past ten years, the capacity of PGE’s secured and unsecured revolvers has17

ranged between $150 million and $425 million, averaging around $250 million.18

Our needs vary, depending on our capital expenditure program, wholesale market19

requirements, and other working cash needs.  We pay a fee to put in place a20

revolver that increases with the size of the revolver, so we do not acquire more21

revolver capacity at any given time than we believe we need.  22
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In the last couple of years, our cash on hand has increased as Enron did1

not take normal dividends.  This unusual circumstance allowed us to lower our2

revolver capacity and, thus, reduce our financing fees. As I explained in my prior3

testimony, however, PGE will pay a catch-up dividend in the near future4

regardless of whether Oregon Electric or Enron’s creditors own our common5

stock (see PGE/100, Piro/11-12).  This dividend will decrease our cash on hand6

and we plan to increase our revolver capacity to $250 million as a result.  This is7

particularly true given our capital expenditure needs for Port Westward and8

relicensing expenditures. We currently anticipate that after payment of the Enron9

catch-up dividend and the closing of this transaction, PGE will acquire a new10

three-year, $250 million, unsecured revolver to support our short-term capital11

needs.  This will be consistent with PGE’s average revolver capacity over the last12

ten years.  13

Q. Do you agree with Staff’s proposal to treat amounts drawn under short-term14

revolvers as long-term debt for purposes of calculating the minimum equity15

percentage?16

A. No.  Staff does not explain why it is making this proposal so I cannot address its17

reasons.  Treating amounts drawn or committed under short-term revolvers as18

long-term debt for purposes of calculating capital structure is contrary to19

Generally Accepted Accounting Principles (GAAP), which treat this debt as20

short-term.  It is also inconsistent with the Commission’s treatment of short-term21

debt for purposes of applying the Enron merger condition that limited dividends if22

the common equity in PGE’s capital structure fell below 48 percent.  I see no need23
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for this departure from GAAP or for changes to what has been a highly successful1

minimum equity condition.  This existing condition proved more than adequate to2

protect PGE’s finances during the Enron bankruptcy.  3

In essence, Staff’s proposal to include short-term debt simply increases the4

minimum equity level that PGE must have in its capital structure before we can5

make a dividend to our equity owners.  In my judgment, there is no reason why6

PGE should now have more equity than the 48% settled upon in the Enron merger7

docket. 8

Q. Is Oregon Electric’s proposed condition 16 preferable with respect to how it9

treats unsecured revolving debt?10

A. Yes.  This condition would treat revolvers as long-term debt only to the extent11

that, on a twelve-month rolling average basis, the amount PGE has committed or12

drawn against the revolver exceeds $250 million, excluding amounts committed13

or drawn for purposes of providing credit in the wholesale power and fuels14

markets.15

The condition’s use of a twelve-month rolling average smoothes any16

temporary needs for large cash outlays, such as we might experience with major17

equipment purchases for new generation.  Excluding trading credit support is18

necessary because these requirements follow changes in the power and fuels19

markets and are highly variable.  Based on PGE’s history, a short-term revolver20

capability of  $250 million is “normal.” The  minimum equity condition should21

not include anything at or below this normal level of short-term debt without good22

reason.23
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Q. Do you agree with Staff’s proposal to treat any amount of secured short-term1

debt as a long-term debt?2

A. No.  First, I should explain that a secured revolver is one that is generally3

supported by first mortgage bonds (FMB); in other words, if PGE is in default, the4

short-term debt rolls into FMB.  Because PGE would generally issue FMB with a5

secured revolver, we also must obtain Commission approval.  We did this in6

Docket UF-4188, filed in May 2002.  7

The use of secured revolvers is rare: in the last 25 years, PGE has had a8

secured revolver only from June 12, 2002 to May 24, 2004. Because we cannot9

know the circumstances under which use of a secured revolver might be the best10

financing tool, the Commission should reserve its consideration of how to treat11

the secured revolver for purposes of the dividend limitation until PGE files the12

appropriate application.  This is precisely what happened in Docket No. UF-4188,13

in which the Commission approved PGE’s issuance of our only secured revolver14

but ordered that PGE treat it as long-term debt in applying the Enron merger15

condition minimum equity percentage limit on distributions.16

Q. Why do you object to Staff’s proposal to trigger a restriction on distributions17

to Oregon Electric that could “reasonably be expected to” cause PGE’s capital18

structure to fall below 48% common equity?19

A. Again, the inclusion of this phrase is new to this proceeding.  PGE has been20

operating under the Enron condition, which does not have this phrase, since 199721

without any problems.  My primary concern is that the phrase is subjective and22

has no standards or interpretations to guide its application.   23
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Q. Has Oregon Electric proposed a different standard that you find acceptable?1

A. Yes.  Carrie Wheeler explains that Oregon Electric’s version of condition 162

would limit distributions to those that would, as determined in accordance with3

Generally Accepted Accounting Principles (GAAP), cause common equity to fall4

below the target percentage.  GAAP is the standard for all accounting by business5

in the United States.  GAAP provides standards for such accounting matters as the6

accrual and disclosure of  all material loss contingencies (FAS1 5) or events that7

result in asset impairment (FAS 71 and 90).  Businesses can access a wealth of8

prior examples and seek advice from accounting professionals for assistance in9

applying GAAP.  No examples or professional assistance would be available to10

guide PGE’s application of Staff’s proposed subjective standard.11

The practical effect of the standard Staff proposes is another de facto12

increase in the minimum common equity percentage.  Again, Staff has provided13

no reason for requiring more than 48 percent common equity in the capital14

structure before PGE can pay dividends to its shareholders.15

II. Enron’s Effect on PGE’s Debt Costs16

Q. What testimony are you rebutting in this section?17

A. I am rebutting Staff’s testimony (Staff/900, Morgan/24) that PGE’s current debt18

expense is “upwards of five to seven million dollars more than it would have19

incurred but for Enron’s activities and ultimate collapse into bankruptcy.” 20

                                                          
1 FAS stands for Statement of Financial Accounting Standards as issued by the Financial Accounting
Standards Board.
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Although this statement is unclear whether the figures are annual or cumulative, I1

disagree with this assessment under either scenario.  2

Q. What debt did PGE issue since December 2001, when Enron declared3

bankruptcy and what are the maturity dates of that debt?4

A. PGE Exhibit 401 shows the notes PGE issued during this period.  This debt5

carries an annual debt service of $30.1 million total.6

Q. Can you calculate the amount of this debt service that is attributable to the7

effect of Enron’s bankruptcy on PGE?8

A. As I explained in PGE/100, Piro/10-12, many factors affect a company’s credit9

rating, and further affect a given debt issue and I have not undertaken any study of10

this for the purpose of this testimony.  Quantifying the effect of Enron would11

require, at a minimum, careful study of the factors underlying changes in PGE’s12

credit ratings at the time the changes occurred and of factors that might have13

influenced those ratings at the time PGE issued the debt, and a determination of14

the typical interest rate spread between different credit ratings.15

Q. Can you comment on Staff’s estimate hypothetically, assuming that Staff had16

proved the necessary attribution?17

A. Yes.  If one makes the simplifying assumptions that the Commission found that18

(1) PGE’s senior secured credit rating was one notch lower than it would have19

been solely but for Enron and that, (2) in the interest rate environment that20

prevailed at the time of this debt issued, one notch was worth 25 basis points, then21

the annual debt service associated with “Enron” would be about $1 million per22

year.   This is the interest rate differential indicated in Oregon Electric/200,23
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Wheeler/16.  To reach the additional cost Staff claims, assuming that it is an1

annual number, would require that one assume a utility rated just one notch higher2

than PGE at the time these bonds issued could finance for approximately 1503

basis points – or, 1.5% – less.  Based on my experience in utility financing, this is4

not realistic.5

III. PGE’s Near-Term Financing Costs6

Q. What testimony are you rebutting in this section?7

A. I address Staff conclusions that this transaction will adversely affect both the8

interest rate PGE will pay as we refinance certain debt retiring within the next six9

years and Port Westward’s financing costs.  I also explain that PGE has access to10

equity capital in the form of retained earnings and that Staff’s concerns about the11

effect of this transaction on PGE’s power purchases is unsupported.12

Q. Do you agree with Staff’s estimate of the effect of this transaction on the cost13

PGE will pay to refinance retiring debt?14

A. Staff’s estimate that PGE will have to refinance $550 million of retiring debt is15

not quite right.  Between now and 2010, PGE will replace approximately $40516

million in retiring debt instruments.  Further, I disagree that this transaction will17

have any material impact on the interest rate PGE pays on this refinancing.  Until18

2010, all of the retiring debt (approximately $405 million) are secured instruments19

that PGE will replace with secured instruments.  I share Thomas Morgan’s20

expectation (Staff/900, Morgan/12) that this transaction will not affect PGE’s21

senior secured debt rating.  The Standard & Poors’ (S&P) guidance Wheeler22
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references (Oregon Electric/200, Wheeler/15), indicates a downgrade only to1

PGE’s unsecured debt rating.  PGE’s senior secured debt rating would remain at2

its current level.1  PGE Exhibit 402 provides debt maturity detail for PGE’s3

existing long-term debt.4

In July 2004, S&P issued an updated analysis of U.S. utility first mortgage5

bonds (FMB – provided as PGE Exhibit 403).    In this analysis, PGE received a6

1+ recovery rating.  S&P upgraded the senior secured debt rating for most of7

those utilities that it gave a 1+ recovery rating.  Although S&P did not raise8

PGE’s senior secured rating, S&P noted that they will “determine whether to9

upgrade a first mortgage bond for any company whose first mortgage bond rating10

is on CreditWatch with negative implications when the CreditWatch listing is11

resolved” (italics added).  This refers to PGE and indicates that factors favorably12

affecting the cost of PGE’s secured debt may be present in the future.13

Q. Do you agree with Staff’s conclusion regarding the effect of this transaction14

on PGE’s financing cost for Port Westward?15

A. No.  First, let me explain how PGE plans to put in place long-term financing for16

Port Westward.  We will meet our immediate and short-term cash needs with a17

combination of cash on hand, commercial paper, and revolver draws.  We will18

issue long-term debt equal to about one-half of the cost of Port Westward to19

replace any short-term debt relied upon during the construction process, with the20

timing of issuing the long-term debt dependent on financial market conditions.  I21

                                                          
1 Moody’s has not yet issued any guidance regarding the effect of this transaction on PGE’s credit ratings.
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have already explained why I believe that this transaction will have no material1

effect on the cost of PGE’s senior secured debt.2

Q. Do you have an answer to Staff’s concerns about whether PGE would have3

access to equity financing to supplement the debt financing for Port4

Westward, given the need to maintain minimum equity at PGE at 48 percent5

(Staff/900, Morgan/13)?6

A. Yes.  Staff appears to be assuming that the only source for such equity is the7

equity market.  By far the most common source of equity financing for an8

established utility such as PGE is its retained earnings.  Assuming PGE increases9

long-term debt by $150 million for Port Westward and assuming that we were10

otherwise exactly at 48% common equity in our capital structure, we can maintain11

that capital structure by increasing retained earnings by approximately the same12

amount: $150 million.  This can occur during the years of Port Westward’s13

construction.  It does not require new equity from Oregon Electric or Oregon14

Electric’s investors or any other source than retained earnings.15

Very generally, the decision of how to finance capital expenditures with16

debt and/or equity and, if equity, whether through retaining earnings or seeking17

equity from investors is a Board’s decision to make.  If a company is publicly18

traded, this decision typically entails an assessment regarding what impact the19

issuance of additional stock will have on current shareholders’ value and of the20

likely price the market will offer for such stock.  A company that is trading below21

its book value typically will not  issue new stock because of the potential adverse22

effect on existing shareholders.  A utility’s other choice for financing major23
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capital investment is to increase the amount of debt in its capital structure, which1

it may also evaluate.    2

If this transaction closes, PGE’s Board will determine the means to3

finance PGE’s capital requirements, whether for new generating resources or4

standard system additions and replacements.  Staff’s assumption that all of this5

will require new equity from Oregon Electric is incorrect and the concerns6

expressed at (Staff/900, Morgan/28, lines 5-8) are unsupported.  Under PGE’s7

capital plan, PGE’s retained earnings will likely provide the necessary additional8

equity capital to meet the 48 percent minimum equity limitation on distributions.9

Q. Do you agree with Staff that PGE’s credit ratings will affect the interest PGE10

pays on power purchases (Staff/900, Morgan/12, lines 7-9)?11

A. No.  As long as PGE maintains its investment grade rating on an unsecured basis,12

no additional collateral will be required for PGE’s power purchases or sales.  The13

price at which a utility buys or sells power and fuel does not change as a result of14

that utility’s credit rating.  To the extent a utility’s unsecured credit rating falls15

below investment grade, that circumstance may affect the number of market16

participants willing to do business with the utility or require additional credit17

provisions but would not necessarily impact the contract prices. 18

IV. PGE’s Requirement to Make Dividend Payments19

Q. What testimony are you rebutting in this section?20

A. Throughout Staff and other parties’ testimony is a consistent concern with the21

dividends from PGE that Oregon Electric is relying on for cash to meet its debt22
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service and retire its debt (e.g., Staff/900, Morgan/9, lines 16-19).  I am concerned1

that this testimony reflects an implicit assumption that a stand-alone PGE would2

not need to make dividend payments.  This assumption is unfounded. 3

Q. Do stand-alone public utilities have dividend needs?4

A. Yes.  Historically, dividends were the primary means by which utilities provided a5

return to common shareholders.  Toward the end of the 1980s and early 1990s,6

some utilities adopted growth strategies as well, aimed at providing shareholder7

return through an increase in the price of the stock.  8

PGE is presently tracking the financial results of five utilities that we have9

identified as reasonably comparable to our situation.  These are: Idaho Power,10

Puget Sound Energy, Avista, Wisconsin Energies, and Unisource.  All are11

subsidiaries of publicly-traded holding companies.  PGE Exhibit 404 shows the12

dividend payout ratio for these utilities in 2003.  The ratio ranges from 35% to13

115% and I believe is consistent with what you would find across the industry.14

From 1991 until the merger with Enron, Portland General Corporation paid15

approximately $51 million per year in dividends.  And, of course, after the merger16

with Enron, PGE paid dividends to Enron until the second quarter of 2001.  These17

were approximately $80 million per year.  18

Q. Are there times that a publicly-traded utility will cut or suspend its19

dividend?20

A. Of course.  One circumstance would be an investment opportunity that the21

company’s Board decides is best funded with retained earnings.  The other22

circumstance in which this might happen is severe financial stress.  At such times23
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a utility must – through its Board – make the best decision it can how to meet the1

current and future needs of all of its stakeholders: customers, employees, and2

shareholders.  Market reaction may be severe and the utility’s stock may trade3

well below book value for some time, with the effects on the issuance of new4

stock that I noted above.5

Equity owners require a return on their investment, whether through6

growth in the value of the stock or dividends or both.  Oregon Electric is not7

unique in this regard.  8

V. Effect on PGE of Oregon Electric Debt9

Q. Is PGE responsible for the debt at Oregon Electric?10

A. No.  PGE is responsible for the debt it alone issues – no more, no less.  That11

PGE’s earnings will be paid to our shareholder as dividends to enable that12

shareholder to pay interest and retire principal does not make this PGE’s debt.13

The best illustration of this is the methodology by which the Commission sets14

rates for Oregon utilities.  The OPUC considers many costs, including the utility’s15

own debt, in setting fair and reasonable rates.  One thing it does not consider is16

the debt payment needs of the utility’s owner.17
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VI. Adjustment Clauses1

Q. Why has PGE sought, and continues to seek, rate recognition for costs such2

as hydro production or the effect of customer usage decisions on revenues?3

A. PGE has sought, and will continue to seek, rate recognition, including adjustment4

clauses when we believe that addressing particular cost or revenue elements5

through a rate-making mechanism provides customers the lowest cost or6

otherwise enables PGE to better balance the interests of investors and our7

customers.8

VII. California Refund Litigation9

Q. Your rebuttal testimony explained PGE’s principle on when it is appropriate10

to seek recovery of a liability from customers.  Please restate that principle.11

A. In general, if the liability or claim arises out of providing service to customers,12

relates to an asset that PGE has devoted to regulated retail service, or to a benefit13

that customers have already or will in the future receive, then we will seek14

coverage on the principle of matching costs and benefits.15

Q. CUB states its belief that this principle would not apply to the California16

refund matter (CUB/300, Jenks-Brown/23-24).  Do you agree?17

A. No.  I do not agree with CUB’s assertion that none of this liability should attach18

to customers.  This, however, is an issue for another proceeding.  When and if19

PGE requests a rate change, within the context of the 2001 PCA, due to the20

impact of refunds ordered to California, the Commission will decide this issue.21
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VIII. EWEB’s Requests1

Q. What is your response to EWEB’s surrebuttal testimony that you “made2

light” of its concerns (EWEB/200, Beeson/1, lines 24-26)?3

A. My testimony was not intended to do this.  Based on all the evidence presented in4

this case, I believe PGE will be able to properly discharge all its responsibilities5

for the decommissioning of Trojan without the need for additional conditions6

imposed by the Commission for the benefit of EWEB.  7

Q. Does this conclude your testimony?8

A. Yes, it does. 9
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List of Exhibits

PGE Exhibit Description

401 Acquired New Debt Since Enron Bankruptcy

402 Debt Maturity on Existing Debt

403 S&P Updated Analysis and Recovery Ratings

404 Dividend Payout Ratios


















