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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON
UM 1209

In the Matter of )

) BRIEF OF THE INDUSTRIAL
MIDAMERICAN ENERGY HOLDINGS ) CUSTOMERS OF NORTHWEST
COMPANY ) UTILITIES

)
Application for Authorization to Acquire )
Pacific Power & Light, dba PacifiCorp. )

)

Pursuant to the Oregon Public Utility Commission’s (“OPUC” or
“Commission”) January 18, 2006 Bench Request, the Industrial Customers of Northwest
Utilities (“ICNU”) submits this Brief regarding the Stipulation entered into between Mid-
American Energy Holdings Company (“MEHC”), and Staff, ICNU, the Citizens Utility
Board and other parties. The Commission has requested that the parties identify the
harms discussed in their testimony, and the mitigating measures in the Stipulation that
could potentially reduce those harms and provide benefits to Oregon ratepayers. This
Brief addresses those issues and identifies some of the remaining potential harms of the
application of MEHC to acquire PacifiCorp that are difficult to address with a specific
merger condition. The Commission should recognize that the Stipulation is based on the
unique record in this proceeding, represents a compromise in the positions of the parties,
including ICNU, and is, in ICNU’s view, the minimum set of conditions necessary to

meet the Commission’s net benefit standard.
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1. Financial Stability and Common Equity

The Stipulation is intended to address the significant risk of harm to
PacifiCorp’s financial stability that could have occurred under MEHC’s original proposal
to acquire PacifiCorp. The MEHC original proposal could have harmed PacifiCorp’s
financial stability in numerous ways, including: 1) MEHC’s weak credit rating and highly
leveraged capital structure is a threat to PacifiCorp’s financial health; and 2) the risk that
Berkshire Hathaway could change its commitments to PacifiCorp and harm PacifiCorp’s
long-term health. ICNU/200, Gorman/2-12. In addition, MEHC’s original proposal
provided MEHC the opportunity to potentially manipulate the common equity ratio. Id.
at Gorman/13-14.

The Stipulation includes ring-fencing conditions that improve on those
included in MEHC’s original application, help to potentially mitigate the threats to
PacifiCorp’s financial stability, and reduce the possibility that MEHC may manipulate
PacifiCorp’s common equity. Among other things, PacifiCorp and MEHC will have to
maintain separate debt and stock, provide access to information, make commitments
regarding dividends, and not request a higher cost of capital as compared to what
PacifiCorp’s cost of capital would have been. The Commission will be required to
carefully monitor and enforce these provisions to ensure that they actually protect
PacifiCorp and its ratepayers from potential financial instability and common equity
manipulation. Finally, these ring-fencing conditions are an improvement over the

existing ScottishPower ring-fencing provisions.
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2. Rate Stability

Certain provisions of the Stipulation are intended to address the possibility
that customers may face greater rate instability or rate increases under MEHC. The
acquisition could harm ratepayers by increasing rates, charging customers the acquisition
premium, and potentially damaging PacifiCorp’s debt ratings. ICNU/200, Gorman/17-
24. The Stipulation includes a provision designed to ensure that PacifiCorp will exclude
the acquisition premium from utility rates, numerous commitments that PacifiCorp will
not otherwise seek a higher revenue requirement, and short-term protection from a ratings
downgrade related to Berkshire Hathaway. These commitments could adequately protect
against some of the potential harms of MEHC ownership, if the Commission vigorously
and effectively ensures that they are complied with.
3. Customer Benefits

In addition to the significant potential harms, ICNU’s testimony stated that
MEHC’s application to acquire PacifiCorp did not include any meaningful benefits for
customers. The commitments made by MEHC in its application and supporting
testimony were primarily the continuation of existing PacifiCorp activities or new
obligations that represented the minimum requirements of any prudent utility.
ICNU/100, Canon/2. MEHC’s application failed to include any rate credits and did not
identify the benefits to individual states. Id.

The Stipulation significantly improves upon MEHC’s application by
providing for up to $142.5 million in system-wide offsetable rate credits. Oregon is
guaranteed to receive its pro rata share of these benefits. These benefits include the
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removal of the high cost West Valley lease, and cost reductions related to corporate
overheads, affiliate services, and A&G reductions. It is important to customers that
MEHC has committed not to increase certain costs such as insurance and certain affiliate
costs. Whether Oregon will benefit from these rate credits will depend on whether the
Commission will carefully ensure that these rate credits are actually passed on to
ratepayers.
4. Interstate Cost Allocation

A potential harm of the MEHC acquisition of PacifiCorp is the risk that
Oregon ratepayers may be required to fund significant new transmission improvements
that only benefit the Company’s eastern control area. ICNU/300, Wolverton/2-7. The
Stipulation does not address this concern and does not mitigate this potential harm.
Instead, the Commission will be required to carefully review this and other unresolved
interstate cost allocation issues in future PacifiCorp rate cases. Nonetheless, the
Commission should review the Stipulation as a whole, and not reject the proposed
acquisition on this basis. ICNU believes that, as an entire package, the Stipulation should

be approved and is in the public interest.
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Dated this 6th day of February, 2006.
Respectfully submitted,

DAVISON VAN CLEVE, P.C.

Melinda J. Davison

Irion Sanger
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Portland, Oregon 97204

(503) 241-7242 phone
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