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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON
UM 1224
In the Matter of
UTILITY REFORM PROJECT and KEN STAFF’S OPENING BRIEF

LEWIS,

Application for Deferred Accounting.

I. INTRODUCTION
In Order No. 07-351 the Commission granted a deferred accounting application filed by
Utility Reform Project (URP) and Ken Lewis. The Commission found that the passage of SB
408 was an unexpected event with impact sufficient to warrant the exercise of the Commission’s
discretion in granting the deferral. Id. at 7. The Commission directed Portland General Electric

Company (PGE or Company) to

“calculate the deferred amount using the methodologies for determining taxes
collected and taxes paid adopted in OAR 860-022-0041. By December 1, 2007,
PGE shall make a filing that contains the calculation of the deferral amount and
the earnings test, so that the Commission can make a determination for a rate
adjustment concurrent with the first automatic adjustment clause rate change
currently scheduled for June 1, 2008.”

Id. at 7-8 (emphasis in original). The Commission also indicated that it would review PGE’s
earnings at the time it considers amortization of the deferral citing ORS 757.259(5). Id. at 8.
PGE filed testimony that used three methods to calculate the deferred amount. However,
only one is consistent with OAR 860-022-0041 as directed in Order No. 07-351. PGE’s
calculation that uses the SB 408 methodology calculates the deferral at $26.6 million. Staff
agreed with the Company’s analysis with one minor adjustment that reduces the deferral to $26.5

million.! PGE indicated in its rebuttal testimony that it agrees with Staff’s adjustment. See PGE

! Staff adjusted the taxes paid and the taxes collected regarding the deferred amount for Multnomah income tax. See
Staff/100, Owings/3.
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Exhibit 200/Hager-Tamlyn-Tinker/2-3. Thus, both the Company and Staff agree that the deferral
amount is $26.5 million following the SB 408 methodology.’

Regarding the earnings test applied to the method discussed above, the evidence shows
that PGE’s earnings are several hundred basis points below its authorized rate of return.
Accordingly, Staff believes that the Commission should not require PGE to amortize the deferred
amount due to the outcome of PGE’s earning test.

As noted above, PGE’s testimony includes two alternative methods that consider what
the Company terms the “double whammy.” Both alternatives are inconsistent with the
methodologies for determining taxes collected and taxes paid adopted in OAR 860-022-0041.
Accordingly, they are contrary to Commission’s directions in Order No. 07-351.

I1. DISCUSSION

a. Calculation of deferred amount

Staff and the Company agree that the deferral amount is $26.5 million using the SB 408
methodology.

b. Earnings test

The Commission indicated that it would review PGE’s earnings at the time it considers
amortization of the deferral citing ORS 757.259(5). Id. at 8. Order No. 93-257 (Dockets UE
82/UM 445), contains the Commission’s most thorough discussion of the earnings test
standards. The order refers to Exhibit A of an adopted stipulation and standards for earnings test.
Id. at 9. That exhibit, attached to the order as Appendix A, describes alternative earnings test
standards for both deferred costs and deferred refund amounts. A copy of Order No. 93-257 and
Appendix A are attached. Staff requests that the Commission take official notice of these
documents pursuant to OAR 860-014-0050(1)(c). Refunds would be required only to the extent

earnings for the deferral period would fall below a minimum reasonable rate of return after the

2 Neither URP nor Ken Lewis filed testimony.
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refund or, alternatively, would exceed a maximum reasonable rate of return without the refund.
See Appendix A at 8.
Here, Staff found that PGE’s earnings provided approximately 6.92% return on equity,

more than 450 basis points below the authorized return of 10.5% ROE. See Staff /100,

1

2

3

4

5 Owings/1-2. And if the Company was required to refund the $26.5 million related to this

6 deferral, its earnings would provide 6.11% overall rate of return and 5.28% ROE. See Staff

7 Exhibit/100, Owings/8; Staff Exhibit/102, Owings/1, Column 4. Thus, the evidence shows that
8 PGE's earnings are well below even the minimum reasonable level, so the Commission should
9

not require any refunds (that would only serve to drop the earnings further). See Staff/100,

10 Owings/3.
11 c. PGE’s alternative methodologies
12 PGE argues that because this deferral is under ORS 757.259 and the Commission has

13 broad authority to determine how to calculate any deferral amount associated with the deferral
14 period, the Commission should consider alternatives to the SB 408 methodology because of the
15 *“double whammy” problem and various asymmetries. See PGE Exhibit 100/Hager-Tamlyn-

16 Tinker/10. PGE, citing Order No. 06-532, argues the Commission indicated that it would

17 consider “double whammy” in the context of other proceedings. See PGE Exhibit 100/Hager-
18 Tamlyn-Tinker/10. Under PGE’s alternative methodologies the deferred amount would be either
19  zero or $20.9 million. See PGE Exhibit 200/Hager-Tamlyn-Tinker/3.

20 Staff agrees with PGE that this is a deferral under ORS 757.259.% But, as PGE

21 acknowledges, the Commission has broad authority to determine how to calculate the deferral

22 amount. The Commission here exercised its discretion when it determined that the Company

23 should “calculate the deferred amount using the methodologies for determining taxes collected

24 and taxes paid adopted in OAR 860-022-0041.” Order No. 07-351 at 8. (emphasis in original).

% See Order No. 07-351 at 7-8.
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PGE neither argues nor shows that the Commission abused its discretion in directing the
Company to calculate the deferral amount based on the SB 408 methodology.

Moreover, the Company makes no persuasive case showing why the Commission needs
to consider the “double whammy” in this proceeding. The Company itself acknowledges that
regardless of the method the Commission chooses to calculate the deferral, the PGE’s earnings
are so far below the authorized rate of return during the earnings period, no amortization should
occur. See PGE Exhibit 100/Hager-Tamlyn-Tinker/2, 13, 16. If there is no amortization
regardless of the method the Commission chooses to calculate the deferral, then there is no
reason for the Commission to consider or decide the company’s “double whammy” arguments
here.

I1l. CONCLUSION

For the reasons discussed above, the Commission should calculate the deferral at $26.5
million, but it should not require amortization of the deferral because the Company’s earnings
are far below its authorized rate of return during the earnings period.

DATED this 14th day of April 2008.

Respectfully submitted,

HARDY MYERS
Attorney General

s/David B. Hatton

David B. Hatton, #75151

Assistant Attorney General

Of Attorneys for Staff of the Public Utility
Commission of Oregon
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ORDER NO. 9 3~257
enterep FEB 2 2 1993

BEFORE THE PUBLIC UTILITY COMMISSION
O OREGON

UE 82
UM 445

1 the Matter of the Revised Tariff Sheets )
iled by PORTLAND GENERAL ELECTRIC )
OMPANY to Implement the Provisions of )

)

rder No. 91-1781. UE 82 ORDER

' pproviog Defen‘al of Costs. UM 445

DISPOSITION: STIPULATION ADOPTED IN PART
BACKGROUND

‘ In March, 1991, the Trojan nuclear plant, owned by Portland General Electric
Company (PGE), went out of service for a nommal two-month refueling. Unexpectedly,
JTrojan’s steam generator tubes required analysis and repair, and the plant experienced an
extended outage to complete that work. Costs of power to replace the power Trojan would
have generated were estimated at between $300,000 and $600,000 per day.

On November 1, 1991, PGE filed an application to defer Trojan 1epiacement

POW{‘.‘J costs pursuant to ORS 757.259 and OAR 860-27-300. That matter was docketed as

UM 445. On November 12, 1991, PGE filed an application for a temporary price increase by

means of a replacement power cost adjustment, to take effect on December 1, 1991, That

application, docketed as UE 81, also requested that PGE be allowed to continue deferral of

- the balance of the replacement power costs. PGE assumed that this relief would supersede :
. UM 445 with respect to costs incurred after December 1, 1991, :
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On December 11, 1991, the Commission held a special public meeting to consider
tecues raised in UM 445 and UE 81. Commission staff, after reviewing PGE’s applica-
?Elgﬁ .submitted a report and recommended that the Commission: 1) suspend the rate schedule
Es'(SPosed by PGE in UE 81; 2) allow PGE to defer 90 percent of the Trojan outage power
rom November 1, 1991, through March 31, 1992, or until Trojan retwmned to service
hever was sooner); and 3) allow PGE to submlt a rate filing under ORS 757.210 to

tize the deferral amounts beginning January 1, 1992. PGE concurred in the recommen-
1s. The Commission issued Order No. 91-1715, entered on December 11, 1991,

_refred expenses in rates, as provided by ORS 757.25%4). The Commission authorized PGE
oibegin amortizing deferred sums as they accrued. The monies collected under the tariff

Theé Comumission ordered PGE to file a tariff reflecting the commencement of
(tization as an increase in rates under ORS 757.210, in an amount designed to amortize

eferrals. The Commission directed that the filing be submitted to become effective on
pary 1, 1992. PGE collected monies under the tariff filing in its Trojan Outage Cost

termme what portion of the deferred sums should be absorbed by PGE and whcther refunds
should be made with respect to any amount collected. The Commission directed that a

aring be held in mid-1992 or soon thereafter, to make these determinations and to set the
nal amortization rate for the deferred account balance. The Commission directed that the
amings period for the deferred accounting earnings test should be the 12-month period

ding March 31, 1992.

i On March 27, 1992, Commission staff sent a letter to all parties in UE 82/UM 445
ntaining the earnings test standards it proposed for deferred accounting amortization
views.
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On April 9, 1992, the Commission issued Order No. 92-542 to clarify the relation-
etween UB 81, UM 445, and UE 82. The Commission explained that PGE had applied
rease rates to offset replacement power costs but that the Corrnission, on its own

on, had chosen an alternative course, authorizing deferral of the replacement power costs.
ght to amortize derived from the tariffs filed by PGE in response to Commission

jon, and the tariffs were not suspended by the Commission. Thus monies collected

+ PGE’s tariff filing were collected subject to refund, with a hearing to determine the

%

y ""y of the utility to absorb the deferred costs. ORS 757.215(4) and 757.259(4).

7“pcndp§ A. Under the stipulated earnings test, PGE would recover the deferred replacement
Wer costs without refund.. Staff filed testinony supporting the stipulation. The Utility
form Project (URP) also filed testimony. All UE 81 and UE 82 testimony was received

o evidence by stipulation of the parties at hearing. All parties had full opportunity for
ss-exarnination. Opening and closing briefs were filed.

DISCUSSION

Positions of the Parties. PGE and staff urge that their stipulation be adopted as a
casonable resolution of this proceeding. URP opposes the stipulation and filed a brief in
pposition. Oregon Committee for Equitable Utility Rates (OCEUR) does not oppose the
pulation but challenges its reasoning and asks the Comrmission to disclaim precedential
‘ffect for the stipulation, should it be adopted. PacifiCorp supports the method for applying
he earnings test, Without elaboration, PacifiCorp states that it does not agree to the

tipulated midpoint return on equity, the range of reasonable returns on equity, the benchmark
eturn on equity, or the methods used in determining these returns.

Evidentiary Xssues. During the hearing, counsel for OCEUR asked Kelley
Marold, a PGE witness, two questions "subject to check." It was agreed that PGE could
espond to the record on October 23, 1992. The first question was whether the information
ontained in OCEUR Exhibit No. 1 is consistent with the net variable power costs from

UE 79 and the stipulation in UE 79." The second question was whether OCEUR Exhibit No.
reflects the stipulated net variable power costs and the cost model assumptions used for the
tipulation between staff and PGE in this proceeding.

' UE 79 is the docket number for PGE’s most tecent general rate case. The order in question is No. 91-186;
the stipulation is attached (o that order as Appendix C.

i
k!
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After checking, PGE submitted its responses as PGE Exhibit 4. PGE does not

pt that the numbers in Exhibit 1 are contained in the order or stipulation, but agrees that
1ibit 1 is not-inconsistent with the UE 79 numbers. The page attached to PGE’s exhibit
sws which numbers on OCEUR Exhibit 1 were included in the order and stipulation and
hich were not.. It also shows inconsistencies and omissions in the numbers in the OCEUR
Fhibit and challenges one of OCEUR’s assumptions about the order in UE 79. As to
OGEUR Exhibit 2, PGE asserts that it reflects the cost model assumptions used for the
jpulation in UE 82. The stipulated net variable power costs are derived from the cost model
%sult, with an adjustment.

: PGE moves the Commission to accept its response into evidence or, in the
i_iemative, to strike OCEUR Exhibits 1 and 2 as without foundation. PGE's Exhibit 4 is the
vited response to OCEUR'’s exhibits presented subject to check and is received into
vidence.

OCEUR moves the Commission to accept into evidence two pages that were
jadvertently omitted from its Exhibit 3 at the time of hearing. According to OCEUR, the
wo pages were part of a four-page response that OCEUR received from PGE in response to a
érbal data request. The first two pages were introduced into evidence at the hearing;

CEUR did not discover until recently that the last two pages were not mcluded.

PGE opposes this request for the following reasons. There is no record of this data
equest during the window provided by the Commission for data requests. This material was
ot provided to all parties in this matter before the close of the record. It was not authenti-
ated by any PGE or other witness. Finally, there was no opportunity to cross-examine a
ponsoring witness about the purpose or source of the documents. The Commission agrees
ith PGE and will deny OCEUR’s motion. '

URP’s Arguments.

Procedural Matters. URP raises a number of procedural objections to PGE's
implementation of the rate increase. As a consequence of all these procedural defects,
according to URP, the rate increase is invalid and PGE must refund the revenue already
collected. URP argues that PGE implemented the rate increase in violation of OAR
860-22-015, by failing to file the tariffs at least 30 days before the effective date of the rate
change. URP also maintains that PGE implemented the rate increase in violation of OAR
860-22-017, by failing to “inform its customers of the filing” within 15 days of filing the
tariffs with the Commission in the manner prescribed by OAR 860-22-017.




ORDERNO. § 3 = 2 5%

In UE 81, PGE filed Advice No. 91-24, requesting a rate increase. The

public notice required by OAR 860-22-017 was published, and PGE requested waiver of OAR
860-22-015 in seeking to have the Commission allow the tariffs to become effective in less
than 30 days. But the Commission suspended the filed tariffs in Order No. 91-1715 and in
Order No. 91-1781 ordered PGE to file alternative tariffs to become effective on or after
January 1, 1992, URP’s argument is irrelevant, because notice is not necessary when the

- Commission orders a utility to file tariffs. ‘

URP also contends that PGE implemented the rate increase in violation of OAR

- 860-22-025(2)(b) and (c) by failing to include a statement setting forth “the resulting change
in annuval revenue” and by failing to include a detailed statement of the reasons for the
proposed change. Finally, URP argues that PGE implemented the rate increase in violation of
- OAR 860-22-030(1)(c) by failing to include with ifs filing a detailed statement of the reasons
. for the proposed increase.

PGE filed Advice No. 91-28 on December 23, 1991, to implement the provisions
of Order No. 91-1781. That filing was in compliance with the requirements of OAR
860-22-025(2)(b) and (¢) and QAR 860-22-030(1)(c). The filing included comparisons of the
billings before and after the rate change, a statement of effect on customers, and estimates of
the annual chiange in revenues. The filing also stated that the grounds relied on were the
provisions of Order No. 91-1781. o

The Commission concludes that PGE did not violate the Commission's administra-
tive rules as alleged by URP. The filings in dockets UE 81 and UE 82 comply with all
technical requirements for filings. Even if PGE's compliance were not complete, its deficien-
cies would have been merely technical and would not have invalidated the rate increase.
ORS 756.062(1) provides: '

A substantial compliance with the requitements of the laws administered by the
commission is sufficient to give effect to all the rules, orders, acts and regulations of
the commission and they shall not be declared inoperative, illegal or void for any
omission of a technical nature in respect thereto. .

-ORS 756.598(2) provides that “errors in procedure shall not be cause for reversal or remand
unless the court finds that substantial rights of the plaintiff were prejudiced thereby.” URP
“does not argue that the substantial rights of customers were prejudiced by the procedure
-employed in these dockets.
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Target Rate of Return. URP's next objections arise from URP's claim that PGE

s been granted an interim rate increase rather than being allowed to defer expenses and
hortize the deferral. URP contends that, because the Commission allowed PGE to put the
'ojan 1eplacement power rate increase into effect on an interim basis, ORS 757.215(5)
applies. Under that statute, the starfing point for determining the appropriate return on equity
January 1, 1992, the date the interim increase takes effect, not April, 1991. The riskless

te of return for the period beginning January 1, 1992, is considerably less than that for the
riod beginning April 1, 1991, the eamings test period specified by the Commission in Order _
No. 91-1781 at 5. i

The statute relied on by URP is not the basis for the Commission’s decision. The
ommission did not give PGE an interim rate increase in Order No. 91-1781, but substituted
deferred account coupled with partial, immediate amortization. Authority to defer a cost is
not: in itself a ratemaking decision, and rates do not change because of it. The right to
amortize defexred sums is accomplished by a separate application under ORS 757. 210. The
futility must file a-tariff to increase rates to amortize the deferral. See ORS 757.259(4). The

- tariff filing is subject to suspension under ORS 757.215, but was not suspended here. It is
dppropriate for the Commission to use ORS 757.259 to determine whether to permit amortiza-
on of the remainder of the money in the account.

Additionally, the function of an interim rate increase is different from that of an
crease resulting from a deferral and amortization. Interim increases compensate a utility for
@ngomg expenses or for investment expectcd to last several years. When an interim rate
crease is granted, it is expected to remain in place indefinitely. Here PGE received a finite
m designed to offset a temporary increase in expenses lasting a few months.

Because the Commission granted PGE a deferral and amortization, the eamings test
period should begin on April 1, 1991, as specified in Order No. 91-1731. "URP's argument is
incorrect.

URP further argues that the return on equity should be adjusted to account for non-
Trojan related earmings attrition experienced by PGE. URP argues that if Trojan had operated
as expected, PGE would have earned 9.57 percent retum on equity. URP concludes that PGE
was experiencing a 293 basis point attrition of earnings not related to the Trojan outage. That
is, the 9.57 percent rate is 293 basis points (2.93 percent) below PGE's 12.5 pexcent autho-
ized rate of return. URP urges that the Comumission not allow PGE to retain earnings above
the level of what its earnings would otherwise have been, because that would indemnify PGE
for factors not related to the outage. URP contends that with a riskless investment rate
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‘benchmark of 6.78 percent (based on its starting point for the riskless investment rate of
January 1, 1992), a 4 percent equity premium (suggested by staff), and a 293 basis point
downward adjustment for non-Trojan related attrition, the appropriate target return on equity
-is 7.85 percent.

"URP’s proposed adjustment is irrelevant to an earnings test. The earnings test,
coupled with deferral and amortization, is designed to ensure that utilities do not receive the
extraordinary relief of retroactive rate making for added costs when earnings exceed a
reasonable rate of return. The sole issue is whether a utility’s eamnings for the test period
enable it to absorb a cost that has been approved for deferral. Therefore, the earnings
calculation should approximate the actual eamings realized by the utility during the test
period. URP’s proposal does not help evaluate whether PGE has excess earnings to offset its
deferred cost. Actual eamings and reasonable rate of return serve as the primary basis for
,addlessmg the requirements of ORS 757.25%(4).

URP’s_concern that allowing PGE to recover deferred costs for the Trojan outage
would indemnify the company for factors not related to the outage is not well founded.
‘Staff’s closing brief provides a hypothetical example that clarifies why recovery does not
wmdemnify PGE for other expenses. Assume a utility with $1,000 of revenues, $500 of
operating costs, and a rate base of $5,000. Its net operating income is $500, yielding a
‘10 percent rate of retum, which is its authorized rate. Assume that the utility experiences
$100 of added costs not related to Trojan. Its operating income drops to $400, resulting in an
‘8 percent rate of return. Now the utility incurs $200 of expenses related to Trojan, Its net
operating income declines to $200, yielding a 4 percent rate of return." If the Commission
allows the utility to recover $200, that keeps the tate of return at 8 percent. PGE is not
indemmnified for the $100 of non-Trojan costs.

Rate Base. URP next contends that under ORS 757.355, Trojan should be
removed from the rate base during its extended outage period. ORS 757.355 provides:

“No public utility shall, directly or indirectly, by any device, charge,
demand, collect or receive from any customer rates which are derived
from a rate base which includes within it any construction, building,
installation or real or personal property not presently used for providing
utility service to the customer.”

URP concludes that PGE's requested rate increase should actually be a rate reduction.
URP i1s incorrect. According to a recent Attorney General Letter of Advice,

OP-6454, dated June 8, 1992, ORS 757.355 applies only to plant that has never been in
service. That position is also consistent with the Commission’s holding in Portland General
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ectric Company, Order No, 79-055 at 22, where we stated that Ballot Measure 9 (codiﬁed
ORS 757.355) does not require plant to be removed from rate base, although it may be out
service for “maintenance, malfunction, or modification.” '

Selective Updating; Reasonable Range of Return on Equity. URP urges that
teationi and amortization of a deferred account outside a general rate case is an extraordinary
roceeding, as it deprives parties of the opportunity to examine all factors affecting the

tility's costs and revenues. It would be improper, according to URP, to allow PGE to update
rates to account for only one element of increased cost without concurrently accounting for
hanges in the other factors. Therefore, changes resulting from the creation and amortization
f deferred accounts should be minimized. URP acknowledges that there has been some
ftempt to examine other factors in this case, but believes that the examination has not been

s comprehensive as in a general rate proceeding.

Staff’s position, according to URP, would maximize the opportunity for rate
hanges through selective updating. Allowing PGE to retain an “interim increase” even if its
‘armings without it were within the reasonable range would reward utilities for incurring
nexpected costs and for seeking interim relief (or deferred revenue accounts with later
mortization), because doing so would enable the utility to increase its return on equity up to
level 50 basis points higher than the benchmark return on equity adopted in the most recent
eneral rate case. This would encourage frequent deferred revenue account filings and
ndermine the integrity of basic rate cases. URP urges the Commission to require PGE to
‘efund all sums collected in excess of the minimum of the reasonable range.

The Comumission agrees that extraordinary selective updates should be minimized.
Minimizing selective updates should occur in the process of approving or disapproving -
eferred accounting applications, however, which is a matter for the Commission’s discretion.
URP’s objections in this instance are less to the eamings test than to approval of deferred
ccounting applications. The Commission can take into account any manipulation of the
ategrity of rate cases in determining whether to permit deferrals at all. The issue of selective
pdating is much less important once the deferral has been approved, as here.

Finally, URP argues that the Commission should not allow PGE to retain the
interim rate increase” unless PGE’s rate of return on equity would otherwise fall below the
easonable range (50 basis points lower than the target return on equity). This argument is
milar to OCEUR’s, and is discussed below.
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OCEUR's Argu'ments.

OCEUR does not oppose the stipulation between staff and PGE, but makes two
nments that deserve discussion. OCEUR believes that two aspects of the methodology
erlying the stipulation are flawed and urges the Commission not to treat the stipulation as
-ecedent for future earnings tests. OCEUR asks the Commission to institute guidelines
nsistent with its comments, if the Comumnission intends to establish firm parameters for
ture eamings tests. :

Power Cost Issue. OCEUR challenges the stipulation's power cost determination
d the standards used for the earnings test. Its argument with respect to power costs is
based on language from the ordering paragraphs of Order No. 91-1781, at 5: “Eamings data
1all be in accord with the Comimission decisions on ratemaking issues in UE 79, with the
ception of the rate of return. The relevant rate of return is the reasonable rate of return
for the 12-month period ending March 31, 1992.” OCEUR believes that the stipulation
parts from this directive in that it calculates normalized power costs using updated )
ailability factors for generating facilities. OCEUR argues that the actual power cost figures
from the UE 79 stipulation and order should be used. The ratemaking assumptions used for
mings tests, OCEUR argues, should be based on the utility's most recent general rate case.
The earnings test method in Order No. 91-1781 does not specify that the eammgs
data must come from the UE 79 order or stipulation, but that they must be in accord with it.
1e Commission interprets this to mean that the method used to calculate data must be in
keeping with the decisions in UE 79. Staff and PGE used the UE 79 method of normalizing
power costs, but supplied updated information on plant availability. This approach is
consistent with the eamings test requirements in Appendix A of Order No. 91-1781. The
Commission concludes that the stipulation properly employed updated figures for power cost
construction.

Earnings Test Standards. Both URP and OCEUR oppose the stipulation's proposed
eamings test standard. To determine whether full recovery of the TOCAA is appropriate, the
stipulation establishes a return on equity benchmark of fifty basis points around an 11.35
percent midpoint. It then recommends allowing recovery unless the resulting test period
eturn on equity exceeds 11.85 percent, the upper end of the range.

Exhibit A to the stipulation discusses alternative standards for judging the results of
deferred accounting earnings tests, and describes the least and most restrictive standards (at
5-7). The least restrictive standard is the one employed in the stipulation: to allow amortiza-
- tion of deferred costs (debits) in rates unless recovery will cause earnings to rise above a
maximum reasonable level and to allow amortization of deferred income amounts {credits) in
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rates unless refund will cause earnings to fall below a minimum reasonable level. Allowing
amortization of deferred costs up to the top of the reasonable range benefits the utility;
allowing amortization of deferred income to the bottom of the range benefits the customers.

OCEUR and URP argue for the most restrictive standard, which allows amortiza-
tion of deferred costs in rates unless recovery will cause earnings to rise above a minimum
reasonable level, and allows amortization of deferred income amounts in rates unless refund
will cause carnings to fall below a maximum reasonable level. This alternative benefits the
customers in deferred cost situations and the utility in deferred income cases. Exhibit A
assumes that the approach to earnings tests should be symmetrical, and both alternatives that
. it sets out are symimetrical.

Staff and PGE point out that their proposed standard would maximize amortization
of approved deferrals for costs and for benefits to customners. As a matter of policy, staff
wishes to give the Commission the widest possible latitude to accept or reject deferred
accounting proposals. Considerations other than earnings would be relatively more important
if the Commission adopts this standard rather than a more restrictive one.

According to OCEUR, the stipulation’s proposal that PGE retain earnings up to the
top end of the reasonable range establishes disincentives for efficient utility management.
This concem is similar to URP’s contention that allowing retention of earnings up to the top
end of the reasonable range rewards a utility for incurring unexpected costs. A utility could
incur unexpected costs and after deferral retain earnings up to 50 basis points above the
determined rate of return on equity, whereas another utility could achieve significant savings
and after deferral be obligated to refund everything above the low end of the reasonable
range. OCEUR, like URP, advocates reversing the proposal in the stipulation and allowing
deferred costs to be amortized in rates only if eanings are below the bottom of the range,
while requiring deferred benefits to be refunded only if earnings exceed the top of the range.

; Staff argues that the Commission's focus should be on when and whether to allow
“deferred accounting and amortization. Once that decision has been made, it is consistent with
the policy of allowing deferral and amortization for the Commission to allow as liberal a
recovery as possible. OCEUR's standard would make deferral and amortization least

" probable. The incentives and disincentives in OCEUR's hypothetical can easily be mitigated,
- according to staff, in the decision on whether to allow amortization and deferral.

The Commission agrees that the decision to allow deferral and amortization can
mitigate the disincentive effect of the eamnings test standard proposed in the stipulation. In
Order No. 91-1781, for instance, PGE was permitted to defer and amortize only 90 percent of
its replacement power costs. However, some disincentive still remains. OCEUR's point
about the incentives established by the earnings standard in the stipulation is well taken. A

10
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utility has less incentive to contain costs knowing that the standard for earnings test reviews

permits the Commission the option of requiring refunds down to the bottom of the range. A

utility will also have less desire to contain costs where deferred costs can be recovered to the

top of the range. The earnings test standard in the stipulation also shifts the risk of unexpect-
ed expenditures to ratepayers to a greater extent than necessary.

OCEUR’s and URP’s proposal to use the minimum end of the range as a trigger
for collecting deferred expenses and the maximum end as a trigger for refunding deferred
benefits may create better incentives. The record is inconclusive, however, on how frequently
deferred benefit applications are filed compared to deferred expense applications. If many
more deferred expense accounting applications are filed, the stipulation’s proposed standard
would unreasonably advantage the utility. URP’s and OCEUR’s proposal would unreasonably
disadvantage the company under these circumstances.

The problem of uncertainty about the effects of either standard results in part from ‘

an assumption that the recovery and refund benchmarks must be symmetrical. The Comunis-
sion does not believe that symmetry is necessarily desirable in designing carnings tests for
deferred accounts. Instead, the earnings test should be designed to further the purpose of the
deferral in the first instance. Because deferral and amortization is an extraordinary proceed-
ing, the earnings test could well vary with the circumstances of each case. In any event, the
Commission will not now estabhsh an earnings test standard with implications beyond this
docket.

In the present case, the Copwnission adopts the stipulation as to the facts it sets
forth. Those facts incinde the figures on PGE’s normalized utility operating income and rate
base with and without recovery, and PGE’s rate of retun on total capital and rate of return on
equity with and without recovery. The Commission also adopts the 11.35 percent midpoint
and the reasonable range of 50 basis points around the midpoint. No other party has
produced figures to call the midpoint into question for the relevant period.

The Commission does not adopt the 11.85 percent benchmark return on equlty or
the earnings test standard set forth in Paragraph 5 of the stipulation.

For the purposes of this earnings test only, the Commission concludes that PGE’s
eamings with recovery are reasonable. They are i the bottom half of the reasonable range,
and PGE should be allowed to recover the entire amount of its TOCAA,

In the future, the Comumission intends to.tailor earnings tests to fit the type of
deferral. For example, if the Comumnission authorized deferral of an emergency increase in
cost, the earmungs test applied might allow a utility to amortize the deferral to the extent that
it brings the utility’s earnings for the period up to the bottom of a reasonable range. This

11
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" ype of eamnings test could also apply to gas tracking cases. In this way, the Commission
could encourage the utility to control its costs.

If the deferral was designed to create a fund for the benefit of customers, the
-eamings test might require the utility to refund the deferral except for the portion necessary to
bring the utility’s earnings up to the bottom of the range of reasonable rates of return. The
garnings test policy in this situation would return to the ratepayers amounts deferred for their
“benefit to the maximum extent possible consistent with fair treatment of the utility.

If the deferral was of a cost that was intended to be boime by customers, but was
delayed for the purpose of more appropriately matching the cost with related benefits to
customers, the earnings test applied might allow the utility to amortize the deferral except to
the extent that recovery would cause rates to exceed the top of a reasonable range of return
for the deferral period. This approach would allow the Commission to better match costs and
benefits without unduly limiting the utility’s ability to take advantage of favorable economic
conditions.

The record in this case presents the Commission with a limited range of options.
These examples show the types of factors that the Commission could also consider in future
eamnings test ‘proceedings. When such cases arise, the parties should analyze the specific
circumstances: surrounding the deferral, and the record should exhibit that analysis. Recom-
mended eamings test treatments should be designed to further public policy goals related to
the specific deferral.

CONCLUSIONS

1. The Cormunission adopts the facts set forth in the stipulation between PGE and
Commission staff.

2. The Commission adopts the reasonable range of return on equity set forth in
the stipulation.

3. The Commission does not adopt the 11.85 percent benchmark or the earnings
test standard set forth in the stipulation. '

4. PGE’s rate of retumn for the earnings test period, 11.29 percent, is reasonable,
and PGE should be allowed to retain all monies in its TOCAA.

12
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ORDER

IT IS ORDERED that:

1. The stipulation between PGE and Commission staff is adopted as to its facts
and its reasonable range of return on equity.

2. 'The stipulation between PGE and Commission staff is not adopted as to its
11.85 percent benchmark for recovery of the full amount of its TOCAA or as

to its earnings test standard.

3. PGE shall recover the full amount of its TOCAA.

Made, entered, and effective E EB 2 2 IQQB .

Ron Eachus Joan H. Smith
Chairman Commissioner

Aodoid
Ry

éy}w L e

: ger Hamilton
Commissioner

A party may request rehearing or reconsideration of this order pursuant to ORS 756.561. A
party may appeal this order pursuant to QRS 756.580.

13
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BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

UE 82
UM 445

In the Matter of the Revised Tariff
sheets Filed by. PORTLAND GENERAL
ELECTRIC COMPANY to Implement the

“ provisions of Order No. 91-1781. UE 82 STIPULATION

In the Matter of the Application of
PORTLAND GENERAL ELECTRIC COMPANY

for an Order Approving Deferral of
Costs. UM 445

L e

STIPULATION

On December 20, 1992, the Oregon Public Utility Commission
(Commission). entered Order 91-1781 that authorized Portland
General Electric Company (PGE) to file rates to defer and
amortize, with interest, 90 percent of Trojan outage power costs
as defined in Appendix "A" of the Order from November 1, 1991,
until the garlier of Trojan's return to service {(March 6, 1992)
or March 31, 1992. The Commission opened this investigation to
determine what portion of the deferred sums, if any, should be
absorbed by PGE. '

PGE and Staff have resolved the issues in this docket and
hereby agree to the following: '

1. PGE's replacement power costs for the deferral period
are reasonable and the method of calculation of those costs
comports with the method recommended by Staff and adopted by the
Commission in Order 91-1781.

2, The appropriate method to review PGE's earnings for the
12 months ending March 31, 1992 to determine what portion of the
deferred power costs in the Trojan Outage Cost Adjustment Account
(TOCAA), if any, should be absorbed by PGE is to use the approach
set forth in Exhibit A to this Stipulation. This method is based
on a determination of "normalized earnings" for the earnings
period.

3. PGE's normalized Utility Operating Income and Rate Base
for the earnings review period, without recovery of the TOCAA,

are $136.347 million and $1,576.315 million respectively. PGE's
Rate of Return on Total Capital without recovery is 8.65 percent,

1 - UE 82/UM 445 STIPULATION
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and Return on Equity without recovery is 9.25 percent. With
‘recovery of the TOCAA balance, PGE's nermalized Utility Operating
‘Tncome and Rate Base are $150.402 million and $1,576.74% million
espectively. PGE's Rate of Return on Total Capital with
recovery 1is 9.54 percent and Return on Equity with recovery is
11.29 percent. See Exhibit B to this Stipulation.

4, The appropriate ROE benchmark to determine whether full
recovery of the TOCAA is appropriate is 11.85 percent. This
benchmark is derived by creating a 50 basis point (.5 percent)
ange around an 11.35 percent mid-point.

5. Although Staff and PGE do not agree on a specific method
for determining either the benchmark ROE, the mid-point or the
range, Staff and PGE agree that the maximum ROE in a reasonable
range will serve as the benchmark for allowing collection of any
. deferred cost, expense, or increase in revenue requirement; and

- the minimum ROE 1in a reasonable range shall serve as the
‘benchmark for requiring a refund of any deferred revenue,
reduction in expense, or other potential reduction in revenue
reguirement.

6. As a result of this stipulation and agreement on the
results of review of PGE's normalized earnings before and after
collection of the TOCAA, PGE should be allowed to collect, with
interest, the full TOCAA balance without adjustment. The current
amortization rate should continue to be used.

7. This stipulation shall be entered in the record in this
proceeding as evidence pursuant to OAR 860-14-085(1). Staff and
PGE agree to support and argue in good faith for the Commission's
approval of all provisions of this Stipulation.

8. This Stipulation is submitted to resclve the issues in
this proceeding. If the Commission rejects any part of this
Stipulation, Staff and PGE may withdraw from the whole
Stipulation unless both parties agree to modification of this
Stipulation. In the event of-such withdrawal, the Stipulation
may not be used as evidence against either party.

APPENDIX A
PAGE 2 OF 16
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i
Iy

- gxecuted this _// day of August, 1992. 4
3 A |

Paul A. G
Attorney for the Staff
of the Oregon Public Utility Commission

Randall W. Childress
Attorney for
Portland General Electric Company

3 - UE 82/UM 44% STIPULATION
APPENDIX A
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Earnings Test Standards for 9 3 - 2 5 7

Deferred Account Amortization Reviews

Background

RS 757.259 and ORS 759.200 give the Commission authority to set rates
retroactively with specified limits and conditions. ORS 757.259
pplies to regulated utilities other than those in the telecommunica-
tions industry. ORS 759.200 applies to telecommunications utilities.

cubsection 4 of each statute describes the procedures to be used to
place deferred amounts in rates. Except for references to another
“tatute, the subsections are identical, as follows:

Unless subject to an automatic adjustment clause . . . ,
amounts described in this section shall be allowed in
rates only to the extent authorized by the commission

in a proceeding to change rates and upon review of the
utilitv's earnings at the time of application to amortize

the deferral, (Emphasis added.)

With respect to the required earnings review, the Commission's
dministrative Rule OAR 860-27-300(9) says:

(9) Amortization: . . . Upon request for amortization of a
deferred account, the utility shall provide the Commission
with its financial results for a l1l2-month period or for mul-
tiple 12-month periods to allow the Commission to perform an
earnings review. The period selected for the earnings review
will encompass all or part of the period during which the
deferral took place or must be reasonably representative of
the period of deferral. . . . :

ection 1 of the administrative rule also offers the following
efinitions: ' '

(a) "Deferred Accounting" means the recording in a balance sheet
account, with Commission authorization under ORS 757.259, of a
current expense or revenue associated with current service for
later reflection in rates;

(b) "Amortization” means the inclusion in rates of an amount
which has been deferred under ORS 757.259 and which is designed
to eliminate, over time, the balance in an authorized deferred
account. Amortization does not include the normal positive and
negative fluctuations in a balancing account,

o date, deferred accounting earnings reviews have been based on semi-
wpnual adjusted results of operations reports. Recorded results have
jéen adjusted to reflect Commission adopted rate-making treatment of
latters such as wages and salaries, advertising, etc., and results
Have also been adjusted to reflect normal weather, streamflows, and

hermal generating plant operation.

ARPPENDIX A

Page 1 of 7
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ost amortizations have related to deferred costs. Commission
ccisions have been based on whether revenues from recovery of
the deferred cost would cause earnings of the company to rise
ibove a reasonable rate of return for the period of deferral,

Purpose of Earnings Tests

‘he earnings test ensures that utilities do not get the extra-
rdinary relief available through retroactive rate making for
added costs while earnings exceed a reasonable rate of return.
e test also ensures that utilities are not requlred to reduce
ates retroactively for lower costs or added income while earn-
ings fall short of a reasonable rate of return.

Financial Results Constructions for Earnings Tests

The matter at issue here 1s whether financial results should be
1eft as recorded or adjusted in some way. Adjustments could
rahge from a minimal level, for example, to remove the effects

f transactions disallowed in the most recent rate order, to the
full spectrum of restatlng and pro forma adjustments which would

here appears to be little support for use of raw recorded data.
ilities do not always record transactions in parallel with rate-
making treatment, and recorded results may contain errors. At a
minimum, corrections should be made for these factors. In addi-
ion, the accounting process gives some leeway in timing and
estimating transactions. Failure to make any adjustments would
encourage companies to book expenses, when possible, within an
arnings test period to lower earnings and help ensure recovery

of deferrals.

'he question then becomes whether and to what extent additional
adjustments are appropriate.. Many adjustments to recorded data
e designed to make the period represéntative of the future. :
iese include annualizing wages and salaries, using end-of-period C
r'ate base and sales levels, incorporating known and measurable ;;

bsequent factors such as tax rate or postage changes, remov- ;g
ing recorded adjustments related to prior period activity, and b
éstating revenues and costs to refleckt normal weather, stream- o
‘lows, and plant availabilities. o

We do not believe a case can be made for using annualizing, o
d-of-peried, or known and measurable subsequent factor adjust-
ments in deferred accounting earnings tests. These adjustments
tend to move results forward in time. They are not appropriate
n an analysis intended to determine whether a utility could
v}bsorb a cost or should keep added 1ncome during a specific
istorical period.

APBENDIX A
PAGE 5 OF 16
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ther potential adjustments are those relating to prior or subsequent
riod activity and weather, streamflow, and plant availability
yrmalizations.

jiith respect to prior period items, the argument for leaving the
;ransactlons in the earnlngs report is that they properly should be
:on51dered in assessing the capacity to absorb potential deferrals.
‘hese transactions may include, for example, a charge or credit
ielated to audit and settlement of pricr tax returns, or refunds or
urcharges related to prior natural gas taken from a pipeline under
ERC-approved tariffs. Accounting rules allow recognition of prior
érlod transactions in the current period. 1In most cases, current
Jash flows are also involved. 1Including these recorded elements in
‘he earnings study captures a real increase or decrease in financial
bility during the period.

he argument for removing prior period items, of course, is that the
.hanges relate to economic activity of another time. While accounting
onvention may allow 1ncorporatlon in the current period, that need
“t be controlling for an earnings study.

:,similar argument can be made in support of including in the earnings
“est period subsequent period transactions representing corrections of
stimates or errors, surcharges, credlts, or any other transactions
'1early related to the test period.

ith respect to weather, etc., normalizing adjustments, the argument
“for not making these restatements is that the purpose of the test is
o0 determine a utility's actual capacity to absorb costs or need to
‘etain income. Actual sales and costs are the appropriate measures
for this purpose, by definition.

The argument in favor of making weather, etc., normalizing adjust-
ments is that failure to do so will tend to remove the risks and
ewards arising from variation in these elements from utilities

='mii rransfer them to customers. Assume, for example, we are test-
‘ng whether a utility should recover a deferred added cost item

nd earnings are low during the deferral period solely because of
armer than normal weather. Failure to normalize is likely to lead
o indirect recovery by the company of some of the lost margins.
uccessful deferred accounting applications and amortizations will
lepend on vagaries of weather, streamflows, and plant avallabilities.
ncluding normalizing adjustments for these elements leaves risks

nd rewards in a more reasonable relationship than excluding the
idjustments does. '

§_he Commission could,decide, however, on a case-by-case basis, that
it is appropriate to depart from the normal risk-reward assumption by
tilities for the effects of variations in streamflows, weather, or
) lant availability. The most probable reason for deciding to allow
leferrals related to these conditions is that the financial effects

APPENDEX A
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‘e significant enough to cause unreasonably low or high utility
rnings. For example, in Dockets UM 445 and UE 82, the Commission
pproved deferrals of excess power costs related to an extended Trojan
tage. Permission to defer was founded on preliminary conclusions
‘hout financial effects of the extraordinary costs.

should be obvious that an earnings test which normalizes away the
ndition which gives rise to the deferral would be inappropriate.

o continue with the Trojan outage power cost example, it would make
sense to test PGE's earnings using financials assuming normal

ojan operations. The point of the test is to find out whether PGE's
dbsorption or recovery of the excess costs would produce unreasonable

sults.

‘n addition, a utility can gain an unfair advantage with respect to
deferred accounting actions if these normalizing adjustments are not
jade. If, for example, a utility knows it will not achieve normal
‘hermal plant output or if snowpack is low and hydroelectric power
svailability is likely to be below normal, it may seek deferrals

'f other costs knowing that recovery, if deferral is approved, is
virtually certain.

nclusion - Adjustments: The earnings study should incorporate
ddjustments for significant amounts as follows:

Correcting results for matters recorded on the books differently
than as adopted in the most recent rate order, e.g., bonuses or
other coempensation disallowed for rate making but recorded in
full on the books;

Removing from results the effects of prior period transéctions;

Including in results refinements of estimates, corrections of
errors, and transactions subsequently recorded but related to
economic activity of the earnings test period; and

Normalizing results for the effects of weather, streamflows, and.
plant availability on sales levels and operating costs; however,
normalization would not occur with respect to any one of the
listed elements where that element is the cause of the deferral
subject to the earnings test.

Such a construction is oriented as much as possible toward observation
of actual in-period earnings while generally leaving the utility with
the risks and rewards of sales and cost variations associated with
weather, streamflow, and plant availability, thereby retaining consis-
tent regulatory policy through time. :

Alternative Earnings Standards

There are many possible standards for judgihg the results of deferred
accounting earnings tests. The least and most restrictive standards
are as follows:

APPENDIX A
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The Commission concludes that the revenues from the amortization
of the deferred cost will not cause the earnings of the company
to rise above a reasonable rate of return for the period of the
deferral.

The Commission concludes that the refund of the deferred revenues
will not cause the earnings of the company to fall below a reason-
©  able rate of return for the period of the deferral.

lternative B

The Commission concludes that the company cannot absorb the
deferred costs and still earn a reasonable rate of return for
the period of deferral.

The Commission concludes that the company was not earning more
than a reasonable rate of return during the period of deferral and
therefore should not be required to refund the deferred sums.

These standards may be easier to understand and analyze if stated in
question form with pass (allow amortization) and fail (deny amortiza-
tion) decisions associated with yes and no answers to the question.
Note, however, that partial amortization can be authorlzed if the
earnlngs test indicates that is appropriate..

Costs !

Al. Will earnings be above a maximum reasonable level after recovery
of deferred costs? '

Yes = Deny amortization
No = Allow amortization

#Bl. Will earnings be below a minimum reasonable level if deferred
' costs are not recovered?

Yés = Allow amortization

No = Deny amortization
Income
A2. Will earnings be at or above a minimum reasonable level after

refund of deferred income?

Yes .= Allow amortization
No = Deny amortization

B2. Will earnings be at or below a maximum reasonable level without
refund of deferred income? ' :

Yes = Deny amortization
No = Allow amortization

APPENDIX A
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ests Al and A2 above focus on the consequences of amortlzatlon.
.rnlngs would thus be observed after amortization of deferred sums,
ote that this produces the same result as earnings with no reflec-
on in income of deferred amounts.)

ests Bl and B2 above focus on the result of denial of deferral and
mortlzatlon. Earnings would be observed with amounts at issue
cluded in costs or income.

ere 1s a symmetry to the tests within each potential standard.
ternative A allows amortization of deferred costs, primarily of
eneflt to the company, unless recovery causes earnings to exceed
t"e top of a reasonable range. It alsoc allows amortization of
deferred income items, primarily of benefit to customers, unless
trofund causes earnings to fall below the bottom of a reasonable
range. The tests are thus as unrestrictive as p0551ble, whether
osts or income amounts are at issue.

Alternative B is also'symmetrical It allows amortization of a
eferred cost only if earnings before deferral are below the bottom
‘of a reasonable range. It allows amortization of deferred income
mounts only if earnings before deferral will be above the top of a
gasonable range. The tests are. the most restrictive possible as

Deferred accounting is clearly extraordinary relief from the normal
rohibitions against retroactive rate making, but that characteristic
s of little use in deciding whether the most or least restrictive
tandard as to earnings tests is the more appropriate. One could
rgue that the extraordinary nature of the process means it should

e used as infrequently as possible, and the most restrictive stan-
ards should apply. Another could argue with equal validity that

he Legislature recognized the potential benefits and detriments to
eferred accounting and decided to allow the Commission to do limited
etroactive rate making. Staff believes the Commission should have
‘the widest latitude reasonable to allow deferred accounting and amor-
‘tization where considerations other than earnings make it appropriate.

‘Conclusion - Earnings Test Standards: The Commission should adopt
Alternative A, the least restrictive standard for deferred accounting
earnings tests. Use of that standard will allow pursuit of policy
goals and exercise of Commission discretion across a wider range of

possibilities.
R mmen ion

. The Commission should require earnings tests covering or reasonably
i representative of the period of deferral. The period should encon-
pass a minimum of 12 months' operations. Recorded earnings should
be adjusted to: 1) Remove prior period adjustments and include sub-
- sequent period transactions related to the earnings test period;

APPENDIX A
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y Correct the recording of transactions so they properly reflect
rate-making treatment; and 3) Normalize results for the effects of
weather, streamflow, and plant availability, except that normalization
would not occur with respect to any one of the listed elements where
that element is the cause of the deferral subject to the earnings test,

rinally, the Commission should adopt the following standard for eval-
yating the results of deferred accounting earnings tests:

peferred costs (debits) will be allowed to be amortized in rates
unless recovery will cause earnings to rise above a maximum reason-

ble level. Deferred income amounts {(credits) will be allowed to be

amortized in rates unless refund will cause earnings to fall below a
minimum reasonable level.

18:10:3181HH
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1 CERTIFICATE OF SERVICE

2
3 I certify that on April 14, 2008, 1 served the foregoing upon all parties of record in this
4  proceeding by delivering a copy by electronic mail and by mailing a copy by postage prepaid
5 first class mail or by hand delivery/shuttle mail to the parties accepting paper service.
6 PORTLAND GENERAL ELECTRIC COMPANY KAFOURY & MCDOUGAL.
RATES & REGULATORY AFFAIRS EINDA K WILLIAMS
7 121 SW SALMON ST 1WTC0702 ATTORNEY AT LAW
PORTLAND OR 97204 : 10256 SW LANCASTER RD
8 pge.opuc.filings@pgn.com PORTLAND OR 97219-6305
inda@lindawilliams.net
DANIEL W MEEK ATTORNEY AT LAW
9 DANIEL W MEEK PORTLAND GENERAL ELECTRIC
ATTORNEY AT LAW DOUGLAS C TINGEY ~ CONFIDENTIAL
10 10949 SW 4TH AVE ASST GENERAL COUNSEL
PORTLAND OR 97219 121 SW SALMON 1WTC13
11 dan@meek.net PORTLAND OR 97204
doug.tingey@pgn.com
12
y %/(/
14 e mia -
s Neoma Lane
Legal Secretary
16 Department of Justice
' Regulated Utility & Business Section
17
18
19
20
21
22
23
24
25
26
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Department of Justice
1162 Court Street NE
Salen, OR 97301-4096
(503) 378-0322



