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I. Introduction

In the very short time we have had to review PGE financial data, the Citizens’
Utility Board has identified two areas where actual costs and revenues have meaningfully
deviated from those forecast in the UE 180 test year. First, subsequent to the filing of the
UE 180 test year, the State of Oregon reduced the income tax rate that applies to PGE,
saving the Company approximately $2.8 million, and customer rates should be adjusted
to recover this. Second, our limited review shows that PGE’s overall financial
performance has been significantly better than was forecast. If the trend of the first third

of the year continues, then PGE could fully recover the costs associated with Port
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Westward without needing to raise rates, and still meet the Company’s authorized return
on equity from the UE 180 rate case Order No. 07-015.

In UE 180, CUB argued for the opportunity to review PGE’s revenue requirement
if Port Westward were delayed. Our concern, which has materialized, was that, in the
gap of time between when rates went into effect and when Port Westward came online,
the balance of the Company’s costs would have shifted such that there would be a
mismatch between the costs upon which overall rates were based and the new costs that
the Company now proposes to bring into rates. This is contrary to the concept of
establishing total utility costs as the basis for rates.

If the project should be delayed, the Commission, Staff, and
intervenors should have an opportunity to present evidence that other
costs have changed, that the forecasted test period from this case no
longer reflects the Company’s costs, and that the revenue requirement

increase necessary to allow the Company to recover and earn a return
on Port Westward is different than what was determined in this case.

UE 180 CUB/200/Jenks-Brown/30.

In response to CUB’s concern in the UE 180 rate case, the Commission said, in
Order No. 07-015, that if Port Westward were to come online more than 60 days after
March 1, 2007, which is the case, then parties would have 15 days from the online date to
determine whether there is new information that requires a reexamination of PGE’s costs
in rates. Order No. 07-015 at 50. On June 14, 2007, the Commission signed Order
No. 07-273 declaring June 11, 2007, as the online date, triggering the 15-day filing
period. The Commission said, “[t]he motion need not include an evidentiary showing ,
but should identify specific costs that have changed from the test year expenses and
include an estimate of the cost impact.” Order No. 07-273 at 5. This is a difficult filing,

because of the limited time allowed to review costs. CUB has been able to seek a limited
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review of PGE’s financial data, but the timing has not allowed for us to conduct follow-
up discovery. In addition, the difference between an evidentiary showing and a showing
that specific costs have changed from the test year is not very big. Nevertheless, we
believe that we have provided sufficient information to make a prima facie case that costs
and revenues should be reexamined in light of the late inclusion of Port Westward costs
into rates.

When the Commission issued its Order in UE 180, costs and revenues were
forecast for a 2007 test year. Under that forecast, in order to recover Port Westward
costs, PGE would have had to increase rates by $42.1 million." Six months later,
however, the Company’s costs have changed, and there is a mismatch between the new
costs of Port Westward that PGE proposes to bring into rates, and the old costs used to
forecast the rest of the Company’s revenue requirement in UE 180. The question we now
face is whether, and how much, it is necessary to increase rates for PGE to recover the
costs of Port Westward. Though the time for analysis has been limited, we have had a
chance to review the cost assumptions in the Company’s 2007 test year, and there is
enough evidence to support a reopening of the Company’s rate case and a reexamination

of the cost forecasts included in that case.

I1. State Tax Rate

Subsequent to PGE’s filing of the UE 180 rate case, the State of Oregon, under its
apportionment methodology, lowered PGE’s Oregon tax rate from 6.617% to 5.120%.>

This is not in dispute and is an objective reality. PGE calculates this as a $2.8 million

"'UE 180 OPUC Order No. 07-015 at 1.
2 UE 188 PGE/206/Tooman-Tinker-Schue/1.
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decrease in costs in 2007. PGE argues, however, that it is inappropriate to take this into
account when bringing Port Westward into rates because other costs may go up:
Updating the 2007 test year revenue requirement to reflect only one
known change (the state tax rate) is not appropriate without
consideration of other items that have changed since the Commission

issued Order 07-015 in UE 180/181/184 as well as other regulatory
adjustments.

CUB Attachment A. PGE response to CUB data request 43.

The reduction in state taxes is a real, identifiable reduction in cost. If it had been
known at the time of the UE 180 rate case, it would have been taken into account and
rates would be $2.8 million less. PGE seems to believe that it is good policy to update
the test year that was set in UE 180 to include $42.1 million in additional costs that are
associated with Port Westward coming online, but not to update the test year to include a
change in costs associated with the State of Oregon changing the Company’s tax rate.
PGE did not argue that Port Westward costs should not go into rates without
consideration of other items that might have changed. Either it is appropriate to adjust
the test year six months into the year or it is not, but to argue that it is appropriate to
adjust rates for Port Westward, but not other known changes, is not a reasonable policy.

In addition, the parties involved in UE 188 recognized this issue and agreed to
apply this new tax rate to the Biglow Canyon wind facility when Biglow costs are
scheduled to come into rates in January.® Of course, this was also done outside of a
general rate case, where other costs would have been examined. It shows, however, that
this is the correct tax rate, and it would be poor policy, under these circumstances, to not,

therefore, apply it. There is no rational reason why, come January 2008, customers

3 UE 188 6-20-07 Stipulation at 2.
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should pay PGE different tax rates on different assets, even though the State tax rate
applied to those assets is the same.

Even if other costs are increasing, this cannot be used to offset lower taxes as
some sort of balancing act. Under SB 408, taxes are different that other costs.
Customers rates are supposed to reflect actual taxes paid or, when forecasting rates,
actual taxes expected to be paid. Under SB 408, it would not be reasonable policy, when
updating customer rates, to include in rates a tax rate that PGE is not currently operating
under.

PGE might argue that, because SB 408 has an automatic adjustment clause, we
should wait and allow the automatic adjustment clause to refund tax overpayments to
customers. This is, after all, the approach the Company prefers for capturing any
decreased power costs through its power cost adjustment mechanism (as described in the
following section). However, the SB 408 automatic adjustment clause does not relieve
the regulatory process from trying to accurately forecast costs, it only provides a
mechanism by which over- and under-collections can be corrected when those forecasts
are wrong. It is far better policy to charge customers rates that reflect current costs, than
to over-charge them today and pay them back tomorrow, and never mind that it would be
a different set of customers tomorrow. In addition, SB 408 has yet to be fully
implemented. We are still waiting for the IRS private letter rulings. PGE has argued to
this Commission in UM 1271 that SB 408 is unconstitutional and, if the Company so

chooses, it may challenge SB 408 in federal court.
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II. PGE’s Income Is Higher Than Forecast

PGE is having a good year, and a projection of this trend for the remainder of the
year suggests that increasing rates in order for PGE to recover costs of Port Westward is

not necessary.

BEGIN CONFIDENTIAL
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END CONFIDENTIAL
The existence of a power cost adjustment mechanism (PCA), however, should not
distract us from working to develop a reasonable forecast of overall rates. We are
reexamining PGE’s costs at this point, because the delay in Port Westward’s schedule
means that the UE 180 data used to forecast the 2007 test year is now stale. Our concern

here is a reasonably accurate forecast of the Company’s costs now that Port Westward
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has come online. In a rate case, we would not dismiss evidence of lower costs because a
PCA will capture those lower costs later, and we should not do so here.

In addition, customers are not indifferent to paying accurate rates today or waiting
for the PCA. The Company’s PCA is subject to a sharing band for reduced power costs
as well as an earnings band. In a general rate case, rates are set to allow the utility to earn
its authorized rate of return. The PCA, on the other hand, would refund money to
customers in a manner that would allow PGE to earn 100 basis points above its
authorized rate of return. As this cost review is performed through a reopening of a
general rate case, the concern is to set rates that allow the Company to earn its rate of
return, which cannot be done by relying on the PCA that would allow PGE to keep

excess earnings.

IV. Conclusion

PGE’s lowered state tax rate should be updated with the updating of rates for Port
Westward. This would result in a $2.8 million rate reduction. Also, PGE’s significant
over-earnings in the first four months of 2007 indicate that the costs behind those
forecasts should be reexamined to bring PGE’s overall cost forecast up to date. By
identifying two areas where specific costs have changed from those forecast for the 2007
test year and by including an estimate of the cost impact, CUB believes that sufficient
information has been included to warrant a reexamination of PGE’s costs. The
Commission can choose to reopen UE 180 to simply correct the objective tax change or
the Commission can reopen UE 180 to explore the more-significant diversion of the
actual costs so far this year from those forecast for the test year. We recommend the

latter. In any case, it is clear that, in divorcing the inclusion of Port Westward costs in
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time from the general rate case, actual costs are different from assumed costs. It is not
appropriate to include more costs as a result of Port Westward coming online and

simultaneously ignore the other costs that have gone down.

Dated this 26™ Day of June, 2007
Respectfully submitted,

//2 é;(/&/____

Jason Eisdorfer #92292
Attorney for Citizens' Utility Board of Oregon
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Attachment A

June 21, 2007

TO: Lowrey Brown
CUB
FROM: Randy Dahlgren

Director, Regulatory Policy & Affairs

PORTLAND GENERAL ELECTRIC
UE 180
PGE Response to CUB Data Request
Dated June 14, 2007
Question No. 043

Request:

What is the effect on the Company’s 2007 test year revenue requirement of updating
the state tax rate?

Response:

Updating the 2007 test year revenue requirement to reflect only one known change (the
state tax rate) is not appropriate without consideration of other items that have changed
since the Commission issued Order 07-015 in UE 180/181/184 as well as other regulatory
adjustments. It is overall earnings expectations that should determine whether rates are
reasonable, not individual cost elements that may be lower, or higher, than those expected
in UE 180/181/184. An updated forecast of 2007 operating income was provided in
PGE’s response to CUB Data Request No. 035 reflecting actuals through April 2007 and
a forecast of the remainder of the year. Forecast 2007 O&M costs in total are higher than
the approved level in UE 180/181/184. For example, support-related O&M is expected to
be approximately $8.0 million higher in 2007 than the forecast used to set rates in UE
180/1818/184. The impact of higher expected O&M is offset by improved net variable
power costs (NVPC). However, changes in NVPC are subject to a PCA that shares
variances with customers, subject to an earnings test. The forecast provided in PGE’s
response to CUB Data Request No. 035 reflects the improved results due to the change in
Oregon state tax methodology, yet the results still suggest that PGE’s expected level of
2007 earnings are reasonable relative to the expected results from UE 180/181/184.

The impact of only updating the state tax rate is a reduction in the 2007 test year revenue

requirement of $2.8 million ($2.4 million on results before Port Westward, $0.4 million
on Port Westward) as provided in Attachment 043-A. As we indicated above, we believe
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Attachment A

the appropriate approach to reviewing the reasonableness of rates is through an overall
look at earnings, not back

and forth volleying of individual cost changes. However, PGE does expect higher O&M
costs for 2007 which will more than offset the impact of any tax changes, and we can
identify individual cost contributors, if necessary.

Further, if it is determined that the proper scope of this review is Port Westward related
costs only, we note that PGE previously provided a general update of expected Port
Westward revenue requirement which resulted in an approximately $2.0 million higher
revenue requirement when other factors (Port Westward property taxes and capital cost
updates) were taken into account. This update was provided in PGE’s response to OPUC
Staff Data Request No. 685, a copy of which is provided as Attachment 043-B.
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| REDACTED |

PGE 2007 Net Income ($Millions)

Currently PGE New  Actual minus
Actual In Rates Forecast In Rates

Attachment B

PGE Forecast
minus
In Rates

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Total

Total Adjusted

Adjustments

Data from PGE response to CUB data request 35, attachments A and B.
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REDACTED

2007 Actual Jan-Apr®

Forecast?

Coal

Natural Gas

Purchased Power

Power Sales

Purchases Minus Sales

Net Cost Reduction®

1. Data from PGE response to CUB data request 35.
2. Data from PGE November 9, 2006 RVM update.

3. Net Cost Reduction = Forecast minus Actual Jan-Apr.
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CERTIFICATE OF SERVICE

I hereby certify that on this 26" day of June, 2007, I served the foregoing Motion
to Reopen of the Citizens’ Utility Board of Oregon in docket UE 180 upon each party
listed below, by sending a non-confidential version via email and, where paper service is
not waived, by U.S. mail, postage prepaid, and by sending a confidential version to the
appropriate parties as identified on the service list by U.S. mail, postage prepaid, and
upon the Commission by emailing a non-confidential version and by sending 6
confidential copies by U.S. mail, postage prepaid, to the Commission’s Salem offices.

Respectfully submitted,

Jason Eisdorfer Attorney #92292
The Citizens' Utility Board of Oregon

W=Waive Paper service, C=Confidential, HC=Highly Confidential
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