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PPL/102
Lay/1

Are you the same Henry E. Lay who previously submitted direct testimony in
this docket?

Yes.

Purpose of testimony

Q.

A.

What is the purpose of your supplemental testimony?

My testimony supports the settlement stipulation (“Stipulation”) reached by
PacifiCorp (“Company”) and the Oregon Public Utility Commission (“Commission”)
Staff which resolves all issues in this docket and requests that the Commission
approve the new depreciation rates for the Company contained in the Stipulation with
an effective date on January 1, 2008.

In addition, I explain changes to the Company’s original proposal for
depreciation rates based on the Stipulation and provide a summary of the effect of
these changes on annual depreciation expense for Oregon after applying the new
proposed depreciation rates to depreciable plant balances. I also explain the impacts
of these changes on the previously filed depreciation study sponsored by Mr. Donald

S. Roff of Depreciation Specialty Resources.

Significant Issues

Q.

A.

Why is the Company supporting a change to the depreciation rates previously
filed with the Commission in August 2007?

On or about August 31, 2007, the Company filed applications to change depreciation
rates in Wyoming, Utah, Idaho, Oregon, and Washington. Since then, the Company
has reached consensus with the numerous interested parties in all five states regarding

the Company’s proposed change in depreciation rates. It is important to the
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Company that, with respect to system allocated plant, the depreciation rates are the
same in each state. As such, the Company is updating its filing in Oregon to reflect
these updated rates, and the Company requests that the Commission approve the rates

reflected in the Stipulation.

Q. What issues were raised by interested parties that have now been reflected by

the Company in the updated depreciation rates?

A. Issues raised by various interested parties and evaluated by the company have now

been reflected where appropriate by the Company in the updated depreciation rates
include the following:

a. consideration of the potential impacts of clean air laws and
initiatives enacted or under development in conjunction with shorter
lives normally being used by others in the industry for similar
facilities on steam generation plants;

b. the significant amount of estimated data relating to the final removal
costs of steam generation facilities used to support the original
removal cost estimates of $50 per Kilowatt;

c. applying the Company’s experience related to steam generation
facilities in determining if other generating facilities will outlast the
manufacturers’ projected useful lives with proper maintenance and
normal market prices for fuel when developing useful lives for
combustion turbine and combined cycle combustion turbine plants;

d. the impact of third party reimbursements for removal cost for both

transmission and distribution plant negative net salvage rates;

Supplemental Testimony of Henry E. Lay
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e. the impact of inflation when comparing how the removal costs of
vintage retirements relates to the required removal cost for the
current vintage of surviving assets; and

f. wvarious life changes recommended for distribution facilities by the

Commission staff.

Effect of Stipulation

Q. Does the Stipulation result in depreciation rates that are in the public interest?

A. Yes. The Depreciation Resources Study (“DSR Study”’) was prepared by Mr. Roff in
a knowledgeable manner consistent with electric industry practices and prior studies
presented to the Commission. The modifications made in the stipulation do not
change the underlying engineering and accounting data, and the Stipulation results in
depreciation rates that are fair, reasonable, and in the public interest.

Q. Please explain how the Company arrived at the depreciation rates reflected in
the Stipulation.

A. The Stipulation reflects modifications to the DSR Study that resulted from joint

discussions, subsequent to the Company’s filing of its Oregon depreciation study
application, with interested parties from each of the Company’s jurisdictions in which
it filed an application to change depreciation rates. As previously mentioned, these
discussions generally included issues related to the appropriate lives for steam
generation plant and terminal removal costs, the appropriate lives of single cycle and
combined cycle combustion turbines, third party customer accommodation payments
for generation, transmission and common plant, and the impact of inflation on plant

removal costs

Supplemental Testimony of Henry E. Lay
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Please compare the results of the DSR Study with the Stipulation.

The DSR Study proposed a composite depreciation rate of 2.69 percent, which
reflects a reduction of 0.22 percent to the current composite depreciation rate of 2.91
percent for the Company’s electric utility plant. The Stipulation proposes an
additional reduction of 0.15 percent to the DSR Study composite depreciation rate of
2.69 percent for the Company’s electric utility plant, resulting in a composite
depreciation rate of 2.54 percent. This composite rate is based on the December 31,
2006 depreciable plant balances used in the DSR Study. The specific depreciation
rate changes recommended for the components of the composite depreciation rate are
set forth by Federal Energy Regulatory Commission (“FERC”) account in Schedule 1
of Exhibit PPL/103.

If the Commission adopts the updated depreciation rates recommended in the
stipulation what is the effect on annual Oregon allocated depreciation expense
compared to the DSR Study?

On a total Company basis, when the depreciation rates in the DSR Study are applied
to the December 31, 2006 depreciable plant balances, the result is a decrease in
annual depreciation expense of approximately $30.6 million compared to the current
authorized depreciation rates applied to the same plant balances. The depreciation
rates in the Stipulation represent an additional decrease of approximately $21.2
million when compared to the DSR Study. Therefore, the depreciation rates in the
Stipulation result in an annual decrease in depreciation expense of approximately
$51.8 million compared to the current Commission-authorized depreciation rates.

Annual depreciation expense by functional plant classification is summarized in
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Exhibit PPL/104.

On an Oregon jurisdictional basis, the depreciation rates in the Stipulation

result in a decrease of approximately $16.1 million in annual depreciation expense,

based on December 31, 2006 depreciable plant balances. A summary of the Oregon

jurisdiction amount is illustrated in Exhibit PPL/105.

Update to the DSR Study

Q.

Please describe the updates and modifications to the DSR study that are

included in the stipulation.

The significant components involved in the Company’s updated proposed rates from

the currents rates are as follows:

a.

the accrual rate for majority owned coal fired steam production is reduced as a
result of a combination of generally increasing depreciation lives of steam
plants to 61 years, except the Gadsby and Carbon plants, which are increased
to 64 years; increasing negative net salvage value from $25 to $40 per
Kilowatt; and including estimated production plant in service balances
through December 31, 2007;

the accrual rate for hydroelectric production is increased as a result of
recognizing the terminal removal costs based on FERC license expiration
dates and the probability of removal of some of the minor generating units;
the accrual rate for other production plant is reduced by increasing the
depreciation lives of combustion turbine and combined cycle combustion
turbine plants to 30 and 40 years, respectively;

the accrual rate for system transmission plant is decreased as a result of
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increasing the average service lives by approximately one year and increasing
the average negative net salvage values by approximately 0.7 percent;

e. the average accrual rate for Oregon distribution plant decreased as a result of
increasing the average service lives by approximately six years and increasing
the average negative net salvage values by approximately 14.6 percent;

f. the accrual rate for mining operations is reduced as a result of an increase in
average service lives by approximately five and a half years; and

g. the accrual rate for Oregon general plant decreased as a result of increasing
the average service lives by approximately three years and decreasing the
average positive net salvage values by approximately 2.3 percent.

Effective Date

Q. What does the Company propose as the effective date for implementing the new
depreciation rates?

A. The Company’s accounting system maintains depreciation rates on a calendar year
basis. Therefore, the Company proposes that the new depreciation rates be made
effective January 1, 2008, which is the beginning of the next calendar year following

the filing of the DSR study.

Recommendations
Q. Please summarize your recommendations to the Commission.
A. I recommend that the Commission approve the Stipulation. I also recommend that

the Commission order the Company to reflect the depreciation rates proposed in the

proposed in its accounts and records effective January 1, 2008.
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I Q. Does this conclude your supplemental testimony?

2 A Yes.
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Exhibit PPL/103
Witness: Henry E. Lay
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Exhibit Accompanying Supplemental Testimony of Henry E. Lay

Depreciation Rates — Schedule 1

February 2008
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Function

Production Plant
Steam Production
Hydraulic Production
Other Production

Subtotal Production

Transmission Plant (System)

Distribution Plant
Oregon
Washington
Idaho
Wyoming
California
Utah
Subtotal Distribution

General Plant
Oregon
Washington
Idaho
Montana
Wyoming
California
Utah

Subtotal General

Mining Operations
Utah

Total Depreciable Plant

12/31/2006
Balance

$

4,687,335,913
507,940,786
787,355,884

5,982,632,583

2,652,005,379

1,484,738,167
348,051,140
228,782,258
448,005,125
189,247,340
1,904,102,727

4,602,926,757

194,962,540
36,684,506
35,656,561

8,007,193
76,241,977
11,276,567

252,988,167

615,817,511

196,152,876

14,049,535,106

PacifiCorp
Table A - Summary by Function

Accrual Rate

Existing
%

3.14
242
3.42
3.1

212

2.89
2.97
2.73
2.80
2.99
2.55
2.74

5.05
5.54
4.61
4.75
4.49
4.05
4.38
4.69

5.87
291

Proposed
%

213
2.82
3.19
2.33

2.03

3.18
3.24
2.59
3.08
3.80
2.55
2.82

4.37
5.49
3.81
3.17
5.46
5.15
4.30
4.51

3.56
2.54

Exhibit PPL/104

Page 1 of 1
Annual Accrual Increase or
Existing Proposed (Decrease)
$ $ $

146,994,980 99,866,123 (47,128,857)
12,314,550 14,347,241 2,032,691
26,931,998 25,105,358 (1,826,640)
186,241,528 139,318,722 (46,922,806)
56,313,992 53,759,610 (2,554,382)
42,855,111 42,817,486 (37,625)
10,344,646 11,273,026 928,380
6,248,403 5,919,412 (328,991)
12,564,145 13,798,530 1,234,385
5,658,122 7,182,106 1,523,984
48,603,233 48,639,205 35,972
126,273,660 129,629,765 3,356,105
9,854,478 8,520,984 (1,333,494)
2,031,786 2,014,742 (17,044)
1,644,028 1,358,903 (285,125)
380,659 254,150 (126,509)
3,422,385 4,159,676 737,291
456,660 580,303 123,643
11,075,195 10,878,163 (197,032)
28,865,191 27,766,921 (1,098,270)
11,510,180 6,977,826 (4,532,354)
409,204,551 357,452,844 (51,751,707)
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