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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS 1 

ADDRESS. 2 

A. My name is Brian Bahr.  I am a Senior Utility Analyst in the Energy - Rates, 3 

Finance, & Audit Section of the Oregon Public Utility Commission.  My current 4 

business address is 3930 Fairview Industrial Dr SE, Salem, Oregon 97302.   5 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 6 

EXPERIENCE. 7 

A. My Witness Qualification Statement is found in Exhibit Staff/101. 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to address the issue of pension cost recovery 10 

and to respond to the joint utilities’ proposal.   11 

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET? 12 

A. Yes. I prepared Exhibit Staff/101, consisting of 1 page, Confidential Exhibit 13 

Staff/102, consisting of 13 pages, and Exhibit Staff/103, consisting of 38 pages. 14 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 15 

A. My testimony is organized as follows: 16 

 Part I – Introduction 17 

Part II – Background 18 

 Part III –Analysis 19 

 Part IV –Conclusion 20 

PART I – INTRODUCTION 21 

Q. PLEASE STATE A SUMMARY OF STAFF’S RECOMMENDATIONS IN 22 

THIS DOCKET. 23 
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A. Staff’s primary recommendation is to disallow the inclusion in rate base of any 1 

of the current prepaid pension asset / accrued pension liability (ppa/apl) 2 

account balance.  The associated deferred tax asset or liability on the current 3 

balance should also be excluded from rates.  Financial Accounting Statement 4 

(FAS) 87 should continue to be used to as a proxy for pension costs in setting 5 

rates, and the utilities should have the opportunity to recover the financing cost 6 

of any ppa/apl account balance accumulating prospectively that is not 7 

associated with excess pension investment returns achieved.  The prospective 8 

ppa/apl account balance should be offset proportionately by the associated 9 

deferred tax asset or liability and receive a return reflective of a shorter 10 

amortization period, as determined through individual ratemaking proceedings 11 

for each utility. 12 

  Staff’s alternate recommendation is for the Commission to allow the utilities 13 

the opportunity to recover a return on a portion of both the current and 14 

prospective ppa/apl account balances and to continue the use of FAS 87 to set 15 

rates.  However, the current ppa/apl account balance should be netted against 16 

the difference between pension costs recovered in rates and actual FAS 87 17 

expense, exclude the portion of the amount accumulated due to excess 18 

investment earnings by the companies, and be offset by the proportionate 19 

amount of the associated accumulated deferred tax asset/liability.  A lower rate 20 

of return on the amount than the Commission-authorized one is appropriate, 21 

and can be determined through individual rate cases based on the 22 

circumstances of each utility.  23 
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PART II – BACKGROUND 1 

Q. PLEASE PROVIDE A DEFINITION OR EXPLANATION OF SOME OF THE 2 

KEY TERMS REFERENCED IN STAFF’S TESTIMONY. 3 

A. Cash Expense:  The cash expense, in the context of this docket, is the amount 4 

of money actually outlaid, or ‘contributed,’ by a company to its pension fund.  5 

Once the money has been transferred to the pension fund, it becomes part of 6 

the pension asset (not the prepaid pension asset), which is invested.  This 7 

asset base is used to pay out the pension benefits of the employees.  Neither 8 

the cash contributions nor the investment returns can be withdrawn from the 9 

pension fund by the company. 10 

 11 

  Accrual Expense:  An accrual expense differs from a cash expense in that it 12 

recognizes a cost that has been incurred, but not yet paid.  For example, for 13 

each day an employee works, the employer would incur an accrual expense; 14 

the cash expense would only be incurred when the employer pays the 15 

employee.  In the context of pensions, accrual expense is somewhat 16 

synonymous with FAS 158, FAS 87, and FAS 88, cumulatively codified as 17 

Accounting Standards Codification (ASC) 715, which prescribes the 18 

appropriate accounting treatment of pensions.  Note that most companies 19 

generally use accrual accounting for financial reporting purposes, but cash 20 

accounting for rate recovery and tax purposes. 21 

  22 
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  FAS 87 Expense:  Financial Accounting Standard No. 87, in conjunction with 1 

FAS 88 and FAS 158, defines the appropriate accounting treatment of pension 2 

costs.  It is an accrual expense, and because cash contributions can be volatile 3 

from year to year, FAS 87 essentially acts as a smoothing mechanism for the 4 

company’s financial statements to help show a more consistent cost from year 5 

to year.  Note that due to its calculation, which is explained in more detail in Mr. 6 

Vogl’s testimony,1 the cumulative annual FAS 87 expense amount will equal 7 

the cumulative cash paid by a company into its pension fund.   8 

 9 

  Prepaid Pension Asset / Accrued Pension Liability (ppa/apl):  The ppa/apl 10 

account is an accrual account that simply indicates the difference between 11 

cumulative cash expenses and cumulative accrual expenses.  If a company 12 

has outlaid more cash into its pension fund than it has recognized on its 13 

accrual accounting records, there will be a positive balance in this account, 14 

which is called a prepaid pension asset.  If the company has recognized more 15 

accrual expense than it has actually paid in cash, it will have a negative 16 

account balance, known as an accrued pension liability.  Because cumulative 17 

cash contributions and cumulative annual FAS 87 expense amounts will equal 18 

each other at the end of the pension plan life, the ppa/apl account balance will 19 

also equal zero at the end of the plan’s life. 20 

 21 

                                            
1 See Joint Testimony/200, Vogl/3-6. 
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 Pension Cost:  As Mr. Vogl describes in his testimony, the term ‘pension cost’ 1 

can actually refer to either the cash expense or to the accrual expense.2 2 

Q. WHAT IS A COMPANY’S ACTUAL PENSION COST FOR THE 3 

PURPOSES OF FUNDING ITS PENSION PLAN? 4 

A. For rate recovery purposes, the actual cost to a company of funding its pension 5 

plan is simply its cash outlays.  However, those cash outlays may not be 6 

recovered immediately through ratemaking, even though they will be recovered 7 

in the future.  Because of this timing difference, which is represented by the 8 

ppa/apl account, the utilities are now requesting recovery of this financing cost 9 

on their ppa/apl account balances.   10 

Q. WHAT IS THE CALCULATION OF THE PPA/APL ACCOUNT BALANCE? 11 

A. Mr. Vogl gave a descriptive explanation of the components of the ppa/apl 12 

account in his testimony, which Staff will not repeat here.  In summary, the 13 

ppa/apl is affected by cash paid by a utility to its pension fund and by the 14 

company’s annual FAS 87 expense.  FAS 87 expense is affected by, among 15 

other variables, cash contributions to the fund from the company and by the 16 

return on the pension fund assets (ie. the investment base).  If, all else being 17 

equal, a company’s investment base were increased either through additional 18 

cash contributions or through successful investment management, this would 19 

in turn decrease FAS 87 expense and contribute to an increase in the ppa/apl 20 

account balance. 21 

                                            
2 See Joint Testimony/200, Vogl/3. 
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in ppa/apl balances.4  Finally, note that most utilities had negative account 1 

balances in some past years. 2 

Q. WHAT ARE THE TAX EFFECTS OF THIS DIFFERENCE BETWEEN CASH 3 

EXPENSE AND ACCRUAL EXPENSE? 4 

A. As explained previously, there is a difference between a company’s cash 5 

expense and its accrual expense.  The IRS generally taxes a company based 6 

on its cash expenses, but its financial reporting is presented using accrual 7 

accounting.  The ppa/apl account indicates the difference between cash 8 

expense and accrual expense for pensions, and has an offsetting account to 9 

recognize the deferred tax asset or liability.  A prepaid pension asset results in 10 

a deferred tax asset (benefit), and an accrued pension liability results in a 11 

deferred tax liability.   12 

Q. DOES RATEMAKING TYPICALLY FOCUS ON CASH OR ACCRUAL 13 

EXPENSES? 14 

A. Ratemaking typically focuses on cash expenses, rather than accrual expenses, 15 

and treats these as the actual costs to a utility for recovery purposes.  In the 16 

case of a capital investment, the utility will not only be allowed the opportunity 17 

to recover its cost, but also the financing cost of the capital through the 18 

inclusion in rate base of Allowance for Funds Used During Construction for 19 

capital investment being built, and then the cost of the capital investment if 20 

purchased or when building is completed. 21 

                                            
4 See Joint Testimony/100, Joint Parties/10. 
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Q. PLEASE DESCRIBE HOW THE PPA/APL ACCOUNT IS SIMILAR AND 1 

DISSIMILAR TO BOTH AN EXPENSE AND A CAPITAL INVESTMENT. 2 

A. In the past (specifically, in recent rate cases in which a utility proposed 3 

recovery of the financing cost of its ppa/apl account balance), part of the 4 

discussion has revolved around whether the ppa/apl account balance 5 

represents an expense or an investment.  The joint utilities have claimed the 6 

ppa/apl account is similar to an investment and a return on its balance should 7 

be allowed in ratemaking.  Others have argued that it is more similar to an 8 

expense, and to grant recovery on it would constitute retroactive ratemaking.  9 

The ppa/apl account is actually neither an expense nor an investment, though 10 

it has similar and dissimilar characteristics to both.   11 

  From an accounting perspective, an expense indicates a cost over a period of 12 

time (ie. an annual expense), whereas an asset or liability indicates the value 13 

of something as of a specific point in time (ie. the December 31 value of a bond 14 

or a transmission line).  Generally, assets and liabilities will appear on a 15 

balance sheet, whereas expenses will appear on an income statement.   16 

  The definition of an investment according to Investopedia is, “An asset or item 17 

that is purchased with the hope that it will generate income or appreciate in the 18 

future.”5  Merriam-Webster gives a similar definition, “the outlay of money 19 

usually for income or profit.”6  The ppa/apl account is similar to an investment 20 

in that it represents an outlay of money insofar as it represents cumulative cash 21 

outlays in excess of accrual expenses, but this is only applicable if there is a 22 

                                            
5 See http://www.investopedia.com/terms/i/investment.asp. 
6 See http://www.merriam-webster.com/dictionary/investment. 
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positive account balance.  In fact, the ppa/apl account can have either a 1 

positive or negative account balance.  Also, both definitions mention that an 2 

investment is made for the purpose of generating income or profit; however, 3 

the ppa/apl account does not serve this purpose. 4 

  If the ppa/apl is neither an expense nor an investment, what is it?  It is an 5 

accrual account indicating the expectation of a future expense or benefit 6 

related to the difference between cash outlays and accrual expense.   7 

A balancing account is a regulatory concept that usually tracks the difference 8 

between forecasted expenses put into rates and actual expenses.  Balancing 9 

accounts are temporary, can have a positive or negative balance, and can be 10 

cleared annually through a rider or refund.  The ppa/apl account is established 11 

according to accounting rules, but can be thought of as acting like a balancing 12 

account between a company’s cash expense and its accrual expense in the 13 

sense that it nets activity over a period of time.  It can have a positive or 14 

negative balance and will eventually have a zero balance in the long term.  15 

However, it is not annually cleared as a balancing account would for the 16 

purposes of ratemaking.7 17 

Finally, it should be noted that the capital investments can affect future costs, 18 

whereas expenses do not.  In this sense, the ppa/apl account is similar to a 19 

capital asset. 20 

                                            
7 See NW Natural’s response to Staff Data Request No. 35, included as Exhibit Staff/103, Bahr/1. 
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Q. PLEASE RESPOND TO THE JOINT UTILITIES’ COAL PLANT FUEL STOCK 1 

ANALOGY.8 2 

A. The joint parties’ opening testimony discusses how fuel stock for a coal plant 3 

has two costs that the Commission typically allows to be recovered in rates, 4 

both the actual cost of the coal as well as the financing cost of the coal stock 5 

that is maintained.  The joint utilities state, “The prepaid pension asset balance 6 

represents pre-payments of FAS 87 expense that are analogous to the stock of 7 

coal.”   8 

  Staff notes several key differences between fuel stock for a coal plant and the 9 

ppa/apl account.  The first is that the ppa/apl account balance can be either 10 

positive or negative, whereas fuel stock by nature cannot have a negative 11 

value, although a change in inventory level can be a negative.  The fuel stock 12 

will always be tying up investment dollars, whereas the ppa/apl account will 13 

only tie incur financing costs during the time it has a positive balance.  The joint 14 

utilities did not discuss the fact that many of them had negative account 15 

balances in the past that represented cumulative FAS 87 amounts in excess of 16 

cash actually paid by the companies into pension funds.  In requesting a return 17 

on their current positive balances, they fail to address how this is equitable 18 

considering that it would be fair to expect them to refund to customers past 19 

financing costs of the amount paid by customers in excess of the utilities’ 20 

actual cash expense. 21 

                                            
8 See Joint Testimony/100, Joint Parties/13. 
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  A second difference between fuel stock for a coal plant and the ppa/apl 1 

account is that the fuel stock is a necessity of running a coal plant; the utility 2 

company would have invested in the coal plant having already considered the 3 

expected fuel stock it would need on hand to run the plant (the fuel stock was 4 

generally known and measurable).  Conversely, in considering pension costs in 5 

the past, the utilities did not expect the ppa/apl account balance to grow to a 6 

significant amount.       7 

  An additional difference is in the depreciation of the fuel stock and the ppa/apl 8 

account.  Fuel stock depreciation will be based on either the FIFO or LIFO 9 

method of cost identification, and will change as prices are negotiated in new 10 

contracts.  The depreciation of the ppa/apl account balance, which occurs 11 

through FAS 87 expense, is different in that there is no determined 12 

depreciation period, the depreciation is not consistent over time, and there are 13 

many variables affecting the calculation of FAS 87.  In response to data 14 

requests, utilities have stated that the duration of the ppa/apl balance is 15 

unknown and difficult to forecast given the unpredictability and complexity of 16 

variables.9  17 

Q. HOW HAVE PENSION COSTS BEEN TREATED HISTORICALLY BY THE 18 

COMMISSION? 19 

A. FAS 87 was required to be implemented by companies by at least 1987 for 20 

financial reporting purposes, at about which time it also began appearing in 21 

                                            
9 See Exhibit Staff/103, Bahr/2-4 for examples of company responses to Staff data requests indicating 
the difficulty in making such a forecast. 
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rate cases.10  Some companies did not change their recovery method until 1 

1998.11  The ppa/apl account was not addressed in the past because it either 2 

carried an insignificant balance or because it benefitted the company (an 3 

accrued pension liability position).  It was apparently not expected that the 4 

account balance would grow to a significant balance, either positive or 5 

negative.  Below is a table indicating the year for each company that FAS 87 6 

was first used to set rates. 7 

 Table 2.  Year and Docket in which FAS 87 Was First Used To Set Rates12 8 
COMPANY YEAR Docket No. 

Avista 1997 N/A 

Cascade 1989 UG 86 

IPCO 1995 UE 92 

NW Natural 1986 UG 38 

PacifiCorp 1998 UE 111 

PGE 1991 UE 79 

  Prior to FAS 87, cash contributions generally were used to define pension 9 

costs and set rates.  Some jurisdictions, including Idaho, still use cash 10 

contributions in setting rates.  Since its inception until now, FAS 87 has been 11 

used in Oregon as a proxy for cash contributions when setting rates, as it tends 12 

to be less volatile than actual cash contributions.  Even though companies 13 

have not included the financing cost of their ppa/apl account balances in rates, 14 

                                            
10 See NW Natural’s response to CUB Data Request No. 11, included as Exhibit Staff/103, Bahr/5. 
11 See PacifiCorp’s response to Staff Data Request No. 26, included as Exhibit Staff/103, Bahr/6. 
12 See companies’ responses to CUB Data Request No. 13 and NW Natural’s response to CUB Data 
Request No. 11, included as Exhibit Staff/103, Bahr/7-16. 
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some companies have included the associated deferred tax asset or liability in 1 

rates while others have not. 2 

Q. HAS FAS 87 ACCURATELY REFLECTED COMPANIES’ ACTUAL CASH 3 

OUTLAYS? 4 

A. To date, as evidenced by the current balances of the joint utilities’ ppa/apl 5 

accounts, it must be concluded that FAS 87 has not been an accurate 6 

reflection of the companies’ actual cash outlays from a short term perspective.  7 

However, as explained earlier, in the long run the actual cumulative FAS 87 8 

expense will equal total cash outlays from the companies to their pension 9 

funds. 10 

Q. HAVE ANY OF THE UTILITIES PROPOSED CHANGES TO PENSION COST 11 

RATEMAKING TREATMENT IN THE PAST? 12 

A. Yes.  In UG 221, NW Natural proposed recovery of its financing cost.  It is out 13 

of that docket that this general investigation was ordered.  Since that time, 14 

PGE, PacifiCorp, and Avista have all filed general rate cases requesting 15 

recovery of the financing cost of the ppa/apl account balance.13  In addition, 16 

NW Natural and PGE have both filed deferred accounting applications to 17 

capture the pension cost not currently being recovered in rates.14 18 

Q. WHAT IS THE JOINT UTILITIES’ PROPOSAL IN THIS DOCKET? 19 

A. The joint utilities acknowledge that FAS 87 will, in the long term, equal cash 20 

contributions, and are therefore not requesting a return of their prepaid pension 21 

                                            
13 See UG 233, UE 262, UE 263, and UG 246 for the general rate cases in which recovery was 
requested by NW Natural, PGE, PacifiCorp, and Avista.  
14 See UM 1619, UM 1623, UM 1630, and UM 1642 (which was filed by PacifiCorp and subsequently 
rescinded). 
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assets.  They are, however, requesting that they be granted a return on the 1 

balances, which would allow them to recover their financing costs associated 2 

with the cash outlay in excess of the cumulative accrual expense.  In 3 

conversation with the utilities, Staff understands their proposal is to offset the 4 

ppa/apl account balance with the associated deferred tax asset or liability.  5 

IPCo, which has an accrued pension liability rather than a prepaid pension 6 

asset like the other five utilities, has not proposed any change to current 7 

ratemaking treatment of pension costs. 8 

PART III – ANALYSIS 9 

Q. PLEASE DESCRIBE HOW STAFF ANALYZED THE JOINT UTILITIES’ 10 

PROPOSAL AND THE ISSUE OF PENSION COST RECOVERY. 11 

A. Staff made 158 data requests to the companies and reviewed the responses to 12 

these and numerous others from CUB and ICNU.  Staff also reviewed previous 13 

Commission orders, workshop presentations, accounting pronouncements, and 14 

testimony filed in other states. 15 

 Upon gaining a clearer understanding of the basic issues in this docket, Staff 16 

considered two primary issues.  The first issue is the treatment of the current 17 

ppa/apl account balances of the utilities, which have been accumulating since 18 

approximately 1987 as companies have recognized FAS 87 expense amounts 19 

different from the amount of cash outlaid.  The second issue is the treatment of 20 

pension costs in ratemaking going forward, and what to do, if anything, with any 21 

accumulation of the ppa/apl account occurring due to the difference between 22 

future cash contributions and FAS 87 expense.   23 
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Q. PLEASE DESCRIBE STAFF’S ANALYSIS OF THE FIRST POLICY ISSUE 1 

RELATED TO THE CURRENT PPA/APL ACCOUNT BALANCE. 2 

A. The following questions were identified by Staff as key to determining the 3 

policy issue relating to the current ppa/apl account balance. 4 

1.  Would allowing a return on the current balance of the ppa/apl accounts of the 5 

utilities constitute retroactive ratemaking? 6 

This is a legal issue to be addressed in briefs, rather than testimony.  7 

Generally, if the ppa/apl account balance were deemed an expense, 8 

retroactive ratemaking would legally prevent its recovery.  However, if the 9 

ppa/apl account balance were deemed akin to an investment, retroactive 10 

ratemaking would not legally prohibit future recovery or financing costs of the 11 

balance.  12 

2.  Would allowing a return on the current balance of the ppa/apl accounts of the 13 

utilities constitute single-issue ratemaking? 14 

The next question with regard to the current balance of the utilities’ ppa/apl 15 

accounts is whether the utilities should be allowed a return on the current 16 

account balance, given that rates are set holistically for utilities and these 17 

balances arise from past years.  One could argue that allowing the recovery of 18 

the current ppa/apl account balance would be tantamount to “cherry picking” 19 

one item that had not been included at the time overall just and reasonable 20 

rates were set.   21 

For illustration, deferred accounting allows retroactive ratemaking for certain 22 

expenses, but it requires an earnings review of overall rates before it 23 
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determines whether or not recovery of the deferred expense is warranted.  In 1 

this proceeding, the joint utilities are requesting a return on a ppl/apl balance 2 

that accrued in the past, in isolation of other items that changed during that 3 

same period of time, and without a review of overall earnings during the past 4 

periods these ppa/apl balances were accrued. 5 

In addition, because the cash expenses occurred in the past, any attempt to 6 

review the prudence of those cash outlays through a prudence review might 7 

be difficult.  A potential prudence review could simply be based upon whether 8 

or not the utility paid the minimum contribution amount required by ERISA; 9 

however, this, or any other, prudence review would still need to be applied 10 

retroactively.  Alternatively, the joint utilities would likely contend that because 11 

they are requesting a return on a current balance, a prudence review would 12 

not be appropriate because it would be considering past expenses. 13 

The joint utilities have stated that the ppa/apl balance is a current balance 14 

for which they will incur financing costs in the future.  When considering single 15 

issue ratemaking, the question becomes whether or not the joint utilities 16 

should have, or were required, to ask for recovery of the financing costs of the 17 

ppa/apl balance at the time the balances were accruing.  For a typical plant 18 

investment, timing of the recovery request does not seem to be an issue 19 

because the plant is depreciating and the utility is suffering regulatory lag.  20 

Staff notes, however, that land is a capital asset that is included in rate base 21 

but does not depreciate.    22 



Docket UM 1633 Staff/100 
 Bahr/17 

 

  Because a utility is aware that a general rate proceeding will review all costs, 1 

the utility would typically only file a general rate proceeding when overall rates 2 

warranted recovery, versus the single issue of the plant investment.  In this 3 

situation, the proposed recovery of the financing costs of the ppa/apl balance is 4 

complicated by the fact that the ppa/apl account balance can not be 5 

categorized ast a typical investment or a typical expense.  6 

3.  Would allowing a return on the current balance of the ppa/apl accounts of the 7 

utilities be permissible absent an accounting order declaring the account 8 

balance a regulatory asset? 9 

  Another question is whether an accounting order from the Commission 10 

declaring the ppa/apl account balance a “regulatory asset” is necessary in 11 

order to allow them to include it in rate base.  This question is also of a legal 12 

nature and will be addressed in briefs.  Staff sent a data request to the utilities 13 

asking why they had not requested an accounting order declaring the ppa/apl 14 

account balance a regulatory asset and received varying responses.   15 

In their responses, Avista and Cascade noted that their request in this docket 16 

is for the Commission to determine that the prepaid pension asset is a 17 

regulatory asset that should be treated as a rate base item for ratemaking 18 

purposes.15  PGE and NW Natural both explained that they received approval 19 

in 2007 through Commission orders for accounting orders related to their 20 

                                            
15 See Avista’s response to Staff Data Request No. 30 and Cascade’s response to Staff Data 
Request No. 32, both included as Exhibit Staff/103, Bahr/17-18. 
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pension liabilities, with which their prepaid pension assets are associated.16  1 

PacifiCorp responded that while the prepaid pension asset is not a regulatory 2 

asset in the traditional definition, a component of the prepaid pension asset is 3 

reflected in regulatory assets because the prepaid pension asset is the sum of 4 

the underfunded status of its pension plan (recorded as a liability) and the 5 

associated unrecognized gains and losses, which are recorded as a regulatory 6 

asset.17     7 

4.  What portion of the current ppa/apl account balance represents an actual cost 8 

to the utility of funding its pension plan? 9 

As explained earlier and in Mr. Vogl’s testimony, the ppa/apl account balance 10 

is affected by two things, the cash paid by a utility into its pension fund and its 11 

actuarially calculated FAS 87 expense.  The FAS 87 expense is in turn affected 12 

by, in addition to other variables such as discount rate and long term expected 13 

market rate of return, the fund’s investment base.  The investment base can be 14 

increased either through successful investment management of the pension 15 

funds or by cash contributions.  The decrease in FAS 87 expense, and 16 

corresponding increase in ppa/apl account balance, due to successful 17 

investment management of the pension fund does not represent an actual cost 18 

to utilities that should be borne by customers.   19 

An additional question is whether the accumulation of the account balance 20 

prior to 2008 should be included.  The utilities claim that the ppa/apl account 21 

                                            
16 See PGE’s response to Staff Data Request No. 31, which includes a copy of Order No. 07-051, 
and NW Natural’s response to Staff Data Request No. 31, which includes a copy of Order No. 07-
030, included as Exhibit Staff/103, Bahr/19-30. 
17 See PacifiCorp’s response to Staff Data Request No. 35, included as Exhibit Staff/103, Bahr/31. 
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balance increased dramatically due principally to the two events that occurred 1 

in 2008, the Pension Protection Act and the financial crisis, as described in the 2 

opening testimony of the joint parties.  However, as can be observed in Table 1 3 

above, only Avista’s and PacifiCorp’s accounts truly seem to fit that narrative.  4 

Cascade, NW Natural, and PGE all accumulated over 50 percent of their 5 

current balances prior to 2008, and IPCO currently has a negative balance. 6 

A question has also arisen about whether, if the Commission allows a return 7 

to be granted on a portion of the current ppa/apl account balances, if the 8 

account balances should be offset by the difference between cumulative 9 

pension expense recovered in rates and cumulative actual FAS 87 expense.  10 

By performing this true-up, the Commission could ensure that customers would 11 

not be essentially charged twice for the same cost.  However, there could be 12 

complications in determining the amount of pension expense included in rates, 13 

as rates were sometimes set using negotiated settlements that did not identify 14 

the specific expense components.   15 

Staff described the accumulated deferred tax asset/liability associated with 16 

the ppa/apl account above in the Background section of testimony.  Should the 17 

Commission allow recovery of the financing cost of a portion of the current 18 

ppa/apl account balance, Staff recommends that the proportionate amount of 19 

the accumulated deferred tax asset/liability offset the amount of the current 20 

ppa/apl account balance on which a return is allowed.  21 

Finally, should the Commission allow recovery on a portion of the current 22 

ppa/apl account balance, it must also address whether the Commission-23 
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authorized rate of return should be applied or a lower rate, more 1 

commensurate with that of something like a typical balancing account.  Staff 2 

discussed earlier in testimony some of the characteristics of the ppa/apl 3 

account.  Given the varying circumstances of each utility, the rate of return 4 

could be determined individually in general rate cases. 5 

 Q. WHAT IS STAFF’S RECOMMENDATION WITH REGARD TO THE 6 

PROPOSED INCLUSION OF THE CURRENT PPA/APL ACCOUNT 7 

BALANCES IN RATE BASE? 8 

A. Staff defers to counsel to address the legal issues of retroactive ratemaking 9 

and accounting orders in briefs.  Contingent on resolution of these issues, Staff 10 

believes that a financing cost of cash outlays in excess of those recognized 11 

under accrual accounting and regulatory recovery mechanisms does represent 12 

a real cost to the companies and could be recovered in rates.  However, Staff 13 

does not recommend inclusion of the utilities’ current ppa/apl account balances 14 

in rate base as proposed by the joint parties.  As it is associated with the 15 

ppa/apl account, the accumulated deferred tax asset/liability associated with 16 

the amount of ppa/apl not allowed in rates should be excluded from rates. 17 

  Rates in the past were set holistically and the pension cost was included in 18 

overall rates.  Regulatory recovery is generally based upon cash expenses, not 19 

accrual.  FAS 87 was used as a proxy for cash costs, not as the actual cost 20 

itself.  The utilities are correct in claiming that FAS 87 alone does not recover 21 

the true pension cost of the utility, but that does not mean the Commission 22 
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should consider a single issue in isolation of all other issues that occurred 1 

during past periods.   2 

  Alternatively, Staff’s secondary recommendation is to grant the utilities a 3 

return on a portion of their current ppa/apl account balance.  The portion on 4 

which a return would be allowed would be subject to a true-up of actual FAS 87 5 

expenses versus the amount of pension costs recovered in rates, exclude the 6 

portion accumulated prior to 2008, exclude the portion associated with excess 7 

investment returns, be offset by the proportionate amount of the associated 8 

accumulated deferred tax asset/liability, and be subject to a lower rate of return 9 

than the Commission-authorized rate of return approved for the company.     10 

Q. PLEASE DESCRIBE STAFF’S ANALYSIS OF THE SECOND POLICY ISSUE 11 

RELATED TO ANY PPA/APL BALANCE ACCUMULATED GOING 12 

FORWARD. 13 

A. Staff’s analysis of the second policy issue is similar to the first, except less the 14 

discussion of retroactive ratemaking.  The questions still need to be considered 15 

of whether or pensions should be treated in isolation of other general rate case 16 

expenses (through the use of a tracker or true-up mechanism such as an 17 

automatic adjustment clause), on what portion of the balance does the 18 

financing cost represent an actual cost to the utility, what rate of return should 19 

be allowed, and whether the Commission should continue using FAS 87 to 20 

approximate the pension cost of a utility.     21 

Q. WHAT IS STAFF’S RECOMMENDATION WITH REGARD TO SETTING 22 

RATES TO ALLOW RECOVERY OF PENSIONS COSTS PROSPECTIVELY? 23 
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A. Staff supports the inclusion in rate base of ppa/apl account balances 1 

accumulating in the future (beginning at zero as of this docket), but not the 2 

current balance.  The balance to be included in rates should be reduced by the 3 

portion of the balance due to excess earnings rather than cash contributions, 4 

and offset by a proportionate amount of the associated accumulated deferred 5 

tax asset/liability.  The rate of return on the prospective ppa/apl balance should 6 

be specific to each utility and can be determined in future ratemaking 7 

proceedings. 8 

Because of the inconsistency and unpredictability of cash contributions, Staff 9 

believes the Commission should continue to use FAS 87 in setting rates.  This 10 

also will facilitate the use of FAS 88 to allow the utilities to recover their 11 

prudently incurred costs if the company decides to terminate its plan prior to its 12 

natural life end.  Staff does not believe that a tracker or true-up mechanism 13 

should be implemented prospectively for the purpose of tracking the amount 14 

included in rates and actual FAS 87 expense. 15 

Q. WOULD THERE BE ANY COMPLICATIONS WITH THE IMPLEMENTATION 16 

OF STAFF’S RECOMMENDATION? 17 

A. Possibly.  Based on responses from the companies to data requests issued by 18 

Staff, it is unclear if it would be possible to extricate from the ppa/apl balance 19 

the effects of investment earnings above expected and the accumulation of 20 

differences between cash contributions and FAS 87 expense prior to 2008.18  21 

Additionally, because many cases are settled through a “black box” 22 

                                            
18 See Exhibit Staff/103, Bahr/32-38 for examples of company responses to Staff data requests 
indicating the difficulty of determining this amount. 
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negotiation, the pension cost put into rates likely would have to be estimated in 1 

order to find the difference between amounts recovered in rates and actual 2 

FAS 87 expense. 3 

PART III – RECOMMENDATIONS SUMMARY 4 

Q. PLEASE PROVIDE A SUMMARY OF STAFF’S RECOMMENDATIONS. 5 

A. Staff’s recommendation is contingent upon a legal review of the issues of 6 

retroactivity and accounting orders, which will occur in briefs later in this 7 

docket.  Staff believes that a utility should be allowed to recover its prudently 8 

incurred costs, which are typically interpreted as its outlay of cash for 9 

regulatory cost recovery purposes.  Because FAS 87 is an accrual expense, 10 

and the ppa/apl account balance trues up the cumulative accrual expense to 11 

the actual amount of money outlaid by a company, utility companies should be 12 

allowed to earn a return on their ppa/apl account balances through rates. 13 

  However, for the reasons specified earlier, Staff recommends that the portion 14 

of the ppa/apl balance accumulated prior to the present be excluded from the 15 

amount on which a return is allowed.  Staff also recommends that the inclusion 16 

of any prospectively accumulated balance of the ppa/apl account exclude any 17 

accumulation due to excess investment returns rather than cash contributions 18 

and be offset by the proportionate amount of accumulated deferred tax 19 

asset/liability of each.  The return on the prospective ppa/apl balance should be 20 

specific to each utility and can be determined in future ratemaking proceedings. 21 

  Staff agrees with the joint utilities’ proposal to continue the use of FAS 87 to 22 

set rates, which allows companies the opportunity to recover prudent costs 23 
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through FAS 88 if the plan is terminated prior to the end of its natural life.  Staff 1 

does not recommend the use of a tracker going forward to true up costs in 2 

rates with actual costs.   3 

  Alternatively, Staff’s secondary recommendation is the ppa/apl account 4 

balance accumulated as of 2008 be allowed for recovery of its financing cost, 5 

as it represents an actual cost to the utility of funding its pension plan.  As in 6 

Staff’s primary recommendation, the balance would exclude amounts due to 7 

excess earnings, be subject to a true-up of pension costs in rates and actual 8 

FAS 87 expense, be netted against the proportionate amount of associated 9 

accumulated deferred tax asset/liability, and be subject to a lower rate of return 10 

than the company’s overall rate of return approved by the Commission.     11 

Q. DOES THIS CONCLUDE STAFF’S TESTIMONY? 12 

A. Yes. 13 
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