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ORDER

DISPOSITION: STIPULATION ADOPTED

On April 28, 2006, Idaho Power Company (Idaho Power) filed an application
for authorization to defer certain excess net power supply expenses incurred during May 1,
2006 through April 30, 2007. Idaho Power filed the application pursuant to ORS 757.259(2),
which authorizes the Public Utility Commission of Oregon (Commission) to allow a utility to
defer certain expenses for later incorporation in rates.

Following extensive negotiations, Idaho Power, the Citizens’ Utility Board of
Oregon (CUB) and the Commission staff (Staff) submitted a stipulation intended to resolve
all issues arising from Idaho Power’s request for deferral. The three parties, which were the
only parties to this proceeding, also filed joint testimony sponsored by Michael J.
Youngblood, representing Idaho Power, Lowrey Brown, representing CUB, and Carla
Owings, representing Staff.

For the reasons set forth below, we find that the Stipulation is appropriate for
resolving issues arising in this proceeding and approve it.

FINDINGS OF FACT

We admit the Stipulation and supporting testimony into the record pursuant to
OAR 860-014-0085. Based on that information and Idaho Power’s application, we make the
following findings:

1. Idaho Power is a public utility and provides retail electricity services in
Idaho and Oregon.

2. Idaho Power is a summer-peaking utility that relies heavily on its hydro
electric generating facilities to meet the needs of its customers. Under normal conditions,
almost half of Idaho Power’s energy is produced by its hydro electric generating plants.
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3. For its Oregon customers, Idaho Power charges rates approved by this
Commission in Order No. 05-871. In that proceeding, the Commission determined that
Idaho Power’s revenues from the sale of surplus power under normal water conditions would
exceed its power supply expense. Accordingly, it established a negative $1.8 million net
power supply expense for Idaho Power on a system-wide basis, or approximately negative
$89,000 on an Oregon-only basis.

4. During the deferral period (May 1, 2006 through April 30, 2007), Idaho
Power’s actual net power supply costs, on a system-wide basis, were $161.5 million, or
$163.3 million above the amount forecast in Order No. 05-871 on a system-wide basis, or
approximately $8 million on an Oregon-only basis.

5. Four main factors contributed to Idaho Power’s significant excess net
power supply expenses during the deferral period:

• Idaho Power experienced substantial system load growth since the
2003 test period used to set rates in Order No. 05-871.

• Early predictions of drought caused Idaho Power to reasonably enter
into Power Purchase Agreements for the spring and summer months of
2006. When spring water levels were actually better than forecast,
Idaho Power sold excess electricity during the spring months at prices
lower than those set forth in the Power Purchase Agreements.

• Favorable stream flow conditions did not continue. Water levels from
October 2006 through March 2007 were significantly less than
expected due to drier conditions. Due to a reduction in hydro
generation capabilities, Idaho Power was required to rely more on
higher cost thermal generation and wholesale market purchases.

• Temperatures in July 2006 were considerably higher than normal
throughout the region, causing an increase in electric demand and a
corresponding increase in electric market prices during the summer.

6. Absent the ability to recover these expenses through a deferral, these
additional costs would impose a significant financial impact on Idaho Power.

7. Based on Idaho Power’s most recent general rate proceeding, a $600,000
impact on its Oregon only-operations represents an approximate 100 basis point impact on its
authorized return on equity.1

8. Idaho Power’s earnings during the deferral period did not exceed levels
authorized by this Commission.

1 We derive this number from Order No. 05-871, Appendix B, page 1, of which we take official notice. A party
may object to the facts noticed within 15 days of this order. See OAR 860-014-0050(2).
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STIPULATION

As noted above, Idaho Power, CUB, and Staff entered into a stipulation
intended to resolve all issues arising from the company’s request to defer excess power costs.
The Stipulation is attached as Appendix A and incorporated by reference.

The stipulating parties agree that Idaho Power should be able to defer excess
power supply expenses incurred during the deferral period in the amount of $2.0 million on
an Oregon-allocated basis. This represents $41.7 million on a system-wide basis. The
parties explain they each arrived at this amount employing its own methodology, but that all
methods were consistent in three respects:

• Actual net variable power expenses should be compared to base net
variable power expenses to produce excess net power supply expenses.

• Excess net power cost expenses incurred as a consequence of load growth
should not be included in amounts to be deferred.

• Idaho Power’s Oregon allocation factor of 4.94 percent used in Order No.
05-871 is appropriate to apply to the system-wide excess net power supply
expenses to produce the Oregon share.

The parties also agreed to the carrying charge that should be applied to the
unamortized deferral balance. Beginning at the end of the deferral period, the parties
recommend that interest would accrue on the deferred amount at Idaho Power’s authorized
rate of return. Following a Commission order authorizing amortization, interest would
accrue on unamortized deferral balances at the rate (or rate determined by the methodology)
established in docket UM 1147, a pending investigation relating to deferred accounting.

The parties believe that the Stipulation represents a reasonable resolution of
the issues in the docket, and that the proposal to allow Idaho Power the ability to defer a
portion of its excess net power supply expenses incurred during the deferral period would be
a fair, just, and reasonable result. Accordingly, the parties ask the Commission to adopt the
Stipulation, in its entirety, without change or condition.

DISCUSSION

Our review of a deferral application begins with whether the application is
authorized under ORS 757.259(2). See Order No. 04-108 at 8. If the statute allows the
deferral, we then exercise our discretion to determine whether to grant the application,
considering the type of event that caused the request for deferral and the magnitude of that
event on the utility. Id. We address each inquiry separately.
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Eligibility under ORS 757.259(2)

Although Idaho Power indicated that it made its filing pursuant to
ORS 757.259(2), the Stipulation and supporting testimony fail to identify the exact statutory
provision authorizing the proposed deferral. We find that Idaho Power’s request to defer
excess power costs is authorized under ORS 757.259(2)(e), which allows the Commission to
approve a deferral, for later inclusion in rates, of identifiable utility expenses or revenues
necessary to minimize the frequency of rate changes or to match benefits received by
ratepayers with costs borne by those same ratepayers.

Commission Discretion

To determine whether a deferral request warrants an exercise of Commission
discretion, we examine two interrelated factors—the type of the event leading to the request
for deferral, and the magnitude of the event’s effect. See Order No. 05-1070 at 5. These
considerations interact with each other such that neither, by itself, is dispositive.

As to the type of event, the Commission will look to whether the event was
modeled in rates, and, if so, whether extenuating circumstances were involved that were not
foreseeable during the rate case, or whether the event fell within a foreseen range of risk
when rates were last set. If the event was not modeled, we will consider whether it was
foreseeable as happening in the normal course of events, or not likely to have been capable of
forecast. Id.

As to magnitude, if the event was modeled or foreseen, without extenuating
circumstances, the magnitude of harm must be substantial to warrant an exercise of discretion
in opening a deferred account. If the event was neither modeled nor foreseen, or if
extenuating circumstances were not foreseen, then the magnitude of harm that would justify
deferral likely would be lower. Id.

Unlike prior deferrals we have recently examined, Idaho Power seeks a
deferral for not one, but multiple events. The parties agree that Idaho Power has incurred
excess power costs associated with four identified events: (1) system load growth; (2)
erroneous water forecasts for the spring and summer of 2006; (3) drought from October 2006
through March 2007; and (4) higher than normal temperatures in July 2006. The parties
further agree, however, that excess net power costs incurred as a consequence of load growth
should not be deferred. Accordingly, we focus on the remaining three events.

We find that the three events—all related to weather—are properly classified
as stochastic risks. In other words, they represent risks that can be predicted to occur as part
of the normal course of events. Moreover, two of the events related to water were modeled
in rates. The parties presented no evidence that these risks were not foreseeable or incapable
of forecast. Accordingly, Idaho Power must demonstrate that the magnitude of harm
resulting from these events must be substantial to warrant an exercise of Commission
discretion to authorize the deferral account.
















