
ORDER NO. 08-327

ENTERED 06/17/08

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1329

In the Matter of

PACIFICORP, dba PACIFIC POWER

Petition to File Preliminary Depreciation Study.

)
)
)
)
)

ORDER

DISPOSITION: STIPULATION ADOPTED IN PART

On August 31, 2007, PacifiCorp, dba Pacific Power (Pacific Power),
filed an application for an order approving a change in depreciation rates in the above-
captioned docket.1 Pacific Power’s requested changes would result in a reduction in its
Oregon jurisdictional depreciation expense of approximately $7.7 million annually.

A prehearing conference was held on November 14, 2007, to adopt a
procedural schedule. Pacific Power and the Public Utility Commission of Oregon Staff
(Staff) participated as parties in this docket.

A settlement conference was held on January 16, 2008. The discussions
resulted in a comprehensive settlement between Pacific Power and Staff. On
February 15, 2008, the parties filed a stipulation setting forth the procedural history of the
docket and the terms of their settlement agreement (the Stipulation). Schedule 1,
attached and incorporated into the Stipulation, details the account-by-account
depreciation rates agreed to by the parties. A copy of the Stipulation is attached to this
order as Appendix A. On February 29, Staff filed the testimony of Roger White, and
Pacific Power filed the testimony of Henry E. Lay, both in support of the Stipulation.2

Under the terms of the Stipulation, Pacific Power’s depreciation expense
would decrease by approximately $16.1 million annually.3 The stipulated effective date
is January 1, 2008.

DISCUSSION

A substantial portion of the stipulated decrease in Pacific Power’s
depreciation expense (approximately $12 million of the $16.1 million decrease) is the

1 Pacific Power filed a preliminary depreciation study on July 10, 2007, to facilitate review of its
application. This docket was opened when the preliminary depreciation study was filed.
2 Staff filed a replacement version of its supporting testimony on March 4, 2008, to include exhibits
3 and 4, which had been inadvertently omitted from its February 29 filing.
3 At this time, the change in depreciation rates is for accounting purposes only.
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result of the parties’ agreement to extend the depreciable lives of Pacific Power’s coal-
fired generation plants to 61 years for most plants and 64 years for the Carbon plant. In
all but one instance, this increase in the depreciable lives of the plants results in a
depreciable life end date that is 7 to 17 years greater than the estimated retirement date
included in Pacific Power’s 2007 Integrated Resource Plan (IRP), and 4 to 14 years
greater than the current depreciable life end date:

PLANT
CURRENT

DEPRECIABLE LIFE
END DATE4

RETIREMENT DATE
FROM 2007 IRP5

STIPULATED
DEPRECIABLE LIFE

END DATE
Carbon 1& 2 2016 2020 2020
Cholla 4 2028 2025 2042
Colstrip 3 & 4 2032 2029 2046
Craig 1 & 2 2026 2024 2031
Dave Johnston 1-4 2023 2020 2027
Hayden 1 & 2 2023 2024 2027
Hunter 1-3 2029 2031 2042
Huntington 1 & 2 2030 2025 2036
Jim Bridger 1-4 2025 2026 2037
Naughton 1-3 2028 2022 2029
Wyodak 2026 2028 2039

Pacific Power did not explain why the depreciable life estimates for its coal-fired
generating plants varied substantially from the projected retirement dates used in its 2007
IRP, which was filed with the Commission only three months before Pacific Power filed
its depreciation study in this docket. It is unclear how this discrepancy is consistent with
Pacific Power’s contention that its depreciable life estimates are intended to ensure that
“a plant will be fully depreciated by the time it is finally removed from service.”6

We believe that Pacific Power’s request to extend the depreciable lives of
its coal-fired generating plants must be considered in the context of the current national
trends toward decreased reliance on fossil fuels and increased regulation of carbon
emissions. For example, the Oregon Legislature passed the Oregon Renewable Energy
Act (Senate Bill 838) in 2007 (the Act). The legislature found that “it is necessary for
Oregon’s electric utilities to decrease their reliance on fossil fuels for electricity
generation and to increase their use of renewable energy sources.” The Act therefore
establishes renewable portfolio standards, which require that all Oregon utilities include a
percentage of electricity generated from qualifying renewable energy sources in their
portfolio of power used to serve retail customers. The percentage of qualifying electricity
that must be included increases over time. Under the Act, 25 percent of Pacific Power’s
power portfolio must be generated by renewable energy sources by 2025. As Pacific
Power points out, statutes such as the Act do not eliminate the need for sources of reliable

4 See Pacific Power’s Response to Bench Request at 1 (April 24, 2008). See also Order No. 03-457.
5 See Pacific Power 2007 IRP, Appendix A at 24-25, Docket No. LC 42 (May 30, 2007).
6 Pacific Power/200, Mansfield/3 (August 31, 2007).
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energy such as coal-fired generating plants. Statutes such as these do, however, indicate
that the use of fossil fuels as an energy source is becoming increasingly disfavored.

Furthermore, it is apparent that significant regulation of carbon emissions
is imminent. Pacific Power is likely to be required to invest significant resources to meet
carbon emission standards. In fact, Pacific Power currently estimates that it will spend
$1,424 million on “environmental controls projects” over the next ten years.7 Depending
upon the type and extent of future carbon emission regulations (for example, cap-and-
trade regulations or requirements for new emissions control equipment), these expenses
are likely to substantially increase.

In this context, we question whether it is appropriate to extend the
depreciable life estimates for Pacific Power’s coal-fired generating plants. Because it
was unclear from the record whether and to what extent these issues were considered in
establishing Pacific Power’s new depreciable life estimates, the Commission issued
bench requests to Pacific Power seeking more information about the basis for the
extension, the effects of environmental regulations on these estimates, and whether
Pacific Power considered the possibility that increased environmental regulation could
result in early retirement of one or more of its coal-fired generating plants.8

In response to our request, Pacific Power reiterated that the increase in the
depreciable life estimates is based on the operating and maintenance history of the plants,
the current condition of major equipment components, and a review of capital
expenditures made and anticipated to be made at the plants.9 Although Pacific Power
acknowledges that future environmental regulations may require increased capital
expenditures, Pacific Power argues that it is “futile” to attempt to consider such
regulations in estimating depreciable lives at this time because the scope of those
regulations is too uncertain. Thus, in determining estimated depreciable lives, Pacific
Power assumes that coal-fired generating plants will continue to be an economic source
of power “well into the foreseeable future” and will stay in service as long as the plants
are operational. Pacific Power also assumes that any increased capital expenditures
resulting from environmental regulations will be recoverable in rates because the
expenditures will be “for the benefit of the customer.”10

In Oregon, the Commission requires that energy utilities: (1) evaluate
resources on a consistent and comparable basis; (2) consider risk and uncertainty;
(3) make the primary goal of the process selecting a portfolio of resources with the best
combination of expected costs and associated risks and uncertainties for the utility and its
customers; and (4) create an IRP that is consistent with the long-run public interest as

7 Pacific Power’s Response to Bench Request at 4. It is unclear whether this estimate includes carbon
emission reduction equipment or consideration of future environmental regulations.
8 Bench Request (April 8, 2008).
9 Pacific Power’s Response to Bench Request at 2. See also Pacific Power/200, Mansfield/2-6.
10 Pacific Power/200, Mansfield/3. See also Pacific Power’s Response to Bench Request at 4.
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expressed in Oregon and federal energy policies.11 We believe that it is probable that
future environmental regulations will significantly increase the costs of maintaining and
operating a coal-fired generating plant. This raises the possibility that continued
operation of one or more of Pacific Power’s coal-fired generating plants would no longer
be consistent with integrated resource planning principles or the long-run public interest.
In that case, questions could arise regarding Pacific Power’s ability to recover the costs of
carbon emission controls in customer rates if the early retirement of a coal-fired plant is
in the public interest. In other words, continued operation of a coal-fired generating plant
could become uneconomic, leading to early retirement of the facility. Pacific Power
ignores this possibility by assuming both that coal-fired generating plants will remain
economic and that all capital expenditures associated with these plants will be
recoverable in rates.

We acknowledge that the effect of future environmental regulations is
uncertain. But based on the record in this docket, we believe Pacific Power’s decision to
increase the depreciable life estimates for its coal-fired generating plants in the face of
this uncertainty is unreasonable. It is inappropriate to ignore the possibility that increased
environmental regulations could reduce the economic lives of coal-fired generation
plants. Although Pacific Power’s estimated depreciable lives may be accurate forecasts
of the plants’ operational lives, we believe the estimates do not adequately consider
factors that could adversely affect the plants’ economic lives.

CONCLUSION

For the reasons discussed above, and based on the limited record in this
docket, we decline to adopt that portion of the Stipulation that increases the depreciable
life estimates for Pacific Power’s coal-fired generating plants.12 For these plants, Pacific
Power should continue to use the currently-approved depreciable lives. Based on the
terms of the Stipulation and the supporting testimony, we find that the remainder of the
Stipulation is fair and reasonable. We therefore adopt the Stipulation in part.

11 See Order No. 07-002, Docket UM 1056 (January 8, 2007). The Commission originally adopted least-
cost planning in Order No. 89-507, Docket UM 180.
12 We recognize Pacific Power’s interest in using uniform depreciable lives for the same assets throughout
its service territory. See Pacific Power’s Response to Bench Request at 3-4. We find, however, that this
interest does not outweigh our interest in ensuring that a depreciable life estimate accurately reflects a
generating plant’s anticipated economic life.












































