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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1147

In the Matter of

PUBLIC UTILITY COMMISSION OF
OREGON

Staff Request to Open an Investigation
Related to Deferred Accounting.

PORTLAND GENERAL ELECTRIC
COMPANY'S OPENING COMMENTS
(PHASE III)

Portland General Electric Company ("PGE") appreciates the opportunity to

submit the following Opening Comments on the issues identified in Phase II of this docket.

UM 1147, Order No. 06-507 at 6. For convenience, we have organized our comments consistent

with the issues list Staff circulated among the parties.

I. WHAT RATE OF RETURN SHOULD APPLY TO DEFERRED AMOUNTS
AFTER AMORTIZATION HAS BEEN ORDERED?

In Phase II, the Commission directed the parties to address in this phase "what the

rate of return on deferred accounts should be during amortization, or how the rate of return

should be established." Id. In posing this question, the Commission concluded that deferred

accounts represent a utility investment and that "funding of deferred accounts, at least until some

amount is amortized, should not be culled out from other utility investments." Id. For the period

after the Commission has ordered amortization of the deferred amount, the Commission

recognized that utilities need to be made whole for their investment in deferred accounts, but

concluded that the authorized rate of return after amortization begins is not necessary to do so.

Id. Accordingly, the Commission should establish a new rate of interest based on the following

criteria: (1) it should reflect the utility's costs, (2) it should recognize the typical timing of

deferrals, and (3) it should be readily verifiable and transparent.
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An interest rate based on the utility's long-term debt is the most appropriate rate

given that investments in deferred accounts are long-term in nature. For deferred costs, the

utility must incur the costs immediately and await recovery while the Commission engages in an

often protracted two-stage process. First, the Commission must consider the deferred accounting

application. The deferred accounting statute now requires a hearing (if one is requested). The

Commission dockets for obtaining authorization for deferred accounting often occur after the

deferral period and alone can take six months to a year to resolve. Second, another contested

case process may be required before the Commission orders recovery. It is, therefore, not

uncommon in larger deferrals for two or three years to elapse between when the utility incurred

the cost and when the Commission issues its amortization order.

Even after the Commission issues its amortization order, recovery often takes

several years. The list of deferred accounts for PGE and PacifiCorp reveals that most substantial

deferred amounts are recovered over a period of multiple years. See Exhibit A.

The use of a long-term debt rate matches the time period over which utilities

finance such amounts and must await recovery of such investments. It therefore reflects the

utility's costs, keeping the utility whole on its investments. Other published rates, such as

Treasuries, fail this basic standard.

A long-term rate is also verifiable and transparent. The Commission determines a

utility's forecasted long-term debt cost in each general rate case and the utility's actual long-term

debt cost for the prior year is disclosed in the utility's annual Results of Operation Report

("ROO"). Either of these measures supplies a good benchmark in order to keep utilities whole

for amounts they finance in deferred accounts.

II. HOW SHOULD POST-AMORTIZATION RATES OF RETURN BE
ESTABLISHED?

As noted above, PGE proposes the long-term cost of debt as the appropriate

interest to apply to post-amortization deferred amounts. If adopted, this rate can be determined

through two equally suitable methods:



Page 3 - PORTLAND GENERAL ELECTRIC COMPANY'S OPENING COMMENTS
(PHASE III)

• Commission authorized long-term cost of debt as determined in each

general rate case. This rate is based on average rate base as forecasted for

a future test year. Interest rates for deferral balancing accounts will be

updated on the date the new retail rates become effective and will remain

in effect until the next general rate case as approved by Commission

Order.

• The long-term cost of debt as determined in the utilities' annual ROO.

This rate is based on average debt from the prior year's actual financial

statements. Interest rates for deferral balancing accounts can be updated

as of the beginning of the year in which the ROO is filed or they can be

updated on the day the ROO is due to be filed (May 1 of each year).

III. SHOULD AN EXCEPTION APPLY TO IDAHO POWER?

PGE takes no position on whether Idaho Power should be provided an exemption

to the Commission's policy in this docket.

We understand that the recovery period for certain Idaho Power deferrals is

substantial, but long recovery periods are not unique to Idaho Power. PGE's power cost deferrals

from the Western Energy Crisis were recovered over a period of almost four years. The

Commission recently authorized the recovery of deferred amounts for Beaver 8 over a five-year

period. A list of PacifiCorp's current deferred accounts reveals that most are recovered over a

five-year period. See Exhibit A. Such long recovery periods, which span well over one year, are

inconsistent with the application of a short-term interest rate for all utilities.

IV. HOW SHOULD THE RATE OF RETURN BE SET FOR DEFERRED
ACCOUNTS THAT ARE BOTH CURRENTLY AMORTIZING AMOUNTS AND
ACCRUING AMOUNTS PROSPECTIVELY?

The typical authorized deferral will first entail the recording of the deferred costs

or revenues, followed by the amortization phase, during which the deferral is refunded to or

collected from customers. For these deferrals, the balancing account will reflect sequential
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phases so that a change in interest rates from the deferral phase to the amortization phase is both

administratively and mathematically simple. In this case (a) the deferral balance grows during

the deferral phase, with interest applied at the utility's authorized cost of capital, and then (b) the

deferral balance declines toward zero during the amortization phase, with interest applied at the

to-be-determined amortization-phase rate.

However, certain ongoing deferred accounts continue to accrue new deferred

amounts into and during the amortization phase. There are two kinds of such ongoing deferrals.

For the first type, amounts that have been deferred in the past are amortized while the account

continues to defer current amounts, which are then considered for amortization in a future period.

Examples of this type of ongoing deferrals are power cost deferrals or PGE's property sales

deferred account. PGE proposes two alternative approaches for such accounts:

• Separate components to the balancing account with the authorized cost of

capital applied to the deferral-only balance and the amortization rate

applied to the amortization-only balance. When amortization begins, the

deferral balance to be amortized would be transferred to the amortization

component.

• A weighted average interest rate based on the absolute value of the current

month's deferral and amortization amounts. This means that each month

during the amortization period could have a different interest rate if the

deferral and/or amortization amounts vary.

The second type of ongoing deferrals use a balancing account where the

amortization amount is set to achieve a zero balance to recover or refund both (1) amounts that

have been deferred in the past, and (2) amounts that are expected to be deferred during the

amortization period. PGE's SB 1149 deferral is an example of a balancing account deferral.

Balancing account deferrals are different from the first category in their treatment of amounts

deferred during the amortization period. In the first type of deferral these amounts are deferred
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and considered for recovery or refunding in a later amortization period. In the second type of

deferral, amounts deferred during the amortization period are recovered or refunded in the same

period such that the balance is zero at the end of the period.

Balancing account deferrals are therefore fundamentally different in nature from

other deferrals. PGE proposes, for these balancing account type deferrals, that the utility's

authorized cost of capital continue to be used. If the Commission determines that the authorized

cost of capital is not appropriate, then either of the two alternatives identified above for ongoing

deferrals should be used.

V. WHAT SHOULD THE INTEREST RATE BE FOR AMOUNTS IN THE BPA
RESIDENTIAL EXCHANGE BALANCING ACCOUNT?

The BPA residential exchange balance should not be subject to the Commission's

new policy. The BPA account is not the same as PGE's deferred accounts. As a matter of law,

PGE is required to pass through all of BPA's residential exchange benefits to customers.

Because PGE is required to transfer the benefits to customers, no deferred accounting application

or Commission order is required to establish the balancing account. The account balance may be

positive or negative depending on load variation and other factors. PGE simply serves as the

conduit for conveying the benefits of the BPA system to its customers. The BPA residential

exchange balance should continue to accrue interest at PGE's authorized cost of capital. If the

Commission decides to make the balance subject to its new policy, a long-term debt based

interest rate should apply.

VI. SHOULD THERE BE A MATERIALITY THRESHOLD UNDER WHICH THE
POST-AMORTIZATION INTEREST RATE IS NOT RESET?

A materiality threshold should apply where the administrative cost of updating the

balancing account exceeds the difference in interest that would result from the application of new

post-amortization rates from this proceeding. An average difference in rates between the

authorized cost of capital and long-term debt rates, which PGE proposes as the appropriate post-

amortization rate, is approximately 150 basis points. Under this assumption, a $1 million
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average deferral balance would produce an interest differential of approximately $15,000 over

one year. Based on this level of interest differential, PGE proposes that deferral balances under

one-eighth of one percent (.0125%) of the utility's gross retail operating revenues be subject to a

materiality threshold and not require a change to the post-amortization interest rates. Based on

PGE's 2006 ROO, the proposed materiality threshold for deferral balances would be

approximately $1.7 million, with an average balance of approximately $850,000 for a one-year

amortization. As noted above, for such immaterial balances, the application of a new interest

rate would yield a change in interest of less than $15,000.

VII. HOW SHOULD THE COMMISSION'S NEW INTEREST RATE BE
IMPLEMENTED: SHOULD THE COMMISSION'S NEW POST-
AMORTIZATION INTEREST RATE APPLY TO EXISTING DEFERRALS OR
SHOULD IT BE APPLIED ON A PROSPECTIVE BASIS?

This issue concerns implementation of the interest rate the Commission

establishes in this docket. There are three types of deferrals at issue: (1) deferrals for which

amortization has begun, (2) deferrals the Commission has authorized but for which amortization

has not begun; and (3) deferred accounts that have not yet been authorized by the Commission.

The third category is uncontroversial: the new policy should apply to deferred accounts

established in the future. The implementation issue arises for the other two categories.

A balanced approach would be to apply the new interest rate to all amounts

subject to a future amortization order but not to amounts currently being amortized. As a

practical matter, if the Commission issues its order by the end of this year, the new policy would

take effect in 2008, which would result in virtually no delay in the effective date of the

Commission's policy. Applying the new policy to future amortization orders is in keeping with

the general rule that agency orders take effect on a prospective basis only. Such a middle ground

avoids undue complications while implementing the core of the Commission's new policy

expeditiously. It would also recognize that the recovery or refund periods (lengths) of current

amortizations were established based on the prior policy. PGE does not support changing

interest rates mid-amortization.
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VIII. CONCLUSION

PGE respectfully requests that the Commission adopt policies in this phase

consistent with PGE's recommendations.

DATED this 12th day of September, 2007.

Douglas C. Tingey OSB No. 04436
PORTLAND GENERAL

ELECTRIC COMPANY
121 SW Salmon Street, 1WTC1301
Portland, OR 97204
503-464-8926 (Telephone)
503-464-2200 (Facsimile)
doug.tingey@pgn.com

David F. White, OSB No. 01138
TONKON TORP LLP
888 SW Fifth Avenue, Suite 1600
Portland, OR 97204
503-802-2168 (Telephone)
503-972-3868 (Facsimile)
david.white@tonkon.com

Attorneys for Portland General Electric
Company

001991\00236\780411 V004
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CERTIFICATE OF SERVICE

I hereby certify that on this day I served the foregoing PORTLAND GENERAL
ELECTRIC COMPANY'S OPENING COMMENTS (PHASE III) by e-mail or by mailing a
copy thereof to each party that has not waived paper service, in a sealed, first-class postage
prepaid envelope, addressed to each party listed below and depositing in the US mail at Portland,
Oregon.

Edward A Finklea
Cable Huston Benedict LLP
1001 SW Fifth Avenue, Suite 2000
Portland, OR 97204
efinklea@chbh.com

Katherine Barnard
Director, Regulatory Affairs
Cascade Natural Gas
PO Box 24464
Seattle WA 98124
kbarnard@cngc.com

Jon T. Stoltz
Sr. Vice President-Regulatory & Gas
Cascade Natural Gas
PO Box 24464
Seattle, WA 98124
jstoltz@cngc.com

Waives Paper Service
Jason Eisdorfer
Energy Program Director
Citizens' Utility Board of Oregon
610 SW Broadway, Suite 308
Portland, OR 97205
jason@oregoncub.org

Waives Paper Service
Robert Jenks
Citizens' Utility Board of Oregon
610 SW Broadway, Suite 308
Portland, OR 97205
bob@oregoncub.org

Waives Paper Service
Lowrey R. Brown, Utility Analyst
Citizens' Utility Board of Oregon
610 SW Broadway, Suite 308
Portland, OR 97205
lowrey@oregoncub.org

Waives Paper Service
Matthew W Perkins
Davison Van Cleve PC
333 SW Taylor Street, Suite 400
Portland, OR 97204
mwp@dvclaw.com

Waives Paper Service
S. Bradley Van Cleve
Davison Van Cleve PC
333 SW Taylor Street, Suite 400
Portland, OR 97204
mail@dvclaw.com

Waives Paper Service
Stephanie S Andrus
Assistant Attorney General
Regulated Utility & business Section
Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
stephanie.andrus@state.or.us

Waives Paper Service
Sandra D. Holmes
Idaho Power Company
P. O. Box 70
Boise, ID 83707-0070
sholmes@idahopower.com

Waives Paper Service
Barton L Kline, Senior Attorney
Idaho Power Company
PO Box 70
Boise, ID 83707-0070
bkline@idahopower.com

Waives Paper Service
Katherine A. McDowell
McDowell & Rackner PC
520 SW Sixth Avenue, Suite 830
Portland, OR 97204-1268
katherine@mcd-law.com
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Waives Paper Service
Lisa F. Rackner
McDowell & Rackner PC
520 SW Sixth Avenue, Suite 830
Portland, OR 97204
lisa@mcd-law.com

Waives Paper Service
Kimberly Perry
McDowell & Rackner PC
520 SW Sixth Avenue, Suite 830
Portland, OR 97204
kim@mcd-law.com

Paula E. Pyron, Executive Director
Northwest Industrial Gas Users
4113 Wolf Berry Court
Lake Oswego OR 97035-1827
ppyron@nwigu.org

Inara K. Scott
Manager, Regulatory Affairs
Northwest Natural Gas
220 NW Second Avenue
Portland, OR 97209
inara.scott@nwnatural.com

Rates and Regulatory Affairs
Northwest Natural Gas
220 NW Second Avenue
Portland, OR 97209
efiling@nwnatural.com

Waives Paper Service
Michelle R. Mishoe, Legal Counsel
Pacific Power & Light
825 NE Multnomah Ct., Suite 2000
Portland, OR 97232
michelle.mishoe@pacificorp.com

Waives Paper Service
Natalie L. Hocken
Assistant General Counsel
PacifiCorp
Office of the General Counsel
825 NE Multnomah St., Suite 1800
Portland, OR 97232
natalie.hocken@pacificorp.com

Waives Paper Service
Oregon Dockets
PacifiCorp
Office of the General Counsel
825 NE Multnomah St., Suite 1800
Portland, OR 97232
oregondockets@pacificorp.com

Douglas C. Tingey
Asst. General Counsel
Portland General Electric Company
121 SW Salmon, 1WTC1300
Portland, OR 97204
doug.tingey@pgn.com

Rates & Regulatory Affairs
Portland General Electric Company
121 SW Salmon Street, 1WTC0702
Portland, OR 97204
pge.opuc.filings@pgn.com

Judy Johnson
Public Utility Commission
PO Box 2148
Salem OR 97308-2148
judy.johnson@state.or.us

DATED this 12th day of September, 2007.

DAVID F. WHITE
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