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In Order No. 05-1070, the Commission decided to continue its investigation of the

current policy of applying an interest rate to deferred accounts that is equal to the utility's

authorized cost of capital. Order No. 05-1070 at 14. The Commission authorized a second

phase of this docket to consider whether it should change that policy. ALJ Kirkpatrick adopted a

phased schedule according to which parties first file comments on the threshold issue of

"whether a different rate of interest should be applied to authorized deferred accounts during

amortization." Prehearing Conference Memorandum at 1 (dated Jan. 25, 2006). PGE's opening

comments on the threshold issue are set forth below.

I. THE COMMISSION SHOULD NOT DEPART FROM ITS CURRENT POLICY

The reason offered for applying a different interest rate to deferred accounts is the

perception that these utility investments or expenditures "do not pose the same earnings and

economic risks as do rate-based, long-lived assets." Order No. 05-1070 at 12 (quoting from

comments in phase I of this docket). Consequently, some contend that the Commission should

reduce the interest rate applicable to deferred accounts to reflect a lower risk of recovery. This

proposal includes no corresponding adjustment to compensate utilities for higher risk

investments.
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This proposal is a selective and discriminatory change in Commission policy that

is inconsistent with how the Commission sets rates in general rate cases. No one in this docket

has disputed that utilities fund deferred accounts just like any other capital investment or

expense. PGE's investments, including deferred accounts, come from an unspecified mix of

debt and equity. When the Commission sets a utility's cost of capital, it does not differentiate the

risk of recovery for particular expenditures or investments. The Commission considers the

overall risk facing the utility. The Commission applies a utility's authorized rate of return to all

utility investments.

The choice for the Commission is the following: compensate utilities for the risk

they bear on an investment-by-investment basis or continue the Commission's current policy of

compensating the utilities for the overall risk they face. In Order No. 05-1070, the Commission

rejected a change in policy:

We agree with the utilities that the Commission currently does not
examine, in a general rate case, the risk of recovery associated with
individual utility accounts. We also agree that the Commission
should not undertake this exercise as a general practice. The rate
of return set in a general rate case for each utility shall continue to
reflect an assessment of the overall level of financial risk faced by
the utility with regard to forecasted costs and revenues.

Order No. 05-1070 at 14.

The approach suggested in this docket, which would selectively lower the interest

rate for deferred accounts without making corresponding adjustments for higher risk

investments, cannot be squared with the Commission's practice for setting a utility's rate of

return. The Commission should reject this unprecedented change in policy.

II. A FOCUS ON COMMISSION AUTHORIZATION TO AMORTIZE IS
INAPPROPRIATE

The Commission asked for comments regarding the import, if any, of the

distinction between the risk of "recovery before and after amortization of a deferred account is

authorized" and whether a different interest rate should apply during amortization. Order
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No. 05-1070 at 14. The distinction between before and after the amortization order should not

affect the applicable interest rate.

Even assuming for the moment that the relative risk of recovery for deferred

accounts is relevant, a singular focus on the period after the amortization order is inappropriate.

The relevant risk to the utility is the possibility that it will not recover its investment. For

deferred accounts, that risk includes the possibility that recovery of the utility's investment may

be discounted based upon (a) a prudence review, (b) earnings test, (c) sharing or deadbands in

the deferral mechanism, or (d) the incursion of costs before the filing of a deferred accounting

application. These risks occur, if at all, before the Commission issues its amortization order.

But that does not render the risks irrelevant. It does not eliminate the risk. In many cases, the

amortization order will confirm that risk.

Consider the power cost deferrals associated with the California energy crisis.

After deadbands, sharing and other adjustments, the Commission permitted PacifiCorp to defer

just over 50 percent of its Oregon share of excess power costs. UM 995, Order No. 02-469 at 2.

Of PacifiCorp's $259 million in access power costs allocated to Oregon, the Commission

authorized the deferral of only $130 million for recovery. Id. An order authorizing amortization

of $130 million does not eliminate PacifiCorp's risk. The amortization order confirms that risk.

A focus on the amortization order is symptomatic of the fundamental problem

with the changes suggested. They are asymmetric and unbalanced. They would lower the

interest rate for low risk investments without increasing the interest rate for high risk

investments. They would lower the interest rate after the amortization order without increasing

the interest rate before the amortization order. For deferred accounts, the risk runs from the time

of the investment until recovery and applies to the entire utility investment, not just the amount

the Commission authorizes for amortization. The power cost deferrals reveal that the risk can be

quite high. If the Commission changes the interest rate that applies after the amortization order

(presumably to reflect a lower risk level), it is only fair that the Commission also increase the
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interest rate for the period before the amortization order to reflect the risk of non-recovery that

(in many cases) has come to fruition. Once again, the proponents of a change in Commission

policy are seeking a one-way change only.

The power cost deferrals underscore another important point: customers may not

benefit if the Commission sets the interest rate for deferred accounts based on the specific risk

level of the deferred account and varies the interest rate over time. Proponents of a change in the

Commission's policy assume that the risk for deferred accounts is lower than traditional rate base

items. But no one has offered evidence to support this position. The power cost deferrals

suggest that it is incorrect. Non-recovery of close to 50 percent of a utility's expenditures is a

very steep discount rate, one that likely exceeds the risk associated with "rate-based, long-lived

assets."

DATED this 16th day of March, 2006.

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)
davidw@tonkon.com

Attorneys for Portland General Electric
Company

001991\00236\680086 V003
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Edward A Finklea
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1001 SW Fifth Avenue, Suite 2000
Portland, OR 97204
efinklea@chbh.com

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

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

Jason Eisdorfer
Citizens' Utility Board of Oregon
610 SW Broadway, Suite 308
Portland, OR 97205
jason@oregoncub.org

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

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

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

Stephanie S Andrus
Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
stephanie.andrus@state.or.us

Joanne M. Butler
Idaho Power Company
P. O. Box 70
Boise, ID 83707-0070
jbutler@idahopower.com

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

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

C. Alex Miller
Director, Regulatory Affairs
Northwest Natural Gas Company
220 NW Second Avenue
Portland, OR 97209-3881
alex.miller@nwnatural.com.
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Director, Regulatory Policy
PacifiCorp
825 NE Multnomah Blvd., Suite 800
Portland, OR 97232
christy.omohundro@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

James F Fell
Stoel Rives LLP
900 SW Fifth Avenue, Suite 2600
Portland, OR 97204-1268
jffell@stoel.com

Katherine A McDowell
Stoel Rives LLP
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DATED this 16th day of March, 2006.

DAVID F. WHITE
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