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1 BEFORETHE PUBLIC UTILITY COMMISSION
OF OREGON

2
UM 1147

3
In theMatterof

4
PUBLIC UTILITY COMMISSION OF PACIFICORP’S OPENING

5 OREGON COMMENTS PHASE II

6 StaffRequestto Openan Investigation
Relatedto DeferredAccounting

7

8 I. INTRODUCTION

9 In OrderNo. 05-1070,adoptingdeferredaccountingprinciples,theCommission

10 calledfor furtherinvestigationregardingtheCommission’sexistingpolicy of applyingan

11 interestrateto deferredaccountsthat is equalto theutility’s authorizedrateofreturn. In re

12 StaffRequestto Openan InvestigationRelatedto DeferredAccounting,UM 1147, Order
cD~ .

13 No. 05-1070at 13-14(Oct. 12, 2005). PacifiCorpsubmitstheseopeningcommentsin

14 supportofcontinuationoftheCommission’scurrentpolicy.

15 In PhaseI ofUIM 1147,Staffproposeduseofa lower interestratefor deferred
cJD~

~:~- 16 accountsbasedon thepremisethat deferredaccountspresentlessrisk of recoverythanother

17 utility investment.StaffCommentsat 7 (Oct. 7, 2004). However,theCommissionhasnever

18 sortedthroughPacifiCorp’sinvestmentsin this mannerandimputedlower returnsthanthe

19 Company’sweightedcostofcapitalbasedupontheperceivedlow risk ofrecovery.Nor has

20 theCommissioneverproposedto permit increasedreturnson investmentswhentherisk of

21 recoveryappearshigh. This is because:(1) therisk ofrecoveryofa particularexpenditureis

22 irrelevantto traditionalcostofcapitalanalysis;and(2) PacifiCorp’sinvestmentsarenot

23 financeddiscreetlyandinsteadrely onPacifiCorp’soverallmix ofdebtandequity. For these

24 reasons,PacifiCorprespectfullyrequeststhattheCommissionretain its currentpolicy of

25 applying autility’s authorizedcostof capitalto deferredaccountbalances.

26
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1 . II. ARGUMENT

2 A. The Commission Should Retain Its Policy of Applying a Utility’s Authorized
Cost of Capital to Deferred AccountBalances.

3

4 Historically, a utility’s deferredaccountshaveearnedinterestbasedon thatutility’s

5 costofcapital,asapprovedin theutility’s mostrecentgeneralratecase. OrderNo. 05-1070

6 at 12. The Commission’slong-heldpositionhasbeenthat “any dollar is fungibleandcanbe

7 usedfor alternativepurposes,andaccordingly,eachitem for which areturnis allowedshould

8 receivethe samereturn.” StaffCommentsat2 (Jan. 18,2005). In PhaseI of UIM 1147, Staff

9 challengedthis theory,arguingthatutility investmentsaredistinguishablein termsof risk of

10 investmentrecovery.Id. Accordingly,Staff recommendedthat deferralaccounts,authorized

11 by theCommissionunderORS757.259(2)(b)or(c), shouldbe set quarterlyattherateofa 1-

12 yearTreasury. Id. at 1. For all otherdeferredaccounts,Staffrecommendedan averageof

L~ 13 the 1-, 3-, and5-yearTreasuryrates,recalculatedeachquarter. Id.

14 Deferredexpensesrepresentamountsexpendedby shareholdersto servethepublic.

15 Staffsproposalignoresthefactthat PacifiCorp‘s investmentsarenot financeddiscreetlyand

~- 16 insteadrely on PacifiCorp’soverall mix of debtandequity. Therefore,it is inappropriateto

17 considerthe individualrisk profilesof recoveringspecificaccountsto establish

18 individualizedreturns. Shareholdersareentitled to thesamereturnon thesefunds astheyare

19 authorizedto reèeiveon othercapitaldedicatedto public service.Accordingly,the

20 Commissionshouldcontinueits policy ofapplyingautility’s authorizedoverall rateofreturn

21 to deferredbalances.

22 Staff’sproposalalso fails to takeinto accountthatautility’s overallrateofreturn

23 reflectsamixtu~eof risks. PacifiCorp’soverall rateof returnis aweightedaveragethat

24 reflectsaspectrumof financial risksassociatedwith investmentsthatareamortizedover

25 varyingtimehorizonsandentaila rangeof financialrisk. OrderNo. 05-1070at 14 (“rateof

26 return* * * reflect[sJ * * * overall level of financialrisk facedby theutility with regardto
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1 forecastedcostsandrevenues).Staffacknowledgesthat“deferrals in andof themselves

2 reducetheoverall riskinessof acompany.”StaffCommentsat 3 (Jan.18, 2005). Yet, Staff

3 appearsto ignorethefactthata utility’s overallreturnon equity alsoreflectsareducedrisk

4 associatedwith someshorter-terminvestments.

5 PacifiCorpdoesnotbelievetheCommissionshoulddepartfrom its historic

6 applicationofthecompany’soverall rateofreturnto deferredaccountsandbeginassigning

7 individualratesofreturnto investmentspiecemeal.TheCommissionhaspreviously

8 recognizedthatratesshould“providetheutility’s investorsan opportunityto earnareturn

9 that is commensuratewith thoseearnedin enterprisesofsimilar risk andsufficient to enable

10 thecompanyto attractcapital. In theMatterofQwest,UT 125/UT 80, OrderNo. 00-191 at

11 25 (italics added).TheCommissionhasnot historicallyestablishedratesof returnon the

12 basisofrisk commensuratewith thoseearnedonprojectsof similar risk. TheCommission

~ 13 shouldnot departfrom its long-standingpracticeof authorizinga rateof returnbasedon the
14 risksof similar enterprisesto insteadassignratesofreturnpiecemealbasedon therisksof

~

15 individual investments.

16 B. Imposing A Lower Rateof Return on Deferred AccountsWould Be Asymmetric
and Therefore Unfair and Unreasonable.

17

18 In PhaseI of UM 1147, Staffandcustomergroupsclaimedthat allowing intereston

19 deferredaccountsat therateofreturnauthorizedon all autility’s investmentsresultsin a

20 utility earningmorethanis commensuratewith therisk ofrecoveryfor deferredaccounts.

21 StaffCommentsat2-3 (Jan.18, 2005);ICNTJ Commentsat 17 (Jan.18, 2005);CUB

22 Commentsat 10-11 (Jan, 18, 2005). However,Staffsproposalwould selectivelylower the

23 interestratesfor deferredaccountswithoutmakingcorrespondingadjustmentsfor higherrisk

24 investments.

25 PacifiCorphasawide rangeof assetsthat carryvaryingdegreesof financialrisk.

26 Investmentswith a higherrisk of recoverydo notreceiveahigherreturn. If Staff’stheoryis
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1 to beappliedconsistentlyandequitably,the costof capitalapplicableto investmentsthatare

2 of higherrisk mustbe increasedto reflect the individualrisk ofthosespecificinvestments.

3 Any changein Commissionpolicy mustbe symmetricin its allocationof burdensand

4 benefitsto customergroupsandutilities, otherwisethepolicy fails to be fair andreasonable.

5 C. The Risk of Recoveryof a Particular Expenditure is Irrelevant to Traditional

6 Cost of Capital Analysis.

7 In PhaseI ofUM 1147,Staffarguedthat deferralsdo notposethesameearningsand

8 economicrisksasdo rate-based,long-lived assets.StaffCommentsat2 (Jan.18, 2005).

9 Staffclaimedthattherisk is lower for deferredaccountbalancesbecause“an order

10 authorizingamortizationof amountsaccumulated,or accumulating,in adeferredaccounthas

11 theeffectof ‘guaranteeing’themoneystreamagainstfluctuationsin revenuedriverssuchas

12 loadsandweather.” StaffCommentsat 5 (Oct. 7, 2004). Therefore,Staffargued,the

13 disparity in risk of recoverybetweendifferentassetsshouldbecapturedin the interestrates

14 that applyto the assets.StaffCommentsat 2 (Jan.18,2005).
~

15 Therisk ofrecoveryof aparticularcostis not an appropriateconsiderationin setting
l/D

~- 16 the interestrate.pndeferredaccounts.Utilities mustfund andpay financing costsorattract

17 capitalto funddeferredaccounts.Thesefundsareoftenexpendedprior to Commission

18 authorizationofadeferredaccount. If it is the intentionto applyan interestratethatreflects

19 thedegreeofrisk whenfunds areexpended,then it is inappropriateto discusspost-

20 authorizationrisk and applya correspondinglyreducedrateretrospectively.

21 Moreover,at thetime funds areexpended,thereis considerablerisk of lessthanfull

22 recoveryofexpenditures.Not all associatedcostsarerecoveredwhenadeferredaccountis

23 authorized. In manysituations,utilities incur someexpensesbeforethefiling of adeferral

24 application. In addition,authorizationofdeferredaccountingrequiresseverallayersof

25 review,eachof,which entailsapossibilityofreducedrecoveryor no recoveryatall.

26 Regulatoryrisk is alsonot fully mitigatedonceadeferredaccountis authorized.Indeed,
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1 StaffhasacknowledgedthattheCommissionmaysubsequentlymodifyprior decisions

2 allowing deferredaccounting. StaffCommentsat3 (Jan.18, 2005). Thus,thereare

3 substantialregulatoryrisksassociatedwith deferredaccounts.

4 Utilities funddeferredaccountsjust like any othercapital investmentsto whichthe

5 Commissionappliestheutility’s weightedcostof capitalin theratemakingprocess.Utilities

6 shouldbeableto recovertheircostsoffundingdeferredaccounts(which is thesameasits

7 costoffundingotherutility investments),no matterwhat therisk ofrecoveryoncean

8 accountis authorized.Anything lessimposesalosson theutility for funding deferred

9 accounts.Revenuesto supportdeferredaccountssetat a lowerreturnrateexposesthe

10 companyto morerisk by not coveringits total costs.

11 D. Staffs Proposalis Too Cumbersometo Be Applied Efficiently.

~ 12 In PhaseTof UM 1147, Staffproposedapplicationof ablended1-, 3-, and5-year

13 Treasuryrate,which it claimedwasdesignedto beadministrativelysimple. StaffComments

14 at 3 (Jan. 18,2005). Staff’sproposalis far from simple. Staffsuggestedusinga calculation

15 basedon theaverageof thedaily ratesquotedfor thefirst two weeksofthemonth

~ ~- 16 immediatelyprecedingthe startofthenewquarter. StaffCommentsat 5 (Oct. 7, 2004).

17 However,Staffacknowledgesthat spotpriceswould needto beusedasofthedateof

18 Commissionorderauthorizingdeferralandupdatedasof thesamedayofthemonthfor each

19 subsequentthree-monthperiod. StaffCommentsat 1 (Jan.18, 2005).

20 Staff’s proposalto useblendedratesupdatedeachquarteraddssignificantcomplexity

21 to thetracking~ndauditingofdeferredaccountbalances.PacifiCorpdoesnot identify

22 specific typesoffinancialsourceswith particularfinancialneed.Rather,PacifiCorp’s

23 financialsourcesarecollectivelytreatedasageneralsourceof fundswhoseweighted

24 averagecost is usedto determineits authorizedcostof capital. To identify debtcoststo

25 specificdeferredcostsis to suggestthat thereis specificdebtfunding for deferredaccounts.

26
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1 In addition,theCommissionhasno “authorized”short-terminterestrate. The

2 Commissionwould haveto determineon acase-by-casebasistheshort-termdebtratethat

3 shouldapply. This determinationis likely to be fraughtwith complexityanddifficulty, not

4 the leastofwhich is thefiction that short-termdebtcanbe taggedandallocatedto specific

5 deferredaccounts.

6 III. CONCLUSION

7 TheCommissionshouldretain its long-standingpracticeof applyingtheutility’s

8 authorizedoverall rateof returnto deferredbalances.Deferredexpensesrepresentamounts

9 expendedby shareholdersto servethepublic. Shareholdersareentitledto thesamereturnon

10 thesefundsastheyareauthorizedto receiveon othercapitaldedicatedto public service.

11 If, however,theCommissiondecidesto departfrom its long-timepolicy ofapplyinga

~ ~‘ 12 utility’s authorizedcostof capitalto deferredaccountbalances,PacifiCorpbelievesthat an

~ 13 evidentiaryhearingis requiredto resolvethis issue.

~ 14 DATED: March16,2006.

o
~ 15

~ 16
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2 I herebycertify that I servedtheforegoingdocumenton thefollowing named

3 person(s)on thedateindicatedbelowby

4 1~ mailingwith postageprepaid

5 0 handdelivery

6 J~l electronicmail

7 0 overnightdelivery

8 to saidperson(s)atruecopythereof,containedin asealedenvelope,addressedto said

9 person(s)at his orher last-knownaddress(es)indicatedbelow.

Rates& RegulatoryAffairs
PortlandGeneralElectricCo
121 SW SalmonStreet,1WTCO7O2
Portland,OR 97204
pge.opuc.filings@pgn . corn

KatherineBarnard
CascadeNaturalGas
PUBox 24464
Seattle,WA 98124
kbarnard@cngc.com

JasonEi~dorfer
Citizens’Utility Boardof Oregon
610 SW Broadway,Suite308
Portland,OR 97205
jason@oregoncub.org

JessicaGorham
jac(2l’~aterwynne.com
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StephanieS. Andrus
DepartmentofJustice
RegulatedUtility & BusinessSection
1162Court StreetNE
Salem,OR 97301-4096
stephanie.andrus@state.or.us

JoanneM. Butler
jbutler@idahopower.com

EdwardA. Finklea
CableHustonBenedict

Haagensen& Lloyd LLP
1001 SW 5th Avenue,Suite2000
Portland,OR 97204
efinklea@chbh.com

RobertJenks
Citizens’ Utility BoardofOregon
610 SW Broadway,Suite308
Portland,OR 97204
bob@oregoncub.org
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1
JudyJohnson BartonKline

2 PublicUtility Commissionof Oregon IdahoPowerCompany
3 POBox2l48 POBox7O

Salem,OR 97308-2148 Boise,ID 83707-0070
judy.johnson@state.or.us bkiine@idahopower.corn

Alex Miller MatthewW. Perkins
NorthwestNaturalGasCompany DavisonVanCleve,PC

6 220 NW SecondAvenue 333 SW Taylor, Suite400
Portland,OR 97209-3991 Portland,OR 97204
alex.rniiler~nwnatural.corn mwp@dvclaw.com

8 PaulaE. Pyron Lisa F. Rackner

9 NorthwestIndustrialGasUsers lfr(2l~aterwynne.com
4113Wolf BerryCourt

10 Lake Oswego,OR 97035-1827
ppyron@nwigu.org

.,~ 11

~I ~ JonT. Stoltz DouglasC. Tingey12 CascadeNaturalGas PortlandGeneralElectric

13 P0 Box 24464 121 SW Salmon,1WTC13
Seattle,WA 98124 Portland,OR 97204

14 jstoltz(Z1~cngc.com doug.tingey(~pgn.com

15 S. BradleyVanCleve
DavisonVanCleve

~ ‘~ 16 333 SW Taylor,Suite400

17 Portland,OR 97204
rnail@dvclaw.com

18 DATED: March 16, 2006. /

21 KyherineA Mc owell

22 OfAttorneysfor PacifiCorp

23

24

25
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