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Dear Sir or Madam:

On behalf of Portland General Electric Company (“PGE” or “Taxpayer”), we
respectfully request that the Internal Revenue Service (“Service”) issue rulings under §168(i)(9)
of the Internal Revenue Code of 1986, as amended (“Code”), former Code §167(l) and former
Code §46(f) regarding the status under the depreciation and investment tax credit (“ITC”)
normalization rules of the ratemaking procedure which will be described in detail hereafter.

STATEMENT OF FACTS

Taxpayer

Taxpayer is a vertically integrated electric utility both incorporated and headquartered in
the State of Oregon. It is engaged in the production, transmission and distribution of electricity
to approximately 791,000 retail customers within its 4,000 square mile service territory in the
State of Oregon. It is subject to the regulatory authority of the Public Utility Commission of
Oregon (“Commission”) as to the terms and conditions of service and, most particularly, as to
the rates it can charge for its service. PGE also sells electricity and natural gas in the wholesale
market to utilities and power marketers located throughout the western United States.
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Taxpayer is the parent of a an affiliated group of corporations that files a consolidated
U.S. Corporation Income Tax Return.1 It has six included affiliates – none of which is engaged
in a regulated utility activity. This return is filed with the Internal Revenue Service Center in
Ogden, Utah. PGE employs a calendar year reporting period and uses the accrual method of
accounting. It is currently under the audit jurisdiction of the Large and Midsize Business
Division of the Internal Revenue Service, Natural Resources and Construction Group.

The Setting Of PGE’s Rates

PGE’s rates are established by the Commission on a “rate-of-return” basis. Taxpayer is,
therefore, permitted an opportunity to recover its prudently incurred costs as well as to earn an
appropriate return on its net invested capital (i.e., rate base). Thus, it is subject to the
depreciation and ITC normalization rules contained in Code §168(i)(9), former Code §167(l) and
former Code §46(f). The above-described process of setting rates requires that PGE compute its
tax expense element of cost of service, including both current and deferred components (“income
tax expense”), so that all of its incurred costs can be ascertained.

The Oregon Legislation

In September of 2005, Senate Bill 408 (“SB 408”) was signed into law.2 A copy of SB
408 is appended as Exhibit 1. This legislation prescribed a new and different method for the
treatment of the tax element of cost of service for certain Oregon utilities. Specifically, the
legislation was intended to “more closely align taxes collected by a regulated utility from its
ratepayers with taxes received by units of government.” The new “alignment” procedures
apply to all income taxes – federal, state and local.

SB 408 requires all regulated, investor-owned utilities that provided electric or natural
gas service to an average of 50,000 or more customers in Oregon in 2003 to file an annual tax
report with the Commission on or before October 15th following the year for which the report is
being made. Among other information, the tax report must contain (1) the amount of taxes that
were paid (a) by the utility or (b) by the affiliated group and that are “properly attributed” to the
regulated operations of the utility and (2) the amount of taxes “authorized to be collected in
rates.” If the Commission determines that the amount of taxes “authorized to be collected”
differs by more than $100,000 from the amount of “properly attributed” taxes paid in any one of
the previous three years, it must order the subject public utility to implement a rate schedule with
an automatic adjustment clause accounting for the difference by means of either a surcredit or a
surcharge on its customers’ utility bills. In other words, SB 408 seeks to reconcile and then to
match taxes collected in rates with taxes paid by and properly attributed to the utility, as those
terms are defined by the statute, for each annual period.

1 This status commenced as of April 2, 2006. Prior to that date, Taxpayer was a member of the Enron consolidated
tax group.
2 SB 408 was codified at ORS 757.267 and 757.268.
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There are, therefore, two measurements that are fundamental to the operation of the
statute: (i) that of taxes paid and “properly attributed” to the Oregon regulated operations of the
utility and (ii) that of “taxes authorized to be collected in rates.”

The Permanent Rules

SB 408 did not define or even describe the phrase “properly attributed” and provided no
methodology for its identification This task was delegated by the legislature to the Commission.
A permanent rulemaking docket, AR 499, was opened by the Commission on September 15,
2005 to establish rules for the implementation of the SB 408 – including the procedures for
quantifying “properly attributed” taxes. In Order No. 06-532 issued on September 14, 2006, the
Commission adopted final administrative rules setting forth that methodology, as well as other
items necessary for the implementation of SB 408 (“Permanent Rules”). A copy of the
Permanent Rules is appended as Exhibit 2.

Taxes Authorized To Be Collected In Rates

The mechanics for computing taxes authorized to be collected in rates are established in
Commission Order No. 06-400, AR 499. Per this order, the calculation must be driven by data
from each utility’s last rate case. From that data, each utility calculates the percentage of each
dollar of revenue that, per the assumptions made when setting rates, is attributable to the
recovery of the tax expense element of cost of service.3 This percentage is then multiplied by the
revenues actually collected as reported in the utility’s regulatory operational report. The result of
this computation represents the total taxes, both current and deferred, deemed collected as a
result of the provision of the regulated service at the rates established in the prior rate case.

For example, if, in a utility’s last prior rate case, the tax expense element of cost of
service (both current tax expense and deferred tax expense) was assumed at $10 million and total
projected revenues (i.e., the revenue requirement upon which rates were based) were $200
million, it is presumed that 5% ($10/$200) of every dollar collected from customers while those
rates are in effect represents the recovery of the tax expense element of cost of service. If, in a
subsequent period, total revenues collected are $240 million, then that amount is multiplied by
5% to quantify the deemed “taxes authorized to be collected in rates.” Under SB 408, this would
be $12 million.

“Properly Attributed” Taxes

The Permanent Rules define the amount of federal, state, and local income taxes paid by
the utility or by the affiliated group and that is “properly attributed” to the Oregon regulated
operations of the utility. In general, it is the lowest of three alternative computations: (a) the
“stand alone” tax liability of the utility (hereafter, Method 1), (b) the total tax liability of the
affiliated group adjusted as described below (hereafter, Method 2) and (c) the total tax liability of

3 Technically, this is accomplished in two steps: (1) a computation of a margin (net income before taxes divided by
gross revenues) and (2) the multiplication of that margin by the tax rate.
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the affiliated group (again, as adjusted) apportioned as prescribed by the Permanent Rules
(hereafter, Method 3).

Adjustments

The adjustments to both the stand alone (Method 1) and consolidated (Methods 2 and 3)
tax liabilities are of three basic types: (i) “incentive” adjustments that are meant to prevent
certain tax benefits from being passed on to customers (i.e., to encourage the activities which
produce the tax benefits), (ii) “regulatory lag” adjustments that account for certain tax benefits
that are not reflected in rates because they were recognized subsequent to the last rate setting
and (iii) adjustments that are meant to ensure compliance with the normalization rules of the
Code.

The incentive adjustments relate to items such as charitable contributions and the
renewable electricity production credits provided for by Code §45. Under each of the three
alternative methodologies, the tax benefits of some or all of these two items are added back to
the relevant tax liability. The effect of this is that they are not used to reduce Oregon regulated
rates. Thus, the benefits are retained by the utility, thereby promoting the underlying activity.
Because the treatment of these two items in ratemaking does not implicate the normalization
rules, the mechanics surrounding them will not be further described and no rulings will be
requested with respect to these.

The “regulatory lag” adjustments relate to production tax credits and certain state credits.
Insofar as these items do not implicate the normalization rules, the mechanics surrounding them
will not be further described and no rulings will be requested with respect to these.

The general architecture of the “normalization protection” process is to adjust the starting
tax liability (either consolidated or standalone, as the case may be) by “stripping out” the two tax
benefits that are subject to the normalization rules - depreciation and ITC claimed with respect to
public utility property (“PUP”). In the case of Method 1, the standalone tax liability is then
adjusted to reflect the effects of both of these benefits on current and deferred taxes. Method 2
operates the same way as Method 1 except its starting point is the consolidated tax liability
instead of a standalone one. In the case of Method 3, the consolidated tax liability so modified is
subjected to an allocation procedure. After the application of this procedure, the same “back
end” adjustments are made as in Methods 1 and 2. In each of the three methods, the benefits of
depreciation and ITC are, thus, effectively isolated and handled discretely. In this way, the
process is designed to ensure compliance with the normalization rules.

There follows a description of each of the three methods. In each description, the
adjustments for anything other than depreciation and ITC-related tax benefits, i.e., incentive and
regulatory lag adjustments, have been excluded.4 Additionally, while SB 408 and the Permanent

4 A complete matrix of all adjustments cross-referenced to the relevant provision of the Permanent Rules is
appended as Exhibit 3.
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Rules subject state and local income taxes to the same procedures, these are not reflected in the
descriptions below.

Method 1 (Stand Alone)

Starting point: Pro forma federal income tax liability computed by reference to the
revenues and expenses included in the utility’s Oregon regulatory
report of operations for the period.

Adjustment 1 Recompute tax liability eliminating tax depreciation on PUP;

Adjustment 2 Add back the benefit of ITC;

Adjustment 3 Deduct the benefit of tax depreciation claimed with respect to PUP
used in the Oregon regulated operations;

Adjustment 4 Adjust for deferred taxes related to the Oregon regulated
operations; and

Adjustment 5 Deduct the benefit of ITC amortization recognized by the
Commission in establishing rates.5

Result: Method 1 properly attributed taxes.

Method 2 (Consolidated/Adjusted)

Starting point: Consolidated federal income tax (per return) after adjustments for
subsequent changes (audits, amended returns, etc.).

Adjustment 1 Add back the tax benefit of all tax depreciation claimed with
respect to all PUP anywhere in the group (calculated at statutory
tax rate);

Adjustment 2 Add back the benefit of ITC claimed on all PUP anywhere in the
group;

Adjustment 3 Deduct the benefit of tax depreciation claimed with respect to PUP
used in the Oregon regulated operations;

Adjustment 4 Adjust for deferred taxes related to the Oregon regulated
operations; and

5 There is also an adjustment for interest to conform it to the method used by the Commission in establishing rates.
However, this adjustment is not germane to the normalization rules and, hence, this ruling request.
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Adjustment 5 Deduct the benefit of ITC amortization recognized by the
Commission in establishing rates.

Result: Method 2 properly attributed taxes.

Method 3 (Consolidated/Apportioned)

Starting point: Consolidated federal income tax (per return) after adjustments for
subsequent changes (audits, amended returns, etc.).

Adjustment 1 Add back the tax benefit of all tax depreciation claimed with
respect to all PUP anywhere in the group (calculated at statutory
tax rate);

Adjustment 2 Add back the benefit of ITC claimed on all PUP anywhere in the
group;

Adjustment 3 Apportion the amount after Adjustment 2 by applying a “three-
factor” formula;6

Adjustment 4 Compare the result of Adjustment 3 to the standalone floor7 and
proceed using the greater of the two;

Adjustment 5 Deduct the benefit of tax depreciation claimed with respect to PUP
used in the Oregon regulated operations;

Adjustment 6 Adjust for deferred taxes related to the Oregon regulated
operations; and

Adjustment 7 Deduct the benefit of ITC amortization recognized by the
Commission in establishing rates.

Result: Method 3 properly attributed taxes.

Comparison of “Taxes Authorized” To “Taxes Properly Attributed”

6 The “three factor” formula consists of a simple average of the ratios of Oregon regulated operations to the
consolidated group total for plant, wages and sales.
7 The standalone floor is the amount that results after Adjustment 2 of Method 1 (an adjusted standalone tax
liability) reduced by an allocation of the imputed negative tax liability of affiliates with tax losses. This imputed
negative tax liability is computed after eliminating depreciation and ITC claimed by each loss affiliate with respect
to its PUP. The total of such imputed negative tax liabilities is apportioned based on a simple average of the ratios
of Oregon regulated operations to all regulated operations for plant, wages and sales.
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As described above, the result of the calculation described as representing the taxes
authorized to be collected in rates is compared to the calculation described as representing the
taxes properly attributed to the Oregon regulated operation for the same period. Starting in fiscal
years beginning on or after January 1, 2006, if, for any of the previous three years, the difference
between the two equals or exceeds $100,000 (for all income taxes), the Commission must
implement an adjustment clause to “true up” the taxes collected to the taxes properly attributed
by crediting or charging customers for the difference on future bills.

SB 408, the Permanent Rules and the Normalization Rules

By mandating the establishment of an adjustment clause for the tax expense element of
cost of service, SB 408 and the Permanent Rules effectively establish a methodology for the
computation of the tax expense element of cost of service itself. In other words, the requirement
to “true up” to a measure of “properly attributed taxes” means that, ultimately, it is these
“properly attributed taxes” that are collected in rates. Consequently, the normalization rules are
clearly relevant to these calculations. In recognition of this fact, the Permanent Rules require
that, on or before December 31, 2006, each utility subject to SB 408 must seek a private letter
ruling from the Internal Revenue Service as to whether the utility’s compliance with SB 408 and
the Permanent Rules would cause the utility to fail to comply with any provision of the
normalization rules. They further provide that no rate adjustment will be implemented while
such a ruling request is pending. Finally, the Permanent Rules authorize a utility to propose an
adjustment to its computation of properly attributed taxes in order to avoid a probable violation
of the normalization rules.

RULINGS REQUESTED

Taxpayer respectfully requests the following rulings:

1. The use of Method 1 to calculate Taxpayer’s tax expense element of cost
of service is consistent with the requirements of Code §168(i)(9), former Code
§167(l) and former Code §46(f).

2. The use of Method 2 to calculate Taxpayer’s tax expense element of cost
of service is consistent with the requirements of Code §168(i)(9), former Code
§167(l) and former Code §46(f).

3. The use of Method 3 to calculate Taxpayer’s tax expense element of cost
of service is consistent with the requirements of Code §168(i)(9), former Code
§167(l) and former Code §46(f).

4. The automatic adjustment clause described above which conforms taxes
collected by Taxpayer from its Oregon customers to taxes paid with respect to its
Oregon regulated operations is consistent with the requirements of Code
§168(i)(9), former Code §167(l) and former Code §46(f).
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STATEMENT OF LAW

Code §168(i)(9)(A)(i) provides that, in order to use a normalization method of accounting
with respect to any public utility property, the taxpayer must, in computing its tax expense for
purposes of establishing its cost of service for ratemaking purposes and reflecting operating
results in its regulated books of account, use a method of depreciation with respect to such
property that is the same as, and a depreciation period for such property that is no shorter than,
the method and period used to compute its depreciation expense for such purposes.

Code §168(i)(9)(A)(ii) requires that a taxpayer make adjustments to a reserve to reflect
the deferral of such taxes resulting from the use of different depreciation methods for tax
purposes and for purposes of computing its tax expense element of cost of service.

Code §168(i)(9)(B)(i) provides that the normalization requirements are not met if the
taxpayer uses a procedure or adjustment that is inconsistent with the requirements of Code
§168(i)(9)(A).

Code §168(i)(9)(B)(ii) provides that the procedures and adjustments that are inconsistent
with these limitations include any procedure or adjustment for ratemaking purposes that uses an
estimate or projection of the taxpayer’s tax expense, depreciation expense, or reserve for
deferred taxes unless such estimate or projection is also used, for ratemaking purposes, with
respect to the other two such items and with respect to rate base.8

Former Code §46(f) imposed limitations on the treatment of the ITC claimed by certain
regulated public utility companies with respect to their “public utility property.” The general
rule under former Code §46(f)(1) stated that a taxpayer’s cost of service cannot be reduced by
any amount of the ITC. A taxpayer’s rate base, however, may be reduced by the ITC amount
provided that the reduction is restored no less rapidly than ratably over the useful life of the
property.

Alternatively, taxpayers could elect the application of former Code §46(f)(2). This
section provided that ITC will not be allowed with respect to public utility property if (1) the
taxpayer’s cost of service for ratemaking purposes and on its regulated books of account is
reduced by more than a ratable portion of the ITC, or (2) taxpayer’s rate base is reduced by
reason of any portion of the ITC.

Former Code §46(f)(6) provides that, for purposes of determining whether or not the
taxpayer’s cost of service for ratemaking purposes is reduced by more than a ratable portion of
ITC, the period of time used in computing depreciation expense for purposes of reflecting
operating results in the taxpayer’s regulated books of account will be used.

Reg. §1.46-6(g) provides that ITC amortization period must be no shorter than the one
used to calculate ratemaking depreciation expense.

8 See also former Code §167(l)(3)(G).
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Reg. §1.46-6(b)(2)(ii) provides that, in determining whether or to what extent ITC has
been used to reduce cost of service, reference will be made to any accounting treatment that
affects cost of service.

Reg. §1.46-6(b)(3)(ii)(A) provides that, in determining whether or to what extent ITC has
been used to reduce rate base, reference will be made to any accounting treatment that reduces
the permitted return on investment by treating the credit less favorably than the capital that
would have been provided if the credit was unavailable.

Reg. §1.46-6(b)(4)(i) provides that cost of service or rate base is also considered to have
been reduced by reason of all or a portion of a credit if such reduction is made in an indirect
manner.

Former Code §46(f)(10) provided that the normalization requirements are not met if the
taxpayer uses a procedure or adjustment that is inconsistent with the limitations in former Code
§46(f)(1) and 46(f)(2). The procedures and adjustments that are inconsistent with these
limitations include any procedure or adjustment for ratemaking purposes that uses an estimate or
projection of the taxpayer’s qualified investment for purposes of the credit unless such estimate
or projection is consistent with the estimates and projections of property which are also used for
ratemaking purposes, with respect to the taxpayer’s depreciation expense and rate base.

On September 11, 1991, the Subcommittee on Select Revenue Measures of the
Committee on Ways and Means held a hearing on the IRS withdrawal of the proposed
regulations concerning the treatment of consolidated savings under the normalization
requirements of the Code. At that hearing, Deputy Assistant Secretary (Tax Policy) Michael J.
Graetz released a statement in which he set forth the IRS’s position with regard to this issue.
Attached to his statement was a memorandum to him from Abraham N. M. Shashy, Jr., Chief
Counsel, which served as the basis for Mr. Graetz’s conclusions. Serial 102-45, 102nd Congress,
First Session.

ANALYSIS

As described above, SB 408 and the Permanent Rules effectively dictate the level of tax
expense that can be included in rates over time. They do this by (1) prescribing the mechanics
for arriving at a permissible amount (“properly attributed” taxes) and (2) requiring an automatic
adjustment clause to ultimately achieve the quantity of rate collections appropriate to that level
of tax expense – no more and no less. In order to facilitate a normalization analysis, this system
of ratemaking for taxes is best divided into four components. The first three are the three
alternative methodologies established by the Permanent Rules to quantify the “properly
attributed” taxes paid. Since, in each year, the lowest of the three computations is used and since
there is no way to predict in advance which of the methods will produce the lowest amount, it is
appropriate to subject each of the three to a separate normalization analysis. The fourth
component is the “true up” procedure itself.

Three Methods and Deferred Taxes
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The three methods of determining “properly attributed” tax amounts share two significant
characteristics. The first is a lack of specificity in identifying the components of tax expense.
The purpose of the three methods is to arrive at the amount of “taxes paid” that is “properly
attributed” to the regulated operations in Oregon. Under the terms of SB 408, “taxes paid”
includes “deferred taxes related to the regulated operations of the utility.”9 Thus, “taxes paid” as
defined in SB 408, includes the entire tax expense element of cost of service for the Oregon
regulated operation. The computational focus of the three methods on overall tax expense leaves
some lack of clarity regarding the portion of the calculated amount that is current tax and the
portion that is deferred tax. However, this lack of clarity can be readily overcome by the
application of some logic and basic accounting principles, as will be illustrated hereafter.

More significantly, each of the three methods includes an adjustment for those deferred
taxes “related to the regulated operations of the utility.” For Methods 1 and 2, this is Adjustment
4. For Method 3 it is Adjustment 6. Section (2)(b) of the Permanent Rules defines a utility’s
“deferred taxes” as:

“the total deferred tax expense of regulated operation, as reported in the deferred
tax expense accounts as defined by the Federal Energy Regulatory Commission,
that relate to the year being reported in the utility’s results of operations report or
tax returns.”

This cross-reference to regulatory books of account creates an unusual situation with regard to
deferred taxes. By defining deferred taxes in this way, the Permanent Rules require that the
deferred portion of tax expense (i.e., “taxes paid”) equals that reflected on those books as of the
end of the relevant measurement period. These regulatory books of account will, in the normal
course, reflect deferred taxes (and, hence, deferred tax expense) generated by the temporary
differences between the regulatory and tax treatment of all items of which the utility is aware as
of the time of the closing of the regulatory books.10 The deferred tax account balances will be
“event driven” (i.e., they will result from whatever actual events transpire). Since this closing of
the regulatory books will, in the normal course, occur months prior to the filing of the relevant
tax return, at least some elements of deferred tax expense will consist of estimates. However, the
reference to “tax returns” in the definition above indicates that the level of deferred tax expense
reflected in the regulatory books of account are to be “trued up” to the “actual” deferred tax
amount. Thus, the deferred taxes recorded in these books will, in all cases, reflect the tax
deferrals (and reversals) that actually occur by virtue of the differences between the regulatory
and tax treatment of items of income and expense.

By adopting the regulatory books as the deferred tax paradigm, compliance with SB 408
and the Permanent Rules will, of necessity, result in the consideration in the setting of rates of
the amount of deferred taxes that is required by the depreciation normalization rules. This will

9 SB 408, Section 3(13)(f)(C).
10 Note that this adjustment includes all deferred taxes – not just those associated with PUP. Because only the PUP-
related deferred taxes are relevant to the normalization rules, the illustrations set out later in this ruling request will
only focus on those.
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include the treatment of excess deferred taxes. To the extent that the regulatory books of account
employ the average rate assumption method to flow back these amounts, then that practice will
be recognized in the setting of rates through the deferred tax adjustment.

The remaining issues are, therefore, (1) whether or not the SB 408 procedures permit the
flowing through of the benefits of accelerated depreciation and/or ITC from other regulated
operations and (2) the extent to which these procedures do something to the computation of the
current provision of tax expense that may be deemed to be an indirect (and impermissible)
adjustment to the deferred provision or an inconsistency that runs afoul of Code §168(i)(9)(B).

Analyses of the Three Methods

Each of the three following analyses proceeds from a single set of facts. PGE’s base case
consists of a single utility group member regulated by the Commission and three non-regulated
subsidiaries. The tax rate is 35%. The four members file a consolidated tax return incorporating
the following results:

PGE Tax Expense - Base Data

PGE-Oregon Sub 1 Sub 2 Sub 3 Consolidated

Pre-Dep Book Income $1,500 $250 $200 $300 $2,250
Book PUP Dep $100 $100
PUP Dep – Add’l Tax $400 $400
Other Dep $50 $600 $100 $750
Taxable Income $1,000 $200 ($400) $200 $1,000
Tax Liability $350 $70 ($140) $70 $350
ITC $50 $10 $40 $100
Current Tax Expense $300 $60 ($140) $30 $250

METHOD 1 (Stand Alone)

The application of Method 1 to the base data produces the following results:

PGE-Oregon Tax Expense - Method 1

PGE-Oregon Sub 1 Sub 2 Sub 3 Consolidated

Pre-Dep Book Income $1,500 $250 $200 $300 $2,250
Book PUP Dep $100 $100
PUP Dep - Add'l Tax $400 $400
Other Dep $50 $600 $100 $750
Taxable Income $1,000 $200 ($400) $200 $1,000
Tax Liability $350 $70 ($140) $70 $350
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ITC $50 $10 $40 $100
Current Tax Expense $300 $60 ($140) $30 $250

Standalone Tax Liability $300

Adjustment 1 $175
Tax benefit of depreciation on Oregon PUP [$500
X 35%]

Sub-total $475
Adjustment 2 $50 Tax benefit of ITC on Oregon PUP [$50]
Sub-total $525

Adjustment 3 ($175)
Tax benefit of depreciation on Oregon PUP [$500
X 35%]

Sub-total $350
Adjustment 4 $140 Deferred taxes on Oregon regulated operations

Sub-total $490
Adjustment 5 ($5) Regulatory ITC amortization
Total Tax Expense $485

Under this method, the current tax provision is $300. The deferred tax provision is $185.
$140 of this is attributable to the Oregon PUP depreciation (i.e., PGE’s Oregon regulatory books
will reflect $140 of deferred tax expense). There is another $45 of deferred tax expense relating
to the ITC. While there is no deferred ITC provision labeled as such, Adjustment 2 (+$50) net of
Adjustment 5 (-$5) effectively creates such a provision.

This method represents conventional, stand-alone ratemaking for taxes that is used in
most jurisdictions. As indicated above, the level of deferred taxes provided should be adequate
under the depreciation normalization rules. The net effect of the two ITC entries is that the credit
is being amortized ratably as required by the ITC normalization rules. Finally there is nothing
about the current provision that should give the slightest pause under either set of rules.

In short, this ratemaking should be non-controversial from a tax normalization
perspective.

METHOD 2 (Consolidated/Adjusted)

The application of Method 2 to the base data produces the following results:

PGE-Oregon Tax Expense - Method 2

PGE-Oregon Sub 1 Sub 2 Sub 3 Consolidated

Pre-Dep Book Income $1,500 $250 $200 $300 $2,250
Book PUP Dep $100 $100
PUP Dep – Add’l Tax $400 $400
Other Dep $50 $600 $100 $750
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Taxable Income $1,000 $200 ($400) $200 $1,000
Tax Liability $350 $70 ($140) $70 $350
ITC $50 $10 $40 $100
Current Tax Expense $300 $60 ($140) $30 $250

Consolidated Tax Liability $250
Adjustment 1 $175 Tax benefit of depreciation on all PUP [$500 X 35%]
Sub-total $425
Adjustment 2 $50 Tax benefit of ITC on all PUP [$50]
Sub-total $475

Adjustment 3 ($175)
Tax benefit of depreciation on Oregon PUP [$500 X
35%]

Sub-total $300
Adjustment 4 $140 Deferred taxes on Oregon regulated operations
Sub-total $440
Adjustment 5 ($5) Regulatory ITC amortization
Total Tax Expense $435

The Method 2 example above results in a current tax provision of $250. This is the
subtotal after Adjustment 3 ($300) less the $50 of ITC claimed with respect to Oregon PUP. The
deferred tax provision consists of the $140 relating to Oregon PUP. There is an additional
deferred tax provision of $45 relating to the PGE-Oregon ITC. Again, this latter provision is not
explicitly described but must be extracted by netting the PGE-Oregon ITC portion of Adjustment
2 ($50) against Adjustment 5 ($5). Thus, when compared to Method 1, the total deferred tax
provision remains unaffected.

The $50 difference between the $435 of total tax expense using Method 2 and the $485
using Method 1 is attributable to:

Method 1 tax expense $485

Reduction for non-PGE Oregon tax benefit ($50) [$60-$140+$30]

Method 2 tax expense $435

The difference between this Method 2 calculation and the prior Method 1 calculation is entirely
attributable to activities other than PGE-Oregon’s. In this regard, this difference is of the nature
of a consolidated tax adjustment (“CTA”). Generally, a CTA adjusts a utility’s tax expense
element of cost of service based on the “tax reducing” consequences (usually tax losses) of
activities undertaken by consolidated return affiliates of the utility (i.e., consolidated return
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benefits). Method 2 effectively does this, although, because its starting point is the consolidated
tax liability, it also reflects the tax consequences of divisional activities.11

CTAs were very controversial in the latter part of the 1980s. During that period of time,
a number of utilities requested guidance from the Service regarding the normalization
implications of certain CTAs that resulted in reductions of the tax expense element of cost of
service. The Service issued several private letter rulings (including PLRs 8525156, 8643024,
8711050 and 8801041) all of which concluded that the imposition of a CTA of this type would
violate the normalization rules. These conclusions were based on the dual premises that (1) such
ratemaking indirectly reduced the level of deferred tax required to be provided under the
normalization rules and (2) that it violated the “consistency requirement” of those rules.

On September 11, 1991, Michael Graetz, Deputy Assistant Secretary (Tax Policy),
announced a change in the Service’s position with respect to CTAs at a hearing before the
Committee on Ways and Means Subcommittee on Select Revenue Measures. At that time, Mr.
Graetz, disavowed the previously issued letter rulings and declared:

“It is the position of the Service that, in the absence of regulations specifically
prohibiting consolidated tax adjustments, these adjustments can be made without
violating the normalization requirements of the Code. Therefore, if requested in
an appropriate circumstance, the Service would rule that these adjustments do not
violate the normalization requirements of the Code, provided that the adjustments
are applied only to the extent of current ratemaking tax expense and not to the
deferred tax reserve applicable to accelerated depreciation on public utility
property.”

At that hearing, Mr. Graetz distributed the memorandum from IRS Chief Counsel, Abraham
Shashy, upon which he based this statement. This memorandum was a bit more nuanced than
was Mr. Graetz’s testimony and stated:

“These arguments do raise a concern that a consolidated tax adjustment
might be used to offset a utility’s deferred tax reserve from normalization or
might be used to flow through the accelerated depreciation benefit of another
regulated utility in the same consolidated group. These concerns are worthy of
further study. Until they are resolved, we can only say with confidence that
consolidated tax adjustments do not violate normalization, provided that the
adjustments are applied only to the extent of current ratemaking tax expense and
not to the deferred tax reserve applicable to accelerated depreciation on public
utility property, and provided that the taxable income any other regulated utilities
used in the calculation of the adjustments is computed on a normalized basis.”

11 Though Method 2 can also pick up incremental net tax from affiliates, as a practical matter, where this would be
the case, Method 1 would always produce a lower level of tax expense. Thus, unless there is a net benefit from non-
PGE-Oregon operations, Method 2 would never be the basis for the tax expense computation.
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Taxpayer is aware of no authorities relevant to CTAs and the normalization rules issued
subsequent to the hearing referenced above. Certainly no regulations such as those mentioned by
Mr. Graetz have been promulgated – or even proposed.

Based on these “authorities,” a CTA that (1) solely impacts the current portion of the tax
expense element of cost of service, (2) doesn’t impact (directly or indirectly) the level of
deferred taxes required by the normalization rules and (3) doesn’t effect a flow through of
another utility’s accelerated depreciation benefits should not run afoul of the depreciation
normalization rules.

Method 2 reduces PGE-Oregon’s Method 1 current tax provision from $300 to $250.
Nonetheless, it is likewise clear that deferred taxes have been provided on all tax deferrals. The
reduction in the current tax provision attributable to the net reduction in consolidated tax
attributable to operations other than those of PGE-Oregon would seem to be well within the
tolerances of Mr. Graetz’s testimony and Mr. Shashy’s memorandum (assuming, of course, that
those documents continue to reflect the position of the Service).

Consequently, the level of tax expense produced by Method 2 should be deemed
consistent with both the depreciation and ITC normalization rules.

METHOD 3 (Consolidated/Apportioned)

The application of Method 3 to the base data produces the following results:

PGE-Oregon Tax Expense - Method 3

PGE-
Oregon Sub 1 Sub 2 Sub 3 Consolidated

Pre-Dep Book Income $1,500 $250 $200 $300 $2,250
Book PUP Dep $100 $100
PUP Dep - Add'l Tax $400 $400
Non-PUP Depreciation $50 $600 $100 $750
Taxable Income $1,000 $200 ($400) $200 $1,000
Tax Liability $350 $70 ($140) $70 $350
ITC $50 $10 $40 $100
Current Tax Expense $300 $60 ($140) $30 $250

Consolidated Tax
Liability $250
Adjustment 1 $175 Tax benefit of depreciation on all PUP [$500 X 35%]
Sub-total $425
Adjustment 2 $50 Tax benefit of ITC on all PUP [$50]
Sub-total $475
Adjustment 3 $433 Apportion using a "3 factor" formula (91.13%)*
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Adjustment 4 $433 Compare to standalone floor and select greater of two**

Adjustment 5 ($175)
Tax benefit of depreciation on Oregon PUP [$500 X
35%]

Sub-total $258
Adjustment 6 $140 Deferred taxes on Oregon regulated operations
Sub-total $398
Adjustment 7 ($5) Regulatory ITC amortization
Total Tax Expense $393

* Oregon Regulated Total Group Ratio

Plant $2,500,000,000 $2,750,000,000 90.91%
Wages $250,000,000 $265,000,000 94.34%
Sales $1,300,000,000 $1,475,000,000 88.14%

Average 91.13%

** Method 1 after Adjustment 2 (adjusted standalone) $525
Negative tax liabilities (Sub 2) ($140)
Allocated negative liabilities (100%)*** ($140)
Floor $385

***
Oregon
Regulated All Regulated Ratio

Plant $2,500,000,000 $2,500,000,000 100%
Wages $250,000,000 $250,000,000 100%
Sales $1,300,000,000 $1,300,000,000 100%

Average 100%

Assuming that the deferred tax provision is, as in the two prior methods, $140 plus the
$45 for deferred ITC, the current tax provision using Method 3 is $208.

Whereas Methods 1 and 2 use only “tax data” in the calculation of tax expense, Method 3
employs a very different approach. It allocates the consolidated tax liability (as adjusted) based
on non-tax events (i.e., the “3-factor” formula). Unlike Method 2, its use is in no way premised
on the existence of consolidated return benefits. In other words, for Method 3 to produce the
lowest tax expense of the three methods, it is not necessary that any non-PGE-Oregon activity
produce a net tax benefit (e.g., a net operating loss). The mere allocation based on the three
factors can render it the lowest of the three. It is, therefore, analytically quite different from a
CTA.

It is useful to analyze the $92 source of the difference between the tax provision
calculated under Method 3 ($393) and that calculated under Method 1 ($485). This is
attributable to:
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Method 1 tax expense $485

Reduction for non-PGE Oregon tax benefit ($50) [$60-$140+$30]

Reduction due to apportionment ($42) [$475 X (100%-91.13%)]

Method 3 tax expense $393

Insofar as the Method 3 allocation procedure is applied to the adjusted consolidated tax liability,
it impacts all elements of that liability. This is evident from the table above. While the first
reconciling item represents the impact associated with non-PGE-Oregon activities, the second
reflects the impact associated with PGE-Oregon-related activities.

In terms of the normalization rules, the Method 3 deferred tax provision (Adjustment 6)
is identical to adjustments made in Methods 1 and 2. As was the case with those methods, the
full effect of the deferral occasioned by accelerated depreciation is preserved. ITC is a
somewhat more complex matter. Application of the apportionment process (Adjustment 3) to
the adjusted consolidated tax liability may be viewed as effectively reducing the add-back of ITC
claimed with respect to Oregon PUP ($50). This add-back may be seen as necessary to produce
deferred ITC so that the credit can be amortized ratably over its life. Consequently, if viewed
mechanically, this procedure may be interpreted as failing to provide the necessary level of
deferred ITC. Alternatively, so long as rates are reduced by no more than the Adjustment 7
amount ($5) each year, then the tax expense element of cost of service complies with the
normalization rules. So long as rate base is not reduced by any deferred ITC, the ITC
normalization rules may be viewed as being comprehensively complied with.

With regard to the current tax provision, the normalization-protection adjustments (which
are identical to those incorporated into Methods 1 and 2) operate to insulate the tax benefits of
PUP depreciation and ITC from the impact of the “3-factor” allocation. They are “stripped out”
(or, actually, added back) before the allocation is imposed.12

Consequently, the level of tax expense produced by Method 3 should be deemed
consistent with both the depreciation and ITC normalization rules.13

The Tax Adjustment Clause

12 Note that, where the 3-factor apportionment ratio is very small (e.g., 2%) and the floor very low, it is possible for
the subtotal after Adjustment 4 to be a very small number. When Adjustments 5 through 7 are then made, the
resulting total tax expense can be a number lower than the total deferred tax provision or even a negative number.
This would imply a negative current tax provision even where there is no tax loss.
13 In the event that the “floor” is higher than the “basic” Method 3 calculation, then the Method 3 result can be
viewed as a fairly standard CTA in which the current tax provision is adjusted for the tax reduction effects of
affiliate activities. Moreover, the normalization-protection adjustments are still incorporated into the calculation,
thereby preventing flow through from other regulated operations. Under the CTA analysis set forth in the discussion
of Method 2, such an alternative Method 3 should not contravene the normalization rules.
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As described above, the automatic adjustment clause for taxes that is required under SB
408 conforms the rates previously charged to customers to actual events. In other words, like
every “tracker” or “balancing account,” it compares what was projected to occur when rates were
set to what actually happened.

If the utility had the ability to perfectly forecast its financial (including its tax) future and
the tax future of its affiliates, divisions, etc. at the time rates were being established, it would
have included in its cost of service precisely the level of tax expense produced by the “properly
attributed” procedures required under the Permanent Rules. Because it did not have to ability to
do this, it incorporated some estimate of its “proper” tax expense into rates. The automatic
adjustment clause effectively adjusts rates to what they would have been had there been perfect
knowledge. Consequently, if the “properly attributable” tax amount as calculated pursuant to SB
408 and the Permanent Rules would have been permissible under the normalization rules had the
utility had perfect knowledge, it should be no less permissible when it is the basis of a “true-up”
procedure.

At a pre-submission meeting with representatives of the National Office, Taxpayer was
specifically asked to address the implications of the SB 408 tax adjustment clause under the
“consistency rules” of Code §168(i)(9).

Code §168(i)(9)(A) [“Section A”] describes the basic mechanic that constitutes the heart
of the depreciation normalization rules – the necessity to reflect deferred taxes in ratemaking and
to establish an ADFIT reserve. Code §168(i)(9)(B)(i) provides that any “procedure or
adjustment” that is inconsistent with the requirements of Section A violates the depreciation
normalization rules. As indicated above, because, pursuant to the Permanent Rules, Taxpayer
uses its regulatory books of account to establish its deferred tax expense, it will, of necessity,
reflect a level of such expense commensurate with the tax actually deferred. This procedure is in
all regards consistent with Section A.

Code §168(i)(9)(B)(ii) [“Section B”] establishes what has been come to be known as the
“consistency rules.” This provision defines as inconsistent with Section A any estimate or
projection that does not treat tax expense, depreciation expense, ADFIT and rate base
symmetrically.

There are two respects in which the tax adjustment clause may be considered to
incorporate “inconsistencies.” The first relates to the dichotomy between the level of expenses
considered for purposes of computing tax expense and those considered for other ratemaking
purposes. The second relates to the calculation of the amount of taxes “authorized to be
collected in rates.” Each will be addressed separately.

Level of Expense

The “level of expense” inconsistency that is produced by the tax adjustment clause
mechanism is attributable to the fact that an income tax liability does not exist on its own. It is
purely a creature of other activities – specifically, accretions to and dispositions of wealth. The
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National Office representative recognized the fact that a tax adjustment clause effectively severs
the link between the activities that give rise to a tax liability and the tax liability itself. This
transpires whether or not the utility files as part of a consolidated group.

For example, if the tax expense element of cost of service is established based on a
projection of revenue to be earned and costs to be incurred during a period and it turns out that a
much higher level of expenses are, in fact, incurred during that period, the tax liability
incorporated in rates will exceed the tax liability actually incurred. Under the SB 408 tax
adjustment mechanism, a refund would be due customers notwithstanding that the utility is
unable to recover from customers those incremental costs the incurrence of which caused the tax
liability to diminish. The link between expenses and the resultant tax liability has been severed.

From a normalization perspective, this is of particular relevance where the additional
expense that can’t be recovered is depreciation with respect to PUP. A simple illustration of this
situation follows.

Rate Case Actual

General Business Revenues $10,000,000 $10,000,000
Book Depreciation on Public Utility Property ($2,000,000) ($6,000,000)
Regulatory Federal Taxable Income $8,000,000 $4,000,000
Federal Statutory Tax Rate 35% 35%
Regulatory Federal Tax Expense (Current & Deferred) $2,800,000 $1,400,000

In this case, the SB 408 tax adjustment clause mechanism would require a refund of $1,400,000
of taxes to customers even though the $4,000,000 of unanticipated PUP depreciation is not
collected from customers. Thus, the mechanism is capable of providing a tax benefit to
customers with respect to PUP depreciation they do not fund. This is the type of inconsistency
that the National Office representative requested be addressed in connection with the
requirements of Code §168(i)(9).

Taxes Authorized to be Collected in Rates

The calculation of the amount of taxes authorized to be collected in rates proceeds from
the “margin” computation previously described. Essentially, it is presumed that each dollar of
revenue has embedded within in it the level of tax expense recovery projected in the setting of
rates. Obviously, the actual levels of both revenues and expenses invariably differ from those
upon which rates are set. The presumption of a “standardized” tax collection rate has, therefore,
the capacity to vary from actuality, thereby impacting the measurement of the required tax
adjustment. A simple example follows.

Additional SB 408
Per Rate Case Actual Total Actual Calculations



Associate Chief Counsel
December , 2006
Page 20

Revenue $10,000,000 100% $1,000,000 $11,000,000 $11,000,000

Expenses
Fuel Cost $4,000,000 40% $1,000,000 $5,000,000
O&M $2,000,000 20% $2,000,000
Book Depreciation $1,000,000 10% $1,000,000

$7,000,000 70% $8,000,000

Net Margin/Ratio $3,000,000 30% $3,000,000 30%
Effective Tax Rate 35% 35% 35%
Tax Expense ("Collected") $1,050,000 10.5% $1,050,000 $1,155,000

Taxes Paid $1,050,000 $1,050,000 $1,050,000

SB 408 adjustment $105,000

In the illustration above, deductible fuel cost and revenue both increase by $1,000,000.
Notwithstanding that the tax liability doesn’t change, the net pre-tax margin does – from the 30%
presumed in the rate case ($3,000,000/$10,000,000) to 27% actually experienced
($3,000,000/$11,000,000). Yet the computation of “taxes authorized” is unaffected by this
variation. This also is the type of inconsistency that the National Office representative requested
be addressed in connection with the requirements of Code §168(i)(9).

The Purview of the Consistency Rules

While it is literally true that the automatic tax adjustment procedure may be said to
contain one or more elements of inconsistency, the purview of the normalization consistency
rules is circumscribed. In short, those rules cover some – but not all – inconsistencies. And any
inconsistencies created by a tax adjustment mechanism should be deemed not of the type covered
by those rules.

Code §168(i)(9)(B)(ii) was added by §541 of the Highway Revenue Act of 1982 in direct
response to regulatory developments in California in the 1970’s. The California regulators were
extremely unhappy about the imposition of the normalization rules. They devised a technique,
the “average annual adjustment” or “AAA” method, to offset the impact of those rules. This
procedure involved a projection of future deferred tax balances for purposes of the computation
of rate base where there was no such projection for any other purpose. It resulted in a
substantially larger rate base offset than would otherwise be the case. One or more of the
affected utilities applied to the Service for guidance as to the consequences of this technique
under the normalization rules. The Service ruled that it was violative, pointing to the section of
the regulations, Treas. Reg. §1.167(l)-1(h)(6), which governs the quantity of deferred taxes that
can offset rate base. The Service concluded that the technique failed to meet the regulatory
requirement that the quantity of deferred taxes used to offset rate base could not exceed the
amount of the reserve for the period used in determining the utility’s tax expense element of cost
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of service.14 In short, there was a lack of “temporal consistency” between the way in which cost
of service was computed and the computation of the deferred tax balance used as a rate base
offset.

While the Service held the technique violative, the California authorities continued to
support the adjustment. Ultimately, a legislative solution was crafted to avoid the dramatically
negative financial implications stemming from the imposition of penalties for violation of the
normalization rules. This solution was enacted as §541 of the Highway Revenue Act of 1982.
Under this legislation, those affected utilities that qualified under a transition rule would not be
deemed to have violated the normalization rules (though they had to make substantial payments
to the IRS). However, language was added to Code §168(i)(9) to make absolutely clear that the
AAA method and techniques similar to it constituted a normalization violation. This language
was Section B.

This history of Section B indicates its intention to render violative inconsistencies within
a test period – but only a test period having some element of futurity. That, after all, is the
import of the use of the terms “estimate or projection” in Section B. And there is nothing that
can be further from an “estimate or projection” than a “true up” to “properly attributed” taxes
after those taxes were incurred.

Thus, although the SB 408 tax adjustment clause can be viewed as producing one or more
inconsistencies, they are not the type of inconsistencies that the normalization rules are intended
to address.

CONCLUSION

For the reasons stated above, we respectfully request that the Service issue the rulings
requested.

14 PLR 7836038 (June 8, 1978) and PLR 7848048 (June 9, 1978).
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PROCEDURAL STATEMENTS

A. Revenue Procedure 2006-1 Statements

1. Section 7.01(4) - To the best of the knowledge of Taxpayer and Taxpayer’s
representatives, no return of Taxpayer (or any return of a related taxpayer within the meaning of
§267 or of a member of an affiliated group of which Taxpayer is also a member within the
meaning of §1504) that would be affected by the requested letter ruling is under examination,
before Appeals, or before a federal court.

2. Section 7.01(5)(a) - To the best of the knowledge of Taxpayer and Taxpayer’s
representatives, the Service has not previously ruled on the same or similar issue for Taxpayer, a
related taxpayer (within the meaning of §267), a member of an affiliated group of which
Taxpayer is also a member (within the meaning of §1504), or a predecessor.

3. Section 7.01(5)(b) - To the best of the knowledge of Taxpayer and Taxpayer’s
representatives, neither Taxpayer, a related taxpayer, a predecessor, nor any representatives
previously submitted a request (including an application for change in accounting method)
involving the same or similar issue but with respect to which no letter ruling or determination
letter was issued.

4. Section 7.01(5)(c) - To the best of the knowledge of Taxpayer and Taxpayer’s
representatives, neither Taxpayer, a related taxpayer, nor a predecessor previously submitted a
request (including an application for change in accounting method) involving the same or a
similar issue that is currently pending with the Service.

5. Section 7.01(5)(d) - To the best of the knowledge of Taxpayer and Taxpayer’s
representatives, neither Taxpayer nor a related taxpayer is presently submitting another request
(including an application for change in accounting method) involving the same or similar issue to
the Service at the same time as this request.

6. Section 7.01(8) - The law in connection with this ruling request is uncertain and
the issues discussed herein are not adequately addressed by relevant authorities.

7. Section 7.01(9) - Taxpayer has included all supportive as well as all contrary
authorities of which it is aware.

8. Section 7.01(10) - Taxpayer and Taxpayer’s representatives have no knowledge
of any pending legislation that may affect the proposed transaction.

9. Section 7.02(5) - Taxpayer hereby requests a copy of the ruling and any written
requests for additional information be sent by facsimile transmission (in addition to being
mailed) and waives any disclosure violation resulting from such facsimile transmission. Please
fax the ruling and any written requests to Mr. Warren at (212) 829-2010.
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10. Section 7.02(6) - A conference on the issues involved in this ruling request is
hereby respectfully requested in the event that the Service reaches a tentatively adverse
conclusion.

11. The Commission has reviewed this request and determined that it is adequate and
complete. See letter appended as Exhibit 4. Taxpayer will permit the Commission to participate
in any Associate office conference concerning this request.

B. Administrative

1. The deletions statement required by Revenue Procedure 2006-1 is enclosed.

2. The checklist required by Revenue Procedure 2006-1 is enclosed.

3. The required user fee of $10,000 is enclosed.

4. A Power of Attorney granting Taxpayer’s representative the right to represent the
taxpayer is enclosed.

If you have any questions or need additional information regarding this ruling request,
pursuant to the enclosed Power of Attorney please contact James I. Warren at (212) 603-2072.

Respectfully submitted,

__________________________
James I. Warren

Thelen Reid & Priest LLP
Attorney for

Portland General Electric Company

NY #748621 v1



PENALTIES OF PERJURY STATEMENT

Under penalties of perjury, I declare that I have examined this request, including
accompanying documents, and, to the best of my knowledge and belief, the request contains all
the relevant facts relating to the request, and such facts are true, correct, and complete.

________________________ __________________
Date

_________________________



DELETIONS STATEMENT

For purposes of Section 6110(c)(1) of the Internal Revenue Code of 1986, as amended,
Taxpayer requests the deletion of all names, addresses, EINs, locations, dates, amounts,
regulatory bodies and other taxpayer identifying information contained in the attached request
for private letter ruling.

Taxpayer reserves the right to review, prior to disclosure to the public, any information
related to this request for private letter ruling and to provide redacted copies of any documents to
be released to the public.

Date:
James I. Warren

Thelen Reid & Priest LLP
Attorney for

Portland General Electric Company



EXHIBIT A

Oregon Revised Statute 2005

757.259 Amounts includable in rate schedule; deferral; limit in effect on rates by
amortization. (1) In addition to powers otherwise vested in the Public Utility
Commission, and subject to the limitations contained in this section, under amortization
schedules set by the commission, a rate or rate schedule:

(a) May reflect:
(A) Amounts lawfully imposed retroactively by order of another governmental

agency; or
(B) Amounts deferred under subsection (2) of this section.
(b) Shall reflect amounts deferred under subsection (3) of this section if the public

utility so requests.
(2) Upon application of a utility or ratepayer or upon the commission’s own motion

and after public notice, opportunity for comment and a hearing if any party requests a
hearing, the commission by order may authorize deferral of the following amounts for
later incorporation in rates:

(a) Amounts incurred by a utility resulting from changes in the wholesale price of
natural gas or electricity approved by the Federal Energy Regulatory Commission;

(b) Balances resulting from the administration of Section 5(c) of the Pacific
Northwest Electric Power Planning and Conservation Act of 1980;

(c) Direct or indirect costs arising from any purchase made by a public utility from
the Bonneville Power Administration pursuant to ORS 757.663, provided that such costs
shall be recovered only from residential and small-farm retail electricity consumers;

(d) Amounts accruing under a plan for the protection of short-term earnings under
ORS 757.262 (2); or

(e) Identifiable utility expenses or revenues, the recovery or refund of which the
commission finds should be deferred in order to minimize the frequency of rate changes
or the fluctuation of rate levels or to match appropriately the costs borne by and benefits
received by ratepayers.

(3) Upon request of the public utility, the commission by order shall allow deferral of
amounts provided as financial assistance under an agreement entered into under ORS
757.072 for later incorporation in rates.

(4) The commission may authorize deferrals under subsection (2) of this section
beginning with the date of application, together with interest established by the
commission. A deferral may be authorized for a period not to exceed 12 months
beginning on or after the date of application. However, amounts deferred under
subsection (2)(c) and (d) or (3) of this section are not subject to subsection (5), (6), (7),
(8) or (10) of this section, but are subject to such limitations and requirements that the
commission may prescribe and that are consistent with the provisions of this section.

(5) Unless subject to an automatic adjustment clause under ORS 757.210 (1),
amounts described in this section shall be allowed in rates only to the extent authorized
by the commission in a proceeding under ORS 757.210 to change rates and upon review
of the utility’s earnings at the time of application to amortize the deferral. The
commission may require that amortization of deferred amounts be subject to refund. The



commission’s final determination on the amount of deferrals allowable in the rates of the
utility is subject to a finding by the commission that the amount was prudently incurred
by the utility.

(6) Except as provided in subsections (7), (8) and (10) of this section, the overall
average rate impact of the amortizations authorized under this section in any one year
may not exceed three percent of the utility’s gross revenues for the preceding calendar
year.

(7) The commission may allow an overall average rate impact greater than that
specified in subsection (6) of this section for natural gas commodity and pipeline
transportation costs incurred by a natural gas utility if the commission finds that allowing
a higher amortization rate is reasonable under the circumstances.

(8) The commission may authorize amortizations for an electric utility under this
section with an overall average rate impact not to exceed six percent of the electric
utility’s gross revenues for the preceding calendar year. If the commission allows an
overall average rate impact greater than that specified in subsection (6) of this section, the
commission shall estimate the electric utility’s cost of capital for the deferral period and
may also consider estimated changes in the electric utility’s costs and revenues during the
deferral period for the purpose of reviewing the earnings of the electric utility under the
provisions of subsection (5) of this section.

(9) The commission may impose requirements similar to those described in
subsection (8) of this section for the amortization of other deferrals under this section, but
may not impose such requirements for deferrals under subsection (2)(c) or (d) or (3) of
this section.

(10) The commission may authorize amortization of a deferred amount for an electric
utility under this section with an overall average rate impact greater than that allowed by
subsections (6) and (8) of this section if:

(a) The deferral was directly related to extraordinary power supply expenses incurred
during 2001;

(b) The amount to be deferred was greater than 40 percent of the revenue received by
the electric utility in 2001 from Oregon customers; and

(c) The commission determines that the higher rate impact is reasonable under the
circumstances.

(11) If the commission authorizes amortization of a deferred amount under subsection
(10) of this section, an electric utility customer that uses more than one average megawatt
of electricity at any site in the immediately preceding calendar year may prepay the
customer’s share of the deferred amount. The commission shall adopt rules governing the
manner in which:

(a) The customer’s share of the deferred amount is calculated; and
(b) The customer’s rates are to be adjusted to reflect the prepayment of the deferred

amount.
(12) The provisions of this section do not apply to a telecommunications utility. [1987

c.563 §2; 1989 c.18 §1; 1989 c.956 §1; 1993 c.175 §1; 1999 c.865 §31; 2001 c.733 §3;
2003 c.132 §1; 2003 c.234 §3]

757.260 [Amended by 1971 c.655 §18; renumbered 756.075]



757.262 Rates to encourage acquisition of cost-effective conservation resources;
rules. (1) The Public Utility Commission, by rule, may adopt policies designed to
encourage the acquisition of cost-effective conservation resources and small-scale,
renewable-fuel electric generating resources.

(2) In furtherance of the policies adopted pursuant to subsection (1) of this section,
and in such manner as the commission considers proper, the commission may authorize
periodic rate adjustments for the purpose of providing some protection to a utility from
reduction of short-term earnings that may result from implementation of such policies.
The adjustments may include, but are not limited to, adjustments based in whole or in
part upon the extent to which actual sales deviate from a base level of sales the
commission considers appropriate. [1993 c.175 §3; 1999 c.944 §3]

757.265 [Repealed by 1971 c.655 §250]

757.266 Rates may encourage tree planting programs as offset to carbon dioxide
emissions. The Public Utility Commission of Oregon may allow a rate or rate schedule of
a public utility to reflect amounts for small scale programs that enable the utility to gain
experience with tree planting on underproducing forestland, as defined by the State
Forestry Department, as an offset to carbon dioxide emissions. [1993 c.286 §1]

Note: 757.266 was enacted into law by the Legislative Assembly but was not added
to or made a part of ORS chapter 757 or any series therein by legislative action. See
Preface to Oregon Revised Statutes for further explanation.

757.267 Legislative findings relating to inclusion of tax liabilities in rates. (1) The
Legislative Assembly finds and declares that:

(a) The alignment of taxes collected by public utilities from utility customers with
taxes paid to units of government by utilities, or affiliated groups that include utilities, is
of special interest to this state.

(b) Taxes are a unique utility cost because the tax liability is affected by the
operations or tax attributes of the parent company or other affiliates of the utility.

(c) The Public Utility Commission permits a utility to include costs for taxes that
assume the utility is not part of an affiliated group of corporations for tax purposes.

(d) The parent company of a utility may employ accounting methods, debt,
consolidated tax return rules and other techniques in a way that results in a difference
between the tax liability paid to units of government by the utility, or the affiliated group
of corporations of which the utility is a member, and the amount of taxes collected,
directly or indirectly, from customers.

(e) Tax uncertainty in the ratemaking process may result in collecting taxes from
ratepayers that are not paid to units of government.

(f) Utility rates that include amounts for taxes should reflect the taxes that are paid to
units of government to be considered fair, just and reasonable.

(g) Tax information of a business is commercially sensitive. Public disclosure of tax
information could provide a commercial advantage to other businesses.

(2) The definitions in ORS 757.268 apply to this section. [2005 c.845 §2]



757.268 Adjustments to rates by reason of taxes paid by public utility. (1) Every
public utility shall file a tax report with the Public Utility Commission annually, on or
before October 15 following the year for which the report is being made. The tax report
shall contain the information required by the commission, including:

(a) The amount of taxes that was paid by the utility in the three preceding years, or
that was paid by the affiliated group and that is properly attributed to the regulated
operations of the utility, determined without regard to the tax year for which the taxes
were paid; and

(b) The amount of taxes authorized to be collected in rates for the three preceding
years.

(2) Every public utility shall be required to obtain and provide to the commission any
other information that the commission requires to review the tax report and to implement
and administer this section and ORS 757.210.

(3) The commission may disclose, or any intervenor may obtain and disclose, the
amount by which the amount of taxes that units of government received from the public
utility or from the affiliated group differs from the amount of costs for taxes collected,
directly or indirectly, as part of rates paid by customers, including whether the difference
is positive or negative.

(4) The commission shall review the tax report and any other information the
commission has obtained and make the determinations described in this section within 90
days following the filing of the report, or within a further period of time that the
commission may by rule establish for making determinations under this section that does
not exceed 180 days following the filing of the report. If the commission determines that
the amount of taxes assumed in rates or otherwise collected from ratepayers for any of
the three preceding years differed by $100,000 or more from the amount of taxes paid to
units of government by the public utility, or by the affiliated group and properly
attributed to the regulated operations of the utility, the commission shall require the
utility to establish an automatic adjustment clause, as defined in ORS 757.210, within 30
days following the date of the commission’s determinations under this section, or by a
later date that the commission may by rule prescribe for establishing an automatic
adjustment clause that does not exceed 60 days following the date of the commission’s
determinations under this section.

(5) If an adjustment to rates is made under an automatic adjustment clause established
under this section, the automatic adjustment clause shall remain in effect for each
successive year after an adjustment is made and until an order terminating the automatic
adjustment clause is made under subsection (9) of this section.

(6) The automatic adjustment clause shall account for all taxes paid to units of
government by the public utility that are properly attributed to the regulated operations of
the utility, or by the affiliated group that are properly attributed to the regulated
operations of the utility, and all taxes that are authorized to be collected through rates, so
that ratepayers are not charged for more tax than:

(a) The utility pays to units of government and that is properly attributed to the
regulated operations of the utility; or

(b) In the case of an affiliated group, the affiliated group pays to units of government
and that is properly attributed to the regulated operations of the utility.

(7) An automatic adjustment clause established under this section may not be used to



make adjustments to rates for taxes paid that are properly attributed to any unregulated
affiliate of the public utility or to the parent of the utility.

(8) Notwithstanding subsections (1) to (7) of this section, the commission may
authorize a public utility to include in rates:

(a) Deferred taxes resulting from accelerated depreciation or other tax treatment of
utility investment; and

(b) Tax requirements and benefits that are required to be included in order to ensure
compliance with the normalization requirements of federal tax law.

(9) If the commission determines that establishing an automatic adjustment clause
under this section would have a material adverse effect on customers of the public utility,
the commission shall issue an order terminating the automatic adjustment clause. The
order shall set forth the reasons for the commission’s determination under this subsection.

(10) The commission shall conduct a hearing under ORS 757.210 prior to making a
determination under subsection (9) of this section that an automatic adjustment clause
would have a material adverse effect on customers of the public utility.

(11) The commission may not use the tax information obtained by the commission
under this section for any purpose other than those described in subsections (1) to (10) of
this section. An intervenor in a commission proceeding to review the tax report or make
rate adjustments described in this section may, upon signing a protective order prepared
by the commission, obtain and use the information obtained by the commission that is not
otherwise required to be made publicly available under this section, according to the
terms of the protective order.

(12) For purposes of this section, taxes paid that are properly attributed to the
regulated operations of the public utility may not exceed the lesser of:

(a) That portion of the total taxes paid that is incurred as a result of income generated
by the regulated operations of the utility; or

(b) The total amount of taxes paid to units of government by the utility or by the
affiliated group, whichever applies.

(13) As used in this section:
(a) “Affiliated group” means an affiliated group of corporations of which the public

utility is a member and that files a consolidated federal income tax return.
(b) “Public utility” or “utility” means:
(A) A regulated investor-owned utility that provided electric or natural gas service to

an average of 50,000 or more customers in Oregon in 2003; or
(B) A successor in interest to an entity described in subparagraph (A) of this

paragraph that continues to be a regulated investor-owned utility.
(c) “Regulated operations of the utility” means those activities of a public utility that

are subject to rate regulation by the commission.
(d) “Tax”:
(A) Means a federal, state or local tax or fee that is imposed on or measured by

income and that is paid to units of government.
(B) Does not include any amount that is refunded by a unit of government as a tax

refund.
(C) Does not include franchise fees or privilege taxes.
(e) “Taxes authorized to be collected in rates” means the product determined by

multiplying the following three values:



(A) The revenues the utility collects from ratepayers in Oregon, adjusted for any rate
adjustment imposed under this section;

(B) The ratio of the net revenues from regulated operations of the utility to gross
revenues from regulated operations of the utility, as determined by the commission in
establishing rates; and

(C) The effective tax rate used by the commission in establishing rates.
(f) “Taxes paid” means amounts received by units of government from the utility or

from the affiliated group of which the utility is a member, whichever is applicable,
adjusted as follows:

(A) Increased by the amount of tax savings realized as a result of charitable
contribution deductions allowed because of charitable contributions made by the utility;

(B) Increased by the amount of tax savings realized as a result of tax credits
associated with investment by the utility in the regulated operations of the utility, to the
extent the expenditures giving rise to the tax credits and tax savings resulting from the tax
credits have not been taken into account by the commission in the utility’s last general
ratemaking proceeding; and

(C) Adjusted by deferred taxes related to the regulated operations of the utility.
(g) “Three preceding years” means the three most recent consecutive fiscal years

preceding the date the tax report is required to be filed. [2005 c.845 §3]

Note: Section 4, chapter 845, Oregon Laws 2005, provides:
Sec. 4. (1) The tax report that, under section 3 of this 2005 Act [757.268], is required

to be filed on or before October 15, 2005, shall set forth the information required to be
reported under section 3 of this 2005 Act for the three most recent consecutive fiscal
years of the public utility that concluded prior to the date of the filing of the tax report.

(2) If an automatic adjustment clause is established under section 3 of this 2005 Act,
notwithstanding any other provision of section 3 of this 2005 Act, the automatic
adjustment clause shall apply only to taxes paid to units of government and collected
from ratepayers on or after January 1, 2006. [2005 c.845 §4]











































Comparison Chart of Consolidated, Standalone, and Apportionment Method Calculations
SB 408 / AR 499

Exhibit C

Calculation of Properly Attributed
Method

(4)(a) (2)(n)/(4)(b) (3)(a)/(4)(c)
Consolidated Standalone Apportionment

Federal Tax After Net Operating Losses, Special Deductions, and Credits ……………………………….……………………………………………………………………………………………………………… X X X
(5)(a)(B) Adjust: Federal Tax Paid or Received on Exam, Amended Return, or Otherwise……………….…………………………………….……………………………………………………………………………………… X X X
(5)(a)(C) Adjust: Interest Paid or Received on Federal Tax Paid on Exam, Amended Return, or Otherwise……………….………………………………………………………………..……………………………………… X X X

Adjusted Federal Tax After Net Operating Losses, Special Deductions, and Credits …………………………………………………………………...………….………………………………….……………… X X X
(3)(a)(A)(i) Addback: CurrentTax Benefit of Tax Depreciation on All Public Utility Property in the Affiliated Group…………………………………………………………………………..…….…….……………………………… X X X
(3)(a)(A)(ii) Addback: Tax Benefits Associated with Federal Investment Tax Credits Related to All Public Utility Property in the Affiliated Group………………………………………………………………………….……… X X X
(3)(a)(A)(iii) Addback: Imputed Tax Benefit on Charitable Contributions of All Members of the Affiliated Group Except those Associated with the Regulated Operations of the Utility………………………………………… N/A N/A X
(3)(a)(A)(iii) Addback: Tax Benefits on IRC Section 45 Credits of All Members of the Affiliated Group Except those Associated with the Regulated Operations of the Utility…………………………………………………… N/A N/A X

Federal Tax After Section (3)(a)(A) Adjustments …………………………………………………………………………………………………..…………………………………………….…………………………... X X X
(3)(a)(B) Apportionment Factor…………………………………………………………………………………………………………………………………………………………...…………………………………………………… N/A N/A X

Apportioned Federal Tax After Section (3)(a)(A) Adjustments …………………………………………………………………………………………………………………………………..………………………… X X X
(4)(d)(A) Addback: Tax Savings Realized as a Result of Charitable Contribution Deductions Allowed Because of Charitable Contributions Made by the Utility……………………………………………………………… X X X
(4)(d)(A) Addback: Tax Savings Realized as a Result of Tax Credits Associated with Investment in the Regulated Operations of the Utility to the Extent Not Considered in the Last Ratemaking Proceeding……… X X X
(4)(d)(A) Adjust: Deferred Taxes Related to the Regulated Operations of the Utility……………………………………………………………………………………………………………………………………….…...……… X X X
(4)(d)(B) Less: Current Tax Benefit Related to Tax Depreciation of Public Utility Property for the Regulated Operations of the Utility…………………………………………………………………………………………… X X X
(4)(d)(C) Less: Tax Benefit Related to Federal Iinvestment Tax Credits Recognized by the Commission in Establishing Rates…….……………………………………………………………………………………………… X X X

Federal Tax After Section (4)(d) Adjustments ………………………………………………………………………………………………………………………………….…………………...………………………… X X XP
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The apportionment factor applied pursuant to Section (3)(a)(B) of Order No. 06-532 is an evenly weighted 3-Factor formula with the utility's gross plant, wages, and salaries, using amounts allocated to the regulated operations of the utility as set forth in the utility's results of
operations report in the numerator and amounts for the federal taxpayer in the denominator.

"Regulated Operations of the Utility" is defined in Section (2)(j) of Order No. 06-532 as those activities of a public utility that are subject to rate regulation by the commission. In other words, Oregon regulated operations.

The Consolidated and "Apportionment Method" calculations are based off of regulatory filings and the federal consolidated tax return. The Standalone calculation is based off regulatory filings and the income tax liability calculated using a pro forma tax return and revenues and
expenses in the utility's results of operations report for the year, except using zero depreciation expense for public utility property, excluding any tax effects from investment tax credits, and calculating interest expense in the manner used by the Commission in establishing rates
pursuant to section (2)(n) of Order No. 06-532.
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