
PACIFIC POWER 
A DIVISION OF PACIFICORP 

February 3, 2011 

VIA ELECTRONIC FILING 
AND OVERNIGHT DELIVERY 

Oregon Public Utility Commission 
550 Capitol Street NE, Ste 215 
Salem, OR 97301-2551 

Attention: Filing Center 

RE: UE 177(4) - PacifiCorp's Private Letter Ruling 

825 NE Multnomah, Suite 2000 
Portland, Oregon 97232 

Pursuant to a request by Oregon Commission Staff on January 25,2011, enclosed for filing by 
PacifiCorp d/b/a, Pacific Power, is the Private Letter Ruling (PLR) issued by the Internal 
Revenue Service dated January 9,2008. While the unredacted PLR would normally be 
considered confidential, given the special circumstances of the SB 408 PLR, the Company is 
filing it non-confidentially. 

Questions with respect to this filing may be directed to Joelle Steward at (503) 813-5542. 

Respectfully, 

f\n~cG l 
Andrea L. Kelly 
Vice President, Regulation 

Enclosures 

cc: Service list - Docket UE 177 



SERVICE LIST 
UE 177 

I hereby certify that I have caused to be served the foregoing document in OPUC Docket 
No. UE-177 by electronic mail and/or US mail to the parties listed below. 
Dated this 3rd day of February, 2011. 

Gordon Feighner (W) (C) (HC) 
Citizens' Utility Board of Oregon 
610 SW Broadway Ste. 308 
Portland, OR 97205 

G. Catriona McCracken (W) (C) (HC) 
Citizens' Utility Board of Oregon 
610 SW Broadway Ste. 308 
Portland, OR 97205 

Melinda J. Davison (C) (HC) 
Davison Van Cleve PC 
333 SW Taylor Ste. 400 
Portland, OR 97204 

Jason W. Jones (W) (C) (HC) 
Assistant Attorney General 
Regulated Utility & Business Section 
1162 Court St. NE 
Salem, OR 97301-4096 

Katherine A. McDowell (W) (C) (HC) 
McDowell & Rackner PC 
520 SW Sixth Ave. Suite 830 
Portland, OR 97204 

Lisa Rackner (W) (C) (HC) 
McDowell & Rackner PC 
520 SW Sixth Ave. Suite 830 
Portland, OR 97204 

Joelle Steward (W) (C) 
PacifiCorp 
825 NE Multnomah, Suite 2000 
Portland, OR 97232 

Robert Jenks (W) (C) (HC) 
Citizens' Utility Board of Oregon 
610 SW Broadway Ste. 308 
Portland, OR 97205 

Daniel W. Meek 
Attorney at Law 
10949 SW 4th Ave. 
Portland, OR 97219 

Jocelyn C. Pease (C) 
Davison VanCleve PC 
333 SW Taylor Ste. 400 
Portland, OR 97204 

Linda K. Williams (C) (HC) 
Attorney at Law 
10266 SW Lancaster Rd. 
Portland, OR 97219-6305 

Arnie Jamieson (W) (C) (HC) 
McDowell & Rackner PC 
520 SW Sixth Ave. Suite 830 
Portland, OR 97204 

Carla Bird (W) (C) (HC) 
Oregon Public Utility Commission 
P.O. Box 2148 
Salem, OR 97308-2148 

Oregon Dockets (W) 
PacifiCorp 
825 NE Multnomah Ste. 2000 
Portland, OR 97232 



Deborah Garcia (W) (C) (HC) 
Oregon Public Utility Commission 
P.O. Box 2148 
Salem, OR 97308-2148 
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Internal Revenue Service , 

Index Number: 167.22-01 

Department of the Treasury 
WashlflglDn, co 20224 

Third Party Comml,lnication: None 
O~ of Commun(catfon: Not AppIiee.ble 

Mr. Daniel J. Jaksich, Controller 
Berkshire Hathaway Inc. 

Pereon To Contact: 
Patrick S. Kirwan. 10 No. 50-03986 

1440 Kiewit Plaza 
Omaha, NE 68131 

LEGEND: 

Taxpayer : 

Intermediate == 
Parent = 

State = 
Commission = 
Act ::: 

Amount == 
Permanent Rules = 
OrdarA :;;:: 

OrderS == 
Director =:: 

Dear Mr. Jakisch: 

PaciflCorp 
EIN= 93-0246090 

Telephone Number. 
(202) 622-3110 
Refer Reply To: 
cC~PSr:B06 

PLR-191~17 i7 2008 
Date: 

MidAmerican Energy Holdings Company, 
Berkshire Hathaway. Inc 
EIN: 47"()813844 
Oregon 
Oregon Public Utility Commjssion 
Senate Bill 408 
$100,000 
Order No. Oe.532, issued September 14, 2006 
Order No. 06400, AR 499 
Order No. 07-401, AR 517 
Industry Director, Natural Resources and Construction 
(LM:NRC) 

This letter re$ponds to the request, dated December 29, 2006, of Taxpayer for a 
ruling on whether a rulemaklng procedure in State under the Act is consistent with the 
normalization rules under former §§ 167(1) and 46(f) of the Internal Revenue Code. , 

The representations set out in your tetter follow. 

Taxpayer is a vertically-integrated electric company serving retail customers in 
State, in addrtion to other states. Taxpayer is an indirect subsidiary of Intermediate and 
fifes a consolidated return with Parenl The retail operations in State are subject to the 
jurisdiction of Commission with respect to rates and other conditions of service. 
Taxpayer's rates are determined usfng a cost of service basis that allow Taxpayer to 
eam a reasonable rate of return on "rate base." Rate base is determined generally by 
reference to the Qrlginal cost of the asse~ net of accumulated depreciation and adjusted 

'. 
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for deferred taxes and other items. The assets included in the rate base calculation are 
subject to the depreciation and Inve~tment Tax Credit (iTC) normalization rules set forth 
in § 168(i)(9} and former §§ 167(1) and 46(f). 

State enacted the Act, providing for determining the tax element of coat of 
service under a new method. The legislature intended to ensure that the taxes 
collected from ratepayers by utrlHies in State were more closely aligned with the taxee 
paid to governmental entities by the collecting utHities. This new method applied to all 
taxes used as part of the tax element in determining rates. not just Federal taxes. The 
Act requires that the utility report to the Commission each year regarding (1)the'amount 
of taxes paid by the utility (or its affiliated group) that were "properly attributed" to the 
regulated operations and (2) the amount of taxes lIauthorized to be eoIlected" in rates. If 
the difference between these two amounts was greater than Amount in any of the 
immediately precedIng three years, the Commission would order the utility to implement 
a rate schedule that would either credit the relevant amount to ratepayers or impose a 
surcharge. 

Commission established Permanent Rules for implementing the Act, including 
procedures for determining what taxes were properly attributable to the regulated 
operations. The methodolo9Y for calculating the amount of taxes authorized to be . 
collected was set forth by Commission in Order A. In general. using data from the most 
recent rate case, the utility calculates the percentage of the amount it was permitted to 
recover from ratepayers that represented tax expense. That percentage is then 
muftiplied by the amount of revenue actually collected in the relevant period to give the 
amount of taxes deemed "authorized to be eolleeted" as a result of the provleion of 
regulated operations in that period. 

The determination of taxes properly attributed to the regulated operations is 
detennined by the lowest amount using three alternative calculations. The first method 
uses the smndralone tax liabnity of the utility. the second uses the total tax liability of the 
consolidated group to which the utility belongs (with adjustments), and the third method 
also uses the total tax liability of the affiliated group (as adjusted In the second method) 
apportioned as provided in the Permanent Rufes. The first and second methOds both 
rely on the actual tax data from the utility (method 1) or the consolidated group (method 
2). The third method edjU&ts the w ti{:lbUity by apportIonIng the consolidated group'total 
for plant, wages. and sales to the percentage of operations in State. Commission, in 
Order e, provided that the total tax expense apportioned in the third method could not 
be less than the deferred tax element of cost of service. In each of the three methods. 
the tax IiabDlty of the utility (or affiliated group in the second and third methods) is 
adjusted to remove the benefJts of the accelerated depreciation and ITC claimed with 
respect to all public utility property. In all three methods, the accelerated depreciation 
and lTC-related tax benefits are isolated and separate calculations are made to ensure 
that the effects of these tax benefJts on current and deferred taxes are accurately 
reflected. On page 4 of the Permanent Rules, the Commission states that 
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[\N]e wtll modify the definition of ·taxes paid' to remove all tax effects resulting 
from accelerated depreciation on public: utility property. To accomplish this. the 
utility, in reporting taxes paid, wll first remove the tax benefits of depreciation and 
federal investment tax credits by adding back the related tax effects to the 
amount of taxes paid to each taxing authority .•.. When the final taxes paid 
amounts are calculated. an adjustment will be made to reflect the proper amount 
of ourrent and deferred taxes related to [State] related operations. These steps 

. should ensure that 110 tax benefits flow to Oregon customers that would cause a 
violation of normalization reqUirements. 

Law and Analysis 

Seolion 168(f)(2) of the Code provides that the depreciation deduction 
dete,nnined under section 168 shall not apply to any public utility property (within the 
meaning of section 168(i)(10» if the taxpayer does not use a nonnaiization method of 
accounting. 

In order to use a normalization method of acc:;ounting, seedon 168(i)(9)(A)(i) of 
the Code requires the ~payer, In computing its tax expense for establishing its cost of 
service for ratemaking purposes and reflecting operating results in Its regulated books 
of account, to use a method of depreciation with respect to public utility property that is 
the same as, and a depreciation period for such property that is not shorter than. the 
method and period used to compute its depreciation expense for such purposes. Under 
section 168(i)(9)(A}{ii). ffthe amount allowable as a deduction under section 188 differs 
from the an:aount that~would be allowable as 8 deduetion under section 167 using the 
method, period. first and last year conventfon. and salvage value used to compute 
regulated tax expense under section 168(i)(9)(A)(i), the taxpayer must make 
adjustments to a reserve to reflect the deferral of taxes resulting from such difference. 

Section 168(i)(9)(B)(f) of the Code provides that one way the requirements at 
section 168(O(9)(A) will not be satisfied is if the taxpayer. for ratemaking purposes, uses 
a procedure oradlustment which is Inconsistent with such reqUirements. Under section 
168(1)(9)(B)(ii). such inconsistent procedures and adjustments Include the use of an 
estimate or projection of the taxpayer's tax expense. depreciation expense. or reserve 
for deferred taxes under section 1680)(9}(A)(it}, unless such estimate or projection I~ 
atGo used, for rate making purposes_ with respect to all three of these items snd with 
respect to the rate base. 

Former section 167(1) of the Code generally provIded that public utirlties were 
entitled to use accelerated methods for depreciation If they used a "nonnalization 
method of accounting." A normalization method of accounting was defined In former 
section 167(1){3)(G) in a manner eonsistent with that found in section 168(i)(9)(A). 
Section 1.167(1)-1 (a)(1) of the Income Tax Regulations provides that the normalization 
requirements for publio utility property pertain only to the deferrar of federal Income tax 
liability resulting from'the use of an accelerated method of depreciation for computing 
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the allowance for depreciation under section 167 and the use of straight-line 
depreciation for computing tax expense and depreciation expense for pUrpOses of 
establishing cost of services and for'refIecting operating results in regulated books of 
account. These regulations do not pertain to other book-tax timing differences with 
respect to state income taxes. F.I.C.A. taxes. construction costs, or any other taxes and 
items.' . 

Section 1.1'07(1}1 (h){1 )(i) of the regutations provides that the reserve established -
for public utility property should reflect the total amount of the deferral of federal income 
t&x Uability resultrng from the taxpaye~$ use of different depreciatIon methods for tax 
and ratemaking purposes. 

Section 1.167(1)-1 (h)(1 )(iii) of the regulations provides that the amount of federaJ 
income tax liability deferred as a· result of the use of dtfferent depreciation methods for 
tax and rate making purposes is the excess (computed without regam to credits) of the 
amount the tax liablity would have been had the depreciation method for ratemaking 
purposes been used over the amount of the actual tax liability. This amount shall be 
taken into account for the taxable year in which the different methods of depreciation 
are used. 

Section 1.167(1 }-1(h)(2)(i) ofthe regulations provides that the taxpayer must 
credit this amount of deferred taxes to a reserve for deferred taxes, a depreciation 
reseIVe, or other reserve account. This regulation further provides that the aggregate 
amount allocable to deferred taxes may be reduced to reflect the amount for any 
taxable year by which federal income taxes are greater by reason of the prior use of 
different methods of depreciation under section 1,167(1)-1 (h}(1)(i) or to reflect asset 
retirements or the expiration of the period for depreciation used for determining the 
allowance for depreciation under section 167(a). 

Former section 46(f) of the Code provides an election for ratable flow through 
under which an elector may flow through the investment tax credH to cost of service. 
However, former 46(f)(2)(A) provides that no Investment tax credit is available if the 
taxpayer's cost of service for rstemaking pUrpo$es or in its regulated books of account 
is reduced by more than a ratable portion of the credit determined under former 46(a) 
and allowable by sectIon 38. Also, under fonner section 46(1)(2)(B) no investment tax 
credit is avaiJable if the base to which the taxpayer's rate of return for ratemaking 
purposes is applied is reduced by reason of any portion of the credit determined under 
former 46(a) and allowable by section 38. 

Former section 46{f)(6) of the Code provides that for purposes of determining 
ratable portions under former section 46(f}{2}(A). the period of time used In computing 
depreciation expense for purposes of reflecting operating results in the taxpayers 
regulated books of account shall be used. 
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Under seetlon 1.4e.6(g)(2) of the regulations, "ratablell for purposes of former 
section 46(1)(2) of the Code is determined by considering the period of time actually 
used in computing the taxpayer's regulated depreciation expense for the property for 
which a credit is allowed. Regulated depreciation expense is the depreciation expense 
for the property used by ~ regulatory body for purposes of establishing the taxpayer's 
cost of service for ratemaking purposes. Such period of time shall be expressed in units 
of years (or shorter periods). units of production. or machine hours and shall be 
determIned in accordance with the indiVIdual useful life or composite (or other group 
asset) account system actually used in CQmputing the taxpayer's regulated expense. A 
me1hod of reducing is ratable If 1I1e amou~t to reduce cost of service 1$ allocated ratable 
in proportion to the number of such units. Thus, for example, assume that the regJJlated 
depreciation expense is computed under the straight line method by applying a ' 
composite annual percentage rate to original cost (as defined for purposes of computing 
depreciation expense). If cost of service is reduced annually by an amount CO'!1puted by 
applying a composite annual percentage rate to the amount of the credit, cost of service 
is reduced by a ratable portion. If such 'composite annual percentage rate were revised 
for purposes of computing depredation expense beginning with a particular accounting' 
period, the computation of ratable portion must also be revised beginning with such 
period. A composite annual percentage rate Is determined sorely by reference to the 
per1~ of time actually used by the taxpayer in computing its regulated depreciation 
expense without reduc.:tion for salvage or other items such as over and under accruals., 

The method prescribed by section 1.4&6(gX2) of the regulations for determining 
whether the taxpayer's cost of service for ratemaking is reduced by more than a ratable 
portion of the investment tax credit depends upon correlating the eredlt with the ' 
regulatory depreciable useful life actually used for the property that generated the credit 
,That the correlation must remain constant and QJrrent is Illustrated by the requirement 
that the ratable portion must be adjusted to reflect correspondingly any revis;on to the 
composite annual percentage rate applied for purposes of computing regulated 
depredation expense. . 

Under the first method. the calculation of taxes properiy attributed to the 
regulated activity using just the tax Iiabnity of the utility and isolating the effects of , 
accelerated deprecJation and lTC-related tax benefits to ensure that the effecb:; of these 
tax benefits on current and deferred taxes is consistent with the normalizatfon 
reqUirements of § 1680)(9) and former §§ 167(1) and 46(1). ,The second methodt 

calculating taxes properly attributed to the regulated activity using the tax liability of the 
consolidated group to which the utility belongs, is also consistent with the normalization 
requirements of § 168{1)(9) and former §§ 167(1} and 46(1) due to the isolation of the 
effects of accelerated depreciation and ITC·related tax benefJlS to ensure that the 
effects of these tax benefits on current and deferred taxes is consistent with the . 
normalization requirements. The third method is also consistent with the normalization 
requirements of § 168(1)(9) and former §§ 167(1) and 46(1} due to the isolation of the 
effects of accelerated depreciation and lTC-related tax benefits to eO$ure that the 
effects of these tax benefits on current and deferred taxes is consistent with the 

" 
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normalization requirements. Both the second and third methods. without the protective 
isolation of the tax benefits from accelerated depreciation and the ITC. would probably 
violate the nonnalizatlon requirements because they would result in the possible flow
through of tax benefits to ratepayers more rapidly than under those normalization rules. 
The automatic adjustment provision, requiring the Commission to order a rebate or an 
increase in rates if the difference between taxes paid by the utiftly proper1y attnbuted to 
the regulated operations and the .amount of taxes authorized to be collected in rates 
exceeds Amount, is also consistent with the normalization requirements of § 168(i)(9) 
and former §I 167(1) and 46(f) because it simply adjust rates based on the calculations 
described above. . . 

We note that this ruling is based on representations of the anticipated effec.ts of 
the isolating provisions of the Permanent Rules and theoretical examples of how the. 
provisions discussed herein are expected to apply. rhus its applicability is limited to 
situations in which the effects of accererated depreciation and lTC-related tax benefits 
are isolated to ensure that the effects of these tax benefits on current and deferred . 
taxes is consistent with the normalization requirements as represe.nted. While it 
eppears that the Act and Permanent Rules are designed to preclude violation of the 
normalization provisions. this ruling does not hold that, in Its applicationt no 
normalization violation is possible for any utility operating in State under these 
provisions. 

This ruling is directed only to the taxpayer who requested it. Section 611 O(k){3) 
of the Code provides it may not be used or cited as precedent. In accordance with the 
power of attorney on file with this offICe, a copy of this letter is being sent to your 
authorized representative. We are also sanding a copy of this letter ruling to the 
Director. 

Peter C. Friedman 
Senior Technican Reviewer, Branch 6 
(Passthroughs & Speciallndustrfes) 

cc: Industry DIrector, Natural Resources and Construction (LM:NRC) 
1919 Smith Stt Stop 1000 HOU 
Houston, TX 77002 
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James I. Warren, Esq. 
Thelen Reid Brown Raysman & Steiner 
875 Third Avellue 
New York, NY 10022 

Steven R. Evans 
Mid .. American Energy Holdings 
P.O. Box 657 
Des Moines, IA 50306-0657 
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