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DISPOSITION: STIPULATION ADOPTED

I. INTRODUCTION

On March 29, 2005, Portland General Electric Company (PGE) filed its
annual revision of its power supply costs under its Schedule 125. Schedule 125 was
developed as part of a stipulation between PGE, customer groups, and the Commission
Staff (Staff) concerning power costs during PGE’s last general rate case.1 Schedule 125
establishes an annual resource valuation mechanism (RVM) adjustment, which PGE must
file on November 15 of each year and which is effective January 1 of the following year.

The annual RVM adjustment helps PGE unbundle its costs into functional
cost categories for recovery in rates. PGE recovers its power supply costs through an
Energy Charge and RVM rates, which when summed, yield the cost of service rate. The
Energy Charges are set at the projected market value of power for the following year.
To forecast its net variable power costs, PGE uses a production cost model called Monet.
The RVM adjustment rate (Schedule 125) consists of two parts: Part A for Long-Term
Resources, and Part B for Short-Term Resources.2

Both of these adjustments, which may be a charge or a credit, are
generally determined by the difference between the projected costs and the projected
market value of each resource. To determine the projected market value, PGE utilizes the
same forward curve used to set the Energy Charge described above. The RVM
adjustments also establish transition charges or credits for those who choose alternative
energy supply options or direct access.

1 In the Matter of Portland General Electric Company, Docket No. UE 115, Order No. 01-777 at
Appendix D.
2 Long-Term Resources are defined as those with an initial term of longer than five years.
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In its preliminary filing, PGE forecasted its 2006 power costs to be $644
million. This amounts to a 32.4 percent increase or $157 million more than the 2005
RVM forecast in UE 161. Based on this initial projection, PGE’s rates increase by an
overall average of about 3.4 percent.

In response to PGE’s filing, the Industrial Customers of Northwest
Utilities (ICNU), the Citizens’ Utility Board of Oregon (CUB) and Staff raised disputes
related to the types of updates and adjustments proposed by PGE. Staff, CUB, and
ICNU, as well as PGE, filed testimony and exhibits addressing PGE’s initial filing.

II. STIPULATION

Pursuant to the procedural schedule adopted for this docket, the parties
held numerous settlement discussions. As a result of those discussions, PGE, Staff,
ICNU, and CUB, submitted a stipulation on September 28, 2005, to resolve all issues
related to PGE’s 2006 RVM filing. The Stipulation, which is attached as Appendix A,
and explanatory brief were entered into the record of this proceeding as evidence
pursuant to OAR 860-014-0085(1). CUB filed additional stipulation testimony to address
its dissatisfaction with the RVM process. PGE, ICNU, CUB, and Staff agree that the
Stipulation is in the public interest and request that the Commission adopt it.

Each party raised different issues in the proceeding. Staff, CUB, and
ICNU proposed adjustments related to a planned outage at the Sullivan hydroelectric
plant and two capacity tolling contracts. CUB and ICNU also proposed an adjustment
related to changes to certain model inputs regarding the capacity of some hydro plants.
ICNU also proposed an adjustment regarding four specific wholesale power purchase
contracts that PGE executed in 2001.

The parties agreed to a $3.75 million disallowance to represent a
reasonable financial settlement of all current issues, without assigning any portion of the
settlement amount to specific issues or claims. The stipulated disallowance is a
compromise among the proposed adjustments recommended by Staff, CUB, and ICNU,
and the parties argue that it is within a “range of reasonableness” that has been approved
by the Commission in the past. The parties contend that this reasonable adjustment will
therefore produce rates that are just and reasonable.

CUB filed additional testimony to indicate its increasing frustration with
an RVM process that grows broader each year. See CUB/200, Jenks/1. CUB raises the
concern that, with each annual RVM process, PGE is seeking adjustments and modifying
its MONET model to benefit shareholders. See id. at 2. This docket was not the forum to
address these issues, CUB admits; however, a new rate case, anticipated to be filed with
the Commission soon, should “either fix or discard the RVM.” Id. at 3:5.
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III. DISCUSSION

The Commission encourages parties to a proceeding to voluntarily resolve
issues to the extent that such actions further the public interest. In this case, the parties
that actively participated in this proceeding have executed a Stipulation to resolve all
outstanding issues. No party has filed an objection to the Stipulation, and the time for
doing so has expired.

CUB’s arguments regarding the merits and use of the annual RVM
process will be addressed during a general rate case proceeding, in which all parties will
be able to make and rebut arguments on the subject. As CUB acknowledged, the merits
of the RVM process itself was not at issue in this docket.

After review, the Commission concludes that the terms of the Stipulation
fairly balance the interests of customers and PGE and result in a fair and just outcome.
Accordingly, the Stipulation should be adopted in its entirety without modification.

The Stipulation reduces PGE’s variable power cost estimate by
approximately $3.75 million, which PGE will apply to Part A of Schedule 125. The
exact impact on customer rates will not be known until November, when PGE makes its
final Monet run that produces the RVM adjustment for 2006.




















