
ORDER NO. 06-530

ENTERED 09/14/06

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UE 179

In the Matter of the Request of

PACIFICORP, dba PACIFIC POWER &
LIGHT COMPANY

Request for a General Rate Increase in the
Company's Oregon Annual Revenues.

)
)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION ADOPTED; APPLICATION FOR
GENERAL RATE INCREASE APPROVED, AS
REVISED BY STIPULATION

I. BACKGROUND

On February 23, 2006, PacifiCorp, dba Pacific Power & Light Company,
(PacifiCorp or the Company), filed revised tariff schedules, as Advice No. 06-007, with the
Public Utility Commission of Oregon (Commission), that if approved, would increase the
Company’s Oregon revenue requirement by approximately $112 million, and result in an
average increase of 13.2 percent in base rates. PacifiCorp requested that the new rates take
effect on March 24, 2006.

PacifiCorp subsequently filed a Net Variable Power Cost (NVPC)/Transition
Adjustment Mechanism (TAM) update that increased the requested revenue requirement by
approximately $6.7 million, to $118.7 million. Thereafter, on April 12, 2006, the
Commission issued Order No. 06-172 in docket UE 170. Order No. 06-172 resolved issues
associated with Klamath River Basin irrigator rates, and granted PacifiCorp an increase in
base rates of approximately $2 million. This rate increase lowered PacifiCorp’s requested
net revenue in docket UE 179 requirement to $116.7 million.

By Order No. 06-131, entered March 23, 2006, the Public Utility Commission
of Oregon (Commission) found good and sufficient cause to investigate the proprietary and
reasonableness of the tariff sheets pursuant to ORS 757.210 and 757.215. The Commission
suspended the tariff sheets, pending an investigation, for a period of not more than nine
months from March 24, 2006.

On March 16, 2006, a prehearing conference was held in Salem, Oregon, to
adopt a procedural schedule in the event the Commission suspended the tariff sheets. At the
request of PacifiCorp, the proceeding was bifurcated into two overlapping phases, as
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requested by PacifiCorp, with the first phase addressing power cost issues, and the second
phase addressing all other issues. During the proceeding, status as a party was granted to the
following entities: the Citizens’ Utility Board of Oregon (CUB); the Industrial Customers of
Northwest Utilities (ICNU); the Kroeger Company (Kroeger); Klamath Water Users
Association; the Community Action Directors of Oregon (CADO) and the Oregon Energy
Coordinators Association (OECA); the City of Portland; the Klamath Water Users
Association (KWUA); and the League of Oregon Cities.

The general public was provided with an opportunity to attend three open
houses to learn about and comment on PacifiCorp’s application. These open houses were
held in Medford, May 10, 2006; Bend, May 22, 2006; and Portland, May 24, 2006.

Settlement conferences commenced on June 14, 2006. Settlement
conferences continued on: June 15-16, 2006; June 21, 2006; June 23, 2006; July 10, 2006;
July 24, 2006; and July 27, 2006. A general stipulation resulted from these settlement
discussions.

On August 3, 2006, PacifiCorp filed a Stipulation in the above-captioned
docket. The Stipulation provides agreement on all issues raised in this rate case among the
following parties: PacifiCorp, Commission Staff (Staff), CUB; ICNU; Kroeger; the City of
Portland; KWUA and the League of Oregon Cities (collectively referred to as “the
Stipulating Parties” or “the signatories”). Signatures of all the Stipulating Parties were filed
as of August 4, 2006. On August 21, 2006, the Stipulating Parties filed Testimony in
Support of the Stipulation (Supporting Testimony). The Stipulation and supporting
testimony were entered into the record as evidence pursuant to OAR 860-014-0085(1). No
party filed an objection to the Stipulation.

II. STIPULATION

A. Overview

The Stipulating Parties indicate that the Stipulation, attached as Appendix A,
is a comprehensive settlement reflecting agreement among all of the active parties in the
proceeding. The Stipulating Parties represent that each signatory has reviewed the
Stipulation’s revenue requirement adjustments, as well as the overall rate increase, and
concludes that the Stipulation’s results are fair, just, and reasonable. The Stipulating Parties
urge the Commission to adopt the Stipulation.

The Stipulation is characterized as an agreement regarding a reasonable
overall rate increase, with categorical adjustments set forth in Exhibit B of the Stipulation.
The Stipulating Parties did not agree to specific cost adjustments or cost levels, except as to
the NVPC/TAM, the cost of capital and taxes. The Stipulating Parties also agree that the
Stipulation allows PacifiCorp to recover its (Financial Accounting Standard) FAS 97 pension
expense. The Stipulation sets forth a rate spread. The details of the Stipulation are further
discussed below.
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B. Net Effect of Stipulation on PacifiCorp’s Revenue Requirement

The net effect of the Stipulation is a reduction in the revenue requirement
increase that PacifiCorp proposes for 2007, from $116.7 million to a maximum of $43
million, resulting in an overall rate increase of approximately five percent. The stipulated
revenue requirement is comprised of two components: 1) a NVPC/TAM increase for 2007 of
no more than $10 million; and 2) an increase for 2007 of PacifiCorp’s non-power revenue
requirement of $33 million. The Stipulating Parties agreed to make the new rates effective
on January 1, 2007.

1. Net Variable Power Cost (NVPC)/Transition Adjustment Mechanism
(TAM)

The Stipulating Parties agree to a NVPC/TAM rate increase for 2007 that is
no more than $10 million. The Stipulation sets forth a calculation to determine the final
NVPC/TAM revenue requirement, but the final number is dependent on PacifiCorp’s
completion of the TAM process.

Prior to the effective date of new rates under the Stipulation, PacifiCorp will
file three TAM updates during October and November of 2006. The Stipulating Parties
agree that the TAM updates are subject to review, and may be challenged.

If the final calculation of the NVPC/TAM yields a result greater than
$10 million, PacifiCorp agrees to forego any amount above $10 million. Thus, the
NVPC/TAM rate increase for 2007 is capped at a maximum of $10 million, and under no
circumstances would it be greater than $10 million.

2. Non-Power Revenue Requirement

The Stipulating Parties agree to make other adjustments to PacifiCorp’s
proposed revenue requirement to yield an increase of $33 million for non-power costs.
Pursuant to the Stipulation, PacifiCorp’s revenue requirement is categorized, and adjusted
downward, as follows: $11.7 million for “Operating and Maintenance (O&M)” expenses;
$7.5 million for “Administrative and General (A&G)” expenses; $2.3 million for “Federal
and State Income Taxes,” as based on the Stipulation’s capital structure; $1.3 million for
“Other Revenues;” $770,000 for “Uncollectibles;” and $600,000 associated with the timing
of cash payments for hyrdroelectric facility relicensing; along with the revenue requirement
effect of the agreement regarding Cost of Capital, as described below.. Exhibit B to the
Stipulation provides a table with more details about the agreed-to adjustments

C. Taxes

The Stipulating Parties agree on specific, stand-alone tax expense levels, as
set forth in Exhibit B of the Stipulation. The Stipulation states that although CUB, ICNU,
KWUA and the City of Portland agree to the Stipulation stand-alone tax expense levels, they
make the following qualifications: 1) Docket No. AR 499, a rulemaking to implement
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Senate Bill (SB) 408, is still underway. These parties take the position that SB 408 does not
permit the calculation of taxes on a stand-alone basis, and expect that the rulemaking will
allow for the recovery of tax overcollections; 2) These parties reserve the right to argue, in
future PacifiCorp rate cases, that the Commission should adjust tax expenses to reflect the
projected level of taxes to be paid pursuant to SB 408.

D. FAS 87 Pension Expense

The Stipulating Parties agree that the Stipulation allows PacifiCorp to recover
its full FAS 87 pension expense. No agreement was reached regarding FAS 87 pension
expense criteria used by the actuary in PacifiCorp’s rate case filing. The Stipulating Parties
agree that the Stipulation’s agreement on PacifiCorp’s FAS 87 pension is non-precedential,
and not binding as to any future PacifiCorp rate case.

E. Rate of Return and Cost of Capital

The Stipulation sets PacifiCorp’s rate of return (ROR) at 8.16 percent, and
settles all issues associated with the cost of capital. Pursuant to the Stipulation, PacifiCorp
will use, until such time as the Commission issues a general rate order in a general rate case
subsequent to UE 179, the weighted cost of capital set at 8.16 percent.

Although the Stipulating Parties do not agree on capital components, they
agree, for Oregon regulation purposes, to derive the ROR of 8.16 percent based on the
following assumed components:

Component % of Capital Cost Weighted Cost
Debt 49.00% 6.32% 3.10%
Preferred 1.00% 6.30% 0.06%
Common 50.00% 10.00% 5.00%
Total 100.00% 8.16%

The Stipulated ROR results in a $35.2 million reduction from PacifiCorp’s
updated revenue requirement request.

F. Rate Spread

The Stipulating Parties agree to a rate spread to implement PacifiCorp’s new
non-NVPC revenue requirement that generally increases the rates of all PacifiCorp customers
by an equal percentage. A few adjustments were made to the equal percentage spread
primarily to further align certain rate schedules with underlying costs. Exhibit C to the
Stipulation sets forth the agreed-to rate spread, subject to any adjustments necessary to
implement the final 2007 NVPC/TAM revenue requirement calculated under the Stipulation.
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G. Direct Access Opt-Out Tariff

PacifiCorp and ICNU agree to support the adoption of PacifiCorp’s Schedule
295, a tariff providing a long-term, opt-out option for direct access customers in 2006, as
filed in Advice No. 05-015, on October 14, 2005, and attached as Exhibit D to the
Stipulation. Staff agrees to work with PacifiCorp and ICNU to develop a long-term, opt-out
tariff for direct access enrollment windows after 2006. Staff indicates that related filing will
be brought before the Commission by October 24, 2006.

H. Issues Specific to the City of Portland and the League of Oregon Cities

As part of the Stipulation, PacifiCorp agrees to work with the City of Portland
and the League of Oregon Cities to develop mutually agreeable rules for restoration priorities
in PacifiCorp’s Oregon service territory, and to file tariffs with the Commission to implement
these rules by January 1, 2007. PacifiCorp also agrees to extend, through December 31,
2009, Schedule 781, the direct access shopping incentive schedule, with a shopping credit per
kWh of 5 mills in 2007, 4 mills in 2008 and 3 mills in 2009. To facilitate the City of
Portland’s ability to participate in Portland General Electric’s (PGE) direct access election
window this November 2006, PacifiCorp agrees to work with PGE (assuming PGE’s
willingness to work with PacifiCorp) to ensure that there are no direct access barriers for City
of Portland street lighting customers covered by a 1977 contract between PacifiCorp and
PGE.

I. Effective Date for Rate Changes

The Commission suspended PacifiCorp’s filed tariffs for a period of time
ending no later than December 24, 2006. Pursuant to the Stipulation, PacifiCorp agrees to
waive this suspension date, and the Stipulating Parties agree that the Stipulated rates would
go into effect on January 1, 2007.

J. General Rate Case Moratorium

As part of the Stipulation, PacifiCorp agrees to not file a new general rate
revision case, in the state of Oregon, under OAR 860-022-0017(1) before September 1,
2007. Pursuant to this agreement, PacifiCorp is precluded from seeking recovery, before
September 1, 2007, of capital costs, including deferred recovery, of Leaning Juniper, or
another new generation resource in Oregon. PacifiCorp is expressly permitted, however, to
make a TAM filing for the year of 2008 before September 1, 2007.

III. CONCLUSION

We conclude that the Stipulation produces a just and reasonable result, and should be
adopted in its entirety. In so doing, we observe that the effect of our decision is to cause a
rate increase for PacifiCorp’s ratepayers of not more than $43 million, to go into effect on
January 1, 2007.


























































