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)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION ADOPTED

I. INTRODUCTION

On April 1, 2008, PacifiCorp, dba Pacific Power (“Pacific Power” or the
“Company”) filed revised tariff sheets for its 2009 Transition Adjustment Mechanism
(TAM), to be effective January 1, 2009. The purpose of the TAM filing is to update
Net Power Costs (NPC) to set transition adjustments for the Company’s Oregon
customers who may choose direct access service in the November 2008 open enrollment
window.

Concurrently with its TAM application, Pacific Power filed its Renewable
Adjustment Clause (RAC), docket UE 200. The subject matters of the two proceedings
overlap in material aspects.

In its 2009 TAM filing, Pacific Power estimated total forecasted
normalized system-wide NPC for the test period (12 months ending December 31, 2009)
of about $1.129 billion. That amount is approximately $148.9 million higher than the
$980.2 million included in rates set in Pacific Power’s 2008 TAM proceeding (Docket
UE 191).

On an Oregon-allocated basis the amount was about $41.2 million higher
than the $247.4 million NPC currently included in Pacific Power’s Oregon rates. That
amount would result in an overall increase its Oregon rates of about 4.4 percent.

On July 25, 2008, Pacific Power filed an update and corrections to its
April 1, 2008 filing. The updates and corrections resulted in an increase in the
Company’s forecasted normalized NPC for the calendar year 2009 on an Oregon-
allocated basis to $304.3 million, an increase of $15.7 million from the earlier filing.
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The updated amount would result in an overall increase to Oregon rates of about
6 percent.

A prehearing conference was held on April 25, 2008 and a schedule
adopted. The target date for a Commission decision was set for October 24, 2008.

Testimony was filed by Pacific Power, the Staff of the Public Utility
Commission of Oregon (Staff), the Industrial Customers of Northwest Utilities (ICNU)
and Sempra Energy Solutions LLC (Sempra).

The parties convened a settlement conference on August 15, 2008, and the
settlement discussions continued on August 19, 2008. All parties participated in the
settlement discussions. As a result of their settlement discussions, the parties reached a
comprehensive settlement in this docket.

On September 4, 2008, the parties filed their Stipulation and joint
testimony in support of the Stipulation. Parties to the Stipulation (Joint Parties) are
Pacific Power, Staff, ICNU, Sempra and the Citizens’ Utility Board of Oregon (CUB).
On October 29, 2008, Pacific Power submitted an amended version of the Stipulation.
The changes to the Stipulation are not substantive; the only changes are to the scheduled
dates, reflecting a delay in the issuance of the final order in UE 200. The amended
Stipulation is attached to this order. The parties’ signatory pages to the original
Stipulation are attached.

II. STIPULATION

The net effect of the settlement is to reduce Pacific Power’s proposed
increase in NPC from $56.9 million to $34.2 million (on an Oregon-allocated basis).
That amount will be updated for certain NPC elements on November 7, 2008, and
November 14, 2008, with a contract “lock-down” date of November 1, 2008. For rate
design purposes, the final NPC will be decreased by $10.2 million to account for
increased revenues due to forecast sales growth from 2007 to 2009. The resulting rate
increase is expected to be about 2.4 percent. The effective date of the new rates will be
January 1, 2009.

Attached to the Stipulation are exhibits that show the calculation of: the
NPC increase (Exhibit A); the rate spread (Exhibit B); the adjustment for sales growth
(Exhibit C); and the 2009 energy forecast by rate schedule (Exhibit D).

The Joint Parties propose to spread the rate increase to each rate schedule,
based on the ratio of each schedule’s present Schedule 200 (Cost-Based Supply Service)
revenues to total Schedule 200 present revenues. The TAM Adjustment Rates in cents
per kilowatt hour will be calculated by dividing each rate schedule’s total allocated TAM
Revenue Adjustment by the forecast 2009 energy for that rate schedule.
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The November Updates include the following:

a. The Company will update its NPC on November 7, 2008, for
(1) the September 30, 2008, forward price curve for electricity and
natural gas; and (2) contracts executed on or before November
1, 2008. (Such contracts include long-term and short-term
wholesale electric contracts and natural gas supply contracts.)

b. The Company will update its NPC on November 14, 2008,
using the forward price curve for electricity and natural gas prices
developed on November 4, 2008. The Company will use the new
forward price curve to reshape hydro energy in its Generation and
Regulation Initiatives Decision Tools (GRID) model.

The Joint Parties agree there is no cap on the November Updates.

The Joint Parties agree to defer the resolution of certain issues related to
Pacific Power’s Glenrock and Rolling Hills wind resources to the RAC proceeding
(UE 200). Although Pacific Power objects to any such adjustment, the Joint Parties
understand that the Commission may order in the RAC proceeding that the capacity
factors or generation profiles be changed through an NPC adjustment in this proceeding
in the November updates.

The Joint Parties agree that the Seven Mile Hill II and Glenrock III wind
resources will remain in the NPC dispatch stack for purposes of calculating the
November 2008 TAM updates. The Joint Parties further agree that the Company will
exclude the non-NPC related costs of these two resources from the RAC for 2009.
Pacific Power will file deferral applications, such that the deferral will be effective
January 1, 2009, or when the resource is on line, whichever comes later.

Pacific Power agrees to not file for deferred accounting for 2009 for the
fixed costs of either the Chehalis or Lake Side power plants. The Joint Parties agree that
the Chehalis power plant should not be reflected in the Company’s November updates.

The Joint Parties agree to modify the calculation of the Transition
Adjustment for direct access in two ways: (1) Pacific Power will relax the market cap
limitations in the GRID model by 15 MW at Mid-Columbia and 10 MW at COB to
determine the value of the freed-up power; and (2) any remaining monthly thermal
generation that is backed down for assumed direct access load will be priced at the simple
monthly average of the COB price, the Mid-Columbia price, and the avoided cost of
thermal generation as determined by GRID.

The Joint Parties agree that any party may raise the issue of forced outage
rates for hydroelectric generating units in Docket UM 1355. If the Commission has not
resolved this issue prior to Pacific Power filing its next general rate case, the Company
will raise the issue in its rate case.
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The Stipulation includes provisions relating to certain elements in Pacific
Power’s future TAM proceedings. If the parties cannot agree regarding the elements of
TAM updates, revenue growth adjustments, and filing requirements, Pacific Power will
initiate a proceeding before the Commission to resolve issues.

Pacific Power agrees to provide access to its GRID model to parties who
enter into a confidentiality agreement or are subject to a protective order.

Pacific Power commits itself to provide workpapers for its original TAM
filing and updates. Pacific Power agrees to provide parties a “forty-year hydro data set”
applicable to the test year in the TAM proceeding and the data necessary to calculate
forced outages using a weekday/weekend split.

III. DISCUSSION

In their testimony, the Joint Parties explain and defend the terms of
their Stipulation. They identify issues not resolved in the Stipulation, including issues
deferred to Docket UE 200, the RAC proceeding. They explain the November 2008
update factors and how the deferred issues will be accounted for in the November
updates. They describe their proposed rate design and set out their intentions for future
TAM proceedings.

As noted by the Joint Parties, in its filings Pacific Power requested an
increase of about $56.9 million. In their Stipulation, the Joint Parties agree to a nominal
increase of $34.2 million, to be adjusted downward by $10.2 million to reflect load
growth. They do not explain what adjustments were made to reach the amount of their
proposed increase.

The difference in the amount requested by Pacific Power and the amount
adopted by the Joint Parties in their Stipulation is $22.7 million, with the additional
$10.2 million to account for load growth. In their joint testimony the Joint Parties do not
address the derivation of these figures.

In its direct testimony, Staff proposed to reduce Pacific Power’s request by
$18.4 million, including a reduction of $12.6 million to account for customer load
growth. In its surrebuttal testimony, Staff proposed to increase one of its proposed
adjustments by about $920 thousand.

Staff’s proposed adjustments included the following:

(1) A reduction of $12,566,029 to account for load growth;

(2) A reduction of $524,595 to account for changes in net ancillary
service revenue;
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(3) A reduction of $623,477 to account for increased revenue associated
with the Little Mountain gas facility steam sales;

(4) A reduction of $189,093 for the wind integration charge associated
with the Pacific Power wind storage contracts;

(5) A reduction of $800,605 for the wind integration charge associated
with Pacific Power owned wind facilities;

(6) A reduction of $2,922,698 to account for the new forced outage rate
methodology for hydro facilities; and

(7) A reduction of $789,034 to account for a change in capacity factor for
the Rolling Hills wind generation project.

In its rebuttal testimony Staff proposed to increase the Rolling Hills
capacity factor adjustment to $1.7 million, “taking into account [Pacific Power’s] updated
GRID model.”

In its direct testimony, ICNU proposed 19 adjustments to Pacific Power’s
GRID study. ICNU found that Pacific Power had overstated its total company NPC by
$55.7 million and recommended a reduction in the allocation to Oregon of $12.8 million.
ICNU proposed an additional reduction of $12.6 million to account for load growth.

In its direct testimony, Sempra addresses the calculation of the Transition
Adjustment as applied to Pacific Power’s Schedules 294 (Transition Adjustment) and
295 (Transition Adjustment Opt Out). Sempra recommends that the Commission direct
Pacific Power to calculate the Schedules 294 and 295 adjustments “in a manner that
applies market prices to all megawatt-hours associated with the decrement of direct
access load being evaluated.

The adjustment for load growth ($10.2 million) is less than the
$12.6 million proposed by Staff and ICNU, but well within the range of reasonable
outcomes for settling such an issue. We approve this provision of the Stipulation.

In all other respects the terms of the Stipulation explain and improve the
TAM process. The stipulation is in the public interest and should be approved.


























































