
ORDER NO. 08-553

ENTERED 11/24/08

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UE 201

In the Matter of

PORTLAND GENERAL ELECTRIC
COMPANY

Application for Annual Adjustment to
Schedule 126 under the Terms of the
Annual Power Cost Variance Mechanism.

)
)
)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION ADOPTED

I. INTRODUCTION

In this Order, the Commission adopts the joint stipulation (Stipulation)
entered into by the parties to this docket: Portland General Electric Company (PGE or
the Company), the Staff of the Public Utility Commission of Oregon (Staff), the Citizens’
Utility Board of Oregon (CUB), and the Industrial Customers of Northwest Utilities
(ICNU) (collectively, the Parties). The Stipulation resolves all outstanding issues related
to PGE’s Application for an Annual Adjustment to Schedule 126 under the Terms of
PGE’s Annual Power Cost Variance Mechanism1 (the Application). In this Order, we
approve the Stipulation and order PGE to file revised rate schedules consistent with this
Order.

PGE filed its Application on July 1, 2008, seeking to establish prices
associated with its 2007 power cost variance (PCV). PGE stated that its actual Net
Variable Power Costs (NVPC) for 2007 were $29.3 million below its projected costs, and
it proposed refunding $15.8 million of this amount to its customers under its Power Cost
Adjustment Mechanism (PCAM). PGE proposed amortizing this amount over a one-year
period beginning on January 1, 2009. This proposal would have resulted in a 0.103 cent
per kWh credit to eligible customers.2

1 Advice No. 08-11, Annual Power Cost Variance Mechanism.
2 PGE customers taking service under Schedule 7 who used 900 kWh per month would have seen a $0.95,
or 1.1 percent, reduction in their monthly bills.
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On July 11, 2008, CUB filed a notice of intervention under ORS 774.180
and became a party. On July 24, 2008, ICNU filed a petition to intervene and was
granted party status.

On October 31, 2008, the Parties submitted the Stipulation and jointly
sponsored testimony,3 resolving all issues in this docket. The Stipulation makes two
adjustments to PGE’s calculation of the PCAM credit, increasing the PCAM credit
by approximately $717,000 and resulting in a proposed credit to customers of
$16.534 million.4 The Parties also agree to certain modifications to Schedule 126,
as well as various additional protocols intended to facilitate resolution of future
PCAM proceedings.

II. BACKGROUND

In Order No. 07-015, the Commission adopted an annual PCAM designed
to capture unusual power cost variations. Generally stated, the PCAM allows PGE to
share with its customers the benefits and burdens of variations between expected power
costs included in rates and actual power costs.

The PCAM includes an asymmetrical deadband ranging from 75-basis-
points return on equity (ROE) below the base level of NVPC included in rates, to
150-basis-points ROE above.5 If PGE’s overall power cost variation is within this
deadband, PGE’s power cost rates are not adjusted. Costs above this deadband are subject
to collection by PGE, while costs below the deadband are subject to refund. Customers
bear 90 percent of any such adjustment, while PGE bears the remaining 10 percent.6

The PCAM also includes an earnings test to determine whether an
adjustment is appropriate, given PGE’s actual rate of return. The earnings deadband is
+/-100 basis points around PGE’s allowed ROE.7 If PGE is earning within +/-100 basis
points of its authorized ROE, there will be no power cost adjustment. If the Company’s
earnings are more than 100 basis points below its authorized ROE, however, PGE will
be allowed to recover excess power costs, after application of the deadband and sharing
provision, up to an earnings level that is 100 basis points less than its authorized ROE.
If PGE’s earnings are more than 100 basis points above its authorized ROE, it must
refund to customers the power cost savings, after application of the deadband and
sharing provision, down to its authorized ROE plus a 100-basis-point threshold.

3 The supporting testimony was sponsored jointly by Dustin Ball (Staff), Randy Falkenberg (ICNU),
Bob Jenks (CUB), and Alex Tooman (PGE) and is designated as Staff-ICNU-CUB-PGE/100.
4 Stipulation at 8.
5 See Order No. 07-015 at 26-27.
6 Id. at 27.
7 Id. at 26.
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III. PGE’S APPLICATION

Base Net Variable Power Costs. PGE determined its base NVPC,8 using
the final power cost forecasts that were used to develop rate schedules in Docket UE 180.
These forecasts were created using PGE’s power cost forecasting model, Monet, and
established an unadjusted base NVPC of approximately $775.1 million.9

PGE made several adjustments to this base NVPC required by Order
No. 07-015, including the removal of $1.4 million in costs associated with its Super Peak
capacity contract and $4.6 million related to the Boardman forced outage rate.10 PGE
also made a number of additional adjustments that resulted in a base NVPC for 2007 of
approximately $711.5 million. PGE then reduced these costs by $37.8 million to reflect
the fact that the UE 180 rates (including the PCAM) were not effective until January 17,
2007. This resulted in a final calculation of base NVPC costs of $673.7 million.11

Actual Net Variable Power Costs. PGE’s actual NVPC for 2007
totaled $677.8 million. The Company then removed a number of items required by
Schedule 126, as well as $16.0 million for the 2007 PCAM and $4.1 million for green
power expenses that are billed directly to customers through Schedules 7 and 32, and it
included a $1.9 million credit for Biglow wind benefits. Next, the Company added a
number of items required by Schedule 126.12 With these adjustments, PGE’s NVPC
for 2007 was approximately $674.9 million. Finally, PGE reduced actual power costs
by $35.9 million to reflect only the period that the PCAM was in effect, resulting in a
final calculation of actual NVPC of $638.9 million.13

Unit NVPC Variance. After calculating its base and actual NVPC, PGE
then calculated a unit NVPC variance. On average for the year, the unit NVPC variance
was approximately -$1.79 per MWh. PGE multiplied the unit NVPC variance by its
actual load to reach its calculation of a $29.3 million net power cost variance for 2007
with projected costs higher than actual costs.14

8 NVPC represents the power costs for energy generated and purchased by PGE, as defined in
Schedule 126.
9 PGE/100, Tooman-Tinker/3.
10 See Order No. 07-015 at 2.
11 PGE/100, Tooman-Tinker/4.
12 These include $2.5 million for costs associated with the gas transportation deferral addressed in Docket
UM 1290 and $275,000 representing potential power costs for 2007 associated with royalties and taxes
related to coal transportation for the Colstrip generating plant. PGE notes that revenues from sales of
ancillary services are included as a credit to actual NVPC included in PGE’s financial statements.
13 The calculation of PGE’s actual 2007 power costs is summarized at PGE/100, Tooman-Tinker/5,
Table 1.
14 PGE/100, Tooman-Tinker/8.
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Proposed Refund to Customers. As noted above, PGE’s entire
net power cost variance is not refunded to customers. Order No. 07-015 established
asymmetrical power cost deadbands and sharing percentages that must be applied to
determine whether any PCAM refund or charge is appropriate. Because PGE’s actual
power costs were below its base power costs, the Company applied the 75-basis-point
ROE deadband. This resulted in a credit deadband of $11.7 million. After deducting this
$11.7 million deadband amount from the annual PCV of $29.3 million, a $17.6 million
credit remained to be allocated between customers and shareholders. PGE allocated
90 percent of the credit to customers, yielding PGE’s proposed $15.8 million credit.

Earnings Review. As a final step, PGE performed the earnings review
required by Order No. 07-015. The ROE deadband for PGE’s earnings review is
+/-100 basis points of PGE’s authorized ROE of 10.1 percent.15 In this case, PGE’s
final 2007 ROE (including the power cost variance) was 11.58 percent.16 Because this
ROE exceeds the 11.1 percent threshold established by the deadband, PGE proposed
refunding the entire $15.8 million 2007 PCAM credit to customers beginning on
January 1, 2009.

IV. THE STIPULATION

A. Adjustments to PGE’s PCAM Calculation

The Stipulation adjusts PGE’s calculation of the PCAM credit in two
ways: it modifies the asymmetrical deadband to accurately reflect the time period the
PCAM was in effect, and it adjusts PGE’s calculation of a coal inventory adjustment
accrual to reflect only 2007 costs. These two changes increase the PCAM credit by
approximately $717,000, resulting in a total proposed refund to customers of
approximately $16.5 million.17

Item Description $(000s)

(1) PCAM Credit, as Proposed by PGE $(15,817)

(2) Deadband Modification to Reflect January 17, 2007, Effective
Date

$(512)

(3) Removal of 7/12 of Coal Inventory Adjustment Accrual $(285)

(4)=(2)+(3) Total Modifications to 2007 Power Cost Variance $(797)

(5)=(4)*90% Sharing Percentage (90 percent) $(717)

(6)=(1)+(5) PCAM Credit under Stipulation $(16,534)

15 Order No. 07-015.
16 PGE/100, Tooman-Tinker/11.
17 Staff-ICNU-CUB-PGE/100 at 2.
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Deadband Adjustment. PGE’s calculation of unit NVPC excluded the
period from January 1, 2007, through January 16, 2007, on the grounds that the rates
established in Docket UE 180 did not go into effect until January 17, 2007. PGE’s
calculation of the deadband, however, included the entire calendar year. An adjustment
was made to the deadband to reflect the January 17, 2007, effective date. This adjustment
reduces the size of the deadband, thereby increasing the PCAM credit by $512,000, before
any adjustment for sharing.

Adjustment to Coal Inventory Adjustment Accrual. The Stipulation
also makes an adjustment to PGE’s coal inventory adjustment accrual. PGE measured
the Boardman coal pile in May 2007 and recorded a $489,000 increase in coal burn costs
for 2007. This increase was included in PGE’s Application as part of its actual NVPC.
After review, the parties determined that approximately 7/12 of the $489,000 accrual, or
$285,000, was reasonably attributable to 2006 usage, rather than 2007. Since no PCAM
was in effect in 2006, the Parties agreed to remove this amount from PGE’s calculation of
actual power costs. This adjustment increases the PCAM credit by $285,000, before any
adjustment for sharing.18

Summary of Adjustments. These adjustments increase the PCAM credit
variance by $797,000. Because the 2007 PCV was outside the deadband, the parties
propose that 90 percent of this amount, or $717,000, flow to customers as an additional
PCAM credit.

B. Other Provisions

The Stipulation also includes a number of proposals intended to clarify
and facilitate future PCAM proceedings.

Modifications to Schedule 126. In the Stipulation, the Parties seek
modifications to Schedule 126 to clarify the impact of direct-access windows that occur
after PGE’s final power cost forecast is developed each year. PGE establishes final
forecast power costs for ratemaking purposes on approximately November 15 for the
following calendar year. Under existing Commission-approved tariffs, however, non-
residential customers may select non-cost-of-service rate options after final power costs
are established for rates in mid-November. They may do so either during an annual opt-
out window in late November (under which non-residential customers may elect to
receive service from an Energy Service Supplier (ESS) or choose a market-based rate
option from PGE), or during quarterly windows throughout the year.19

18 The parties note that the 2007 PCAM proceeding is unique in that the prior period (2006) was a year
without a PCAM mechanism. Going forward, coal inventory accrual adjustments will relate entirely to
periods covered under the PCAM. Under the Stipulation, the Parties will not object to the inclusion of a
coal inventory adjustment in future PCAM proceedings on the basis that the adjustment applies to a prior
period.
19 See Staff-ICNU-CUB-PGE/100 at 7-8.
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The Parties testify that Schedule 126 does not clearly provide for
adjustments to ensure that the derivation of “base” and “actual” NVPC as defined in
Schedule 126 are neutral with respect to these opt-out decisions. The Parties agree that,
in this case, PGE made reasonable adjustments to the derivation of the 2007 PCAM
results with respect to 2007 non-cost-of-service decisions made by eligible customers,
but they seek modifications to Schedule 126 to clarify how adjustments should be made
in the future to ensure neutrality with respect to customer opt-outs.20

Senate Bill 408 Accruals. Under Senate Bill 408 (SB 408),21 PGE
evaluates the difference in “taxes paid” and “taxes collected” as defined by law, then
collects or refunds differences of $100,000 or more. This collection or refund is made
pursuant to a Commission order, which is issued approximately 16 months after the
end of the year under evaluation. Despite this lag, PGE accrues amounts for refunds
or charges during the year under evaluation. For 2007, PGE accrued approximately
$15.8 million as a receivable from customers associated with the application of SB 408
to its 2007 results. The Stipulation makes clear that such accruals are appropriately
included in earnings tests for purposes of PCAM proceedings.22

ROE Calculations. In PGE’s initial filing, PGE presented its authorized
ROE results inclusive of the PCAM credit, which yielded an ROE of 11.58 percent.
Under the terms of the Stipulation, PGE will be required to present future ROE results
from the earnings test both before and after application of any PCAM refund or charge.
This information is intended to allow parties to more fully evaluate the effect of the
PCAM on PGE’s ROE.

Timely Information Sharing. Finally, the Stipulation establishes a
number of protocols intended to facilitate the processing of PGE’s PCAM filings, so
that Commission-approved amortization of any PCAM charges or credits can begin
on January 1 of the following calendar year. The Parties agree to various provisions
regarding confidentiality agreements, as well as provisions regarding the timely
provision of workpapers and data responses supporting PGE’s PCAM applications.

V. DISCUSSION

The Commission has reviewed the Stipulation, together with the
supporting testimony and exhibits filed. We conclude that the Stipulation is in the
public interest and will result in fair, just, and reasonable rates. The Stipulation is
attached to this Order as Appendix A and incorporated into this Order by reference.

20 Id.
21 ORS 757.268.
22 The Parties also agree that this approach to earnings tests for PCAM proceedings is reasonable
regardless of the Commission’s forthcoming decision in Docket UM 1224 (in which this same issue
is under consideration for an earnings test related to an income tax deferral).


























