ORDER NO. 10-325
ENTERED 08/18/10

BEFORE THE PUBLICUTILITY COMMISSION
OF OREGON

UE 219

In the Matter of
PACIFICORP, dba PACIFIC POWER ORDER

Application to Implement the Provisions ¢f
Senate Bill 76.

DISPOSITION: DEPRECIATION SCHEDULES ADOPTED
l. INTRODUCTION

PacifiCorp, dba Pacific Power (Pacific Power or the Company), owns and
operates the Klamath Hydroelectric Project (Klamath Project). Tam#th Project is a 169
megawatt hydroelectric facility on the Klamath River in southern Oregon atitenor
California that includes, among other facilities, the following four mains$tganoelectric
dams on the Klamath River: Iron Gate, Copco No. 1, Copco No. 2, and J.C. Boyle. The
Company operates the Klamath Project under one Federal Energy Regl@taryssion
(FERC) license (FERC Project No. 2082). The Klamath Project is Ipaltieated on
federal lands administered by the Bureau of Land Management and the Bureau of
Reclamation.

During FERC relicensing proceedings, settlement discussions occurred among
Pacific Power and stakeholders to remove the Klamath Project. As a resgleament in
principle, the Klamath Hydroelectric Settlement Agreement (KHSA¥) meached among
Pacific Power, the states of Oregon and California and the United Statethizepaf the
Interior.>  On July 14, 2009, the Oregon legislature passed Senate Bill (SB) 76 to facilitate
removal of the Klamath Project pursuant to the KHSA. Among other things, SB 76
establishes procedures to implement the removal of certain KlamattRiages.

Section 3 of SB 76, codified as ORS 757.734, requires the Public Utility
Commission of Oregon (Commission) to determine new depreciation schedulesitiate
removal of certain Klamath Project dams by 2620RS 757.734(2) provides that once the

! A more expansive description of the Klamath Priojex the KHSA will be provided in a subsequenteord
addressing all issues in this proceeding other thase related to depreciation schedules.

2 pacific Power observes, “[tlhe ‘Whereas’ claugeSB 76 indicate that the policy underlying thesevisions
was to ‘facilitate removal of the Klamath dams’feguiring the Commission to ‘set rates that allcagiRc
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depreciation schedule is determined, the “Commission shall use the depreciadidulss

* * * t0 establish rates and tariffs for the recovery of Oregon’s allocditaik of

undepreciated amounts prudently invested by Pacific Power in a Klamath Rivér dam

ORS 757.734(1) requires the Commission to approve the new depreciation schedules within
six months of the execution of the KHSA. As the KHSA was executed on February 18,
2010, a new depreciation schedule must be determined by August 18, 2010.

. PROCEDURAL HISTORY

On March 18, 2010, Pacific Power filed Advice No. 10-008, as well as an
application and direct testimony to implement the provisions of SB 76. Testioyony
Andrea L. Kelly addressed the adoption of new depreciation schéd@aslune 4, 2010,
Staff filed testimony recommending specific proposed depreciation schéoluézsch of the
four dams. On June 21, 2010, Pacific Power filed reply testimony addressing egid@gr
with Staff's proposed depreciation schedules. No other party filed testimony

While Pacific Power proposed a depreciation methodology in this case, the
Company included proposed depreciation rates in its pending general ragocasé
UE 217 On July 12, 2010, an uncontested stipulation was filed in UE 217. The parties to
that Stipulation agree that the Commission should implement the new deprestiiedules
as determined in this docket.

1.  DISCUSSION
A. The Proposed Depreciation Rates Conform to the Requirements of ORS 757.734
1. Parties’

Pacific Power proposes depreciation of the net book value of the Klamath
Project on a straight-line basis over the remaining life of the plant,@attdi to end as early
as December 31, 20f9Under Pacific Power's proposed methodology, the net book value
would be adjusted each month to reflect impact from additions, retirements osaotEsl
net salvage, as would the straight-line depreciation over the remaining peacific Power
recommends applying this depreciation methodology to the J. C. Boyle, Copco |, Gopco I
and Iron Gate dants.Pacific Power indicates that its proposal is consistent with the

Power to recover Oregon’s fair share of Pacific Bdswundepreciated investment in the dams.” Racifi
Power’s Brief on Depreciation Rate Issues at 3y(20] 2010).

3 SeePPL/200, Kelly/16, II. 9-19.

* SeeTab 6, adjustment 6.2, of the Company’s generaae requirement exhibit, PPL/1102, as filed in

UE 217 on March 1, 2010. Bryce Dalley sponsoregéidepreciation rates in testimony at PPL/1102,
Dalley/25.

® See In the matter of PacifiCorp, dba Pacific PowRequest for General Rate Revisidncket UE 217,
Stipulation at 3 (July 12, 2010).

® SeePPL/200, Kelly/16, II. 9-13.

" The Company did not propose that the new depieniatethodology be applied to the East Side andtWes
Side dams, the two smaller facilities in the KlamBtoject. In the Company’s last depreciation ttide
Company established a small hydro decommissiorasgrie. The costs to decommission East Side arst We
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Company’s proposal in FERC relicensing proceedings, as well as with theqorithe
KHSA that Pacific Power retains the responsibility to decommission faediges.

Staff proposes depreciation schedules using a straight-line demeciati
methodology and applies it to Oregon’s share of the gross plant value for the folr dams.
Staff obtained data from Pacific Power by FERC accounts for eabk &dur dams. Staff
divided the remaining net balance for each of the dams as of June 30, 2009, by thegemainin
10.5-year life (the period between June 30, 2009, and December 31 2®tajt calculated
the straight-line depreciation rate as 6.4. pertertpplying this rate to Oregon’s share of
the gross plant, valued at $21.38 million, Staff computed a collective $1.37 million annual
depreciation expense for the four darh®ased on these calculations, Staff recommends a
depreciation schedule for each d&m.

Staff's calculations do not contain any salvage or cost of removal estimates,
nor values for interim additions or interim retirements. Staff recommeniddehgeciation
figures be adjusted as the net book value of the dams fluctuates each month due to capital
additions and retirement activities—but not removal costs. Staff also remusrthat plant
balances and remaining life in the schedules (currently calculated frorl22@)ebe
updated to December 2010 as a part of the Company’s compliance filing in docket UE 217
prior to implementation of these depreciation rates on January 1, 2011. Staff indicates the
updated plant balance should include changes from capital improvements butowa rem
costs.

In reply testimony, Pacific Power concurs with Staff's calculatid®ecific
Power observes that Staff's calculations in the schedules for each dam vaoetki respect
from the Company'’s calculations (filed in docket UE 217), but that end results for the
revenue requirement and depreciation rate are the $ame.

2. Discussion

We adopt Staff’'s depreciation schedules, attached as Appendix A, for the
J. C. Boyle, Copco I, Copco Il, and Iron Gate dams. We direct Pacific Power te thpeke
depreciation schedules to December 2010 as part of the Company’s compliagaée fil
docket UE 217 prior to implementation of these depreciation rates on January 1, 2011. We
also adopt the recommendation that as the net book value of the dams fluctuates each month
due to capital additions and retirement activities, the associated depreciatis will be
adjusted to fully depreciate such capital improvements by the end of the eXgecte

Side will be charged against that reserve. PaBifizer indicates that the reserve balance willMaduated and
the accrual adjusted during the next depreciatiotys

® SeeStaff/202.

® Staff/200, Peng 4, II. 5-6.

10 staff/200, Peng/4, II. 9-10.

1 Staff/200, Peng/4, |. 11.

12 Staff/200, Peng/4, Il. 11-13.

13 Staff/202, Peng/1-9; Staff 200, Peng/5, Table |

14 pacific Power’s Brief on Depreciation Rate Issaep. 5.
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B. I mplementation of New Depreciation Rates
1. Parties’ Positions

Pacific Power requested an effective date of January 1, 2011, for new
depreciation rates for the Klamath Project. This date coincides withfdotivef date of new
rates resulting from the stipulation filed in docket UE £1An uncontested stipulation was
filed on July 12, 2010 in that docket. The parties to the UE 217 stipulation agree that the
Commission should implement the new depreciation schedules determined in thtsdocke

2. Discussion

We agree that implementation of new depreciation rates for the Klamath
Project should take effect on the same day, January 1, 2011, as new rates resulting fr
resolution of Pacific Power’s general rate case, docket UE 217. Waddikss
implementation of the new depreciation rates for the Klamath Projectdbgdts in a
subsequent order entered in docket UE 217.

IV. ORDER
IT IS ORDERED that:

1. New depreciation schedules, attached as Appendix A, are adopted for the
following four Klamath Hydroelectric Project dams owned and operated
by PacifiCorp, dba Pacific Power: J. C. Boyle, Copco |, Copco II, and
Iron Gate.

2. Implementation of new depreciation rates by January 1, 2011, will be
addressed by a subsequent order entered in docket UE 217.

3. PacifiCorp, dba Pacific Power will update these new depreciation
schedules to December 2010 as part of the Company’s compliance filing
in docket UE 217 prior to implementation of these depreciation rates on
January 1, 2011.

15 Seeln the Matter of PacifiCorp, dba Pacific Power, Riegt for General Rate Revisiaipcket UE 217,
Stipulation at 3.
1d.
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4. As the net book value of the dams fluctuates each month due to capital
additions and retirement activities, the associated depreciation rates will be
adjusted to fully depreciate such capital improvements by the end of the
expected life.

Made, entered, and effective AUG 18 2010 .
M\ - /)*Z \«-}%Kéi/
Ray Baum /// John Savage
Chairman Commissioner
St lc Al

Susan K. Ackerman
Commissiocner

A party may request rehearing or reconsideration of this order pursuant o ORS 756.561. A
request for rehearing or reconsideration must be filed with the Commission within 60 days of
the date of service of this order. The request must comply with the requirements in OAR 860-
014-0095. A copy of any such request must also be served on each party to the proceeding as
provided by OAR 860-013-0070(2). A party may appeal this order by filing a petition for
review with the Court of Appeals in compliance with ORS 183.480-183.484.
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