ORDER NO.  19-028

ENTERED Jan 29 2019
BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1985
In the Matter of
PACIFICORP, dba PACIFIC POWER, ORDER
Application for an Accounting Order and

Request for Amortization Related to the
Federal Tax Act.

DISPOSITION: STAFF’S RECOMMENDATION ADOPTED

At its public meeting on January 29, 2019, the Public Utility Commission of Oregon
adopted Staff’s recommendation in this matter. The Staff Report with the
recommendation is attached as Appendix A.

BY THE COMMISSION:

MlYNA

Michael Grant
Chief Administrative Law Judge

A party may request rehearing or reconsideration of this order under 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 860-001-0720. A copy of the request must also be served on each party to the
proceedings as provided in OAR 860-001-0180(2). A party may appeal this order by filing
a petition for review with the Circuit Court for Marion County in compliance with ORS
183.484.
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ITEM NO. 2

PUBLIC UTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: January 29, 2019

REGULAR A CONSENT  EFFECTIVE DATE February 1, 2019
DATE: January 18, 2019
TO: Public Utility Commission
FROM: John Fox_ . Jf
- I

THROUGH: Jason Eisdorfer and John Crider

SUBJECT: PACIFIC POWER: (Docket No. UM 1985) Application for an Accounting
Order and Request for Amortization Related to the Federal Tax Act.

STAFF RECOMMENDATION:
Approve amortization of the 2018 ratepayer benefits of $45.2 million! associated with

the Tax Act beginning February 1, 2019, consistent with the Term Sheet agreed to by
PacifiCorp, Staff, AWEC, CUB and Vitesse LLC.

DISCUSSION:
Issue

Whether the Commission should approve PacifiCorp’s (Company) Application for an
Accounting Order and Request for Amortization Related to the Federal Tax Act.

Applicable Rule or Law

Under ORS 757.205(1), a public utility must file schedules showing all rates, tolls, and
charges for service that have been established and are in force at the time. The
Commission may approve tariff changes if they are deemed to be fair, just and
reasonable. ORS 757.210. Tariff revisions or corrections may be made by filing
revised sheets with the information required under the Commission's administrative

12018 deferral balance $46.7 million less $1.5 million to account for 50 percent of the reduced value of
renewable energy production tax credits (due to the Tax Act) on PacifiCorp’'s 2018 Transition Adjustment
Mechanism (docket UE 323).
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rules, including OAR 860-022-0005 and OAR 860-022-0025. Filings that make any
change in rates, folls, charges, rules, or regulations must be filed with the Commission
at least 30 days before the effective date of the changes. ORS 757.220.

OAR 860-022-0025(2) specifically requires that each energy utility changing existing
tariffs or schedules must include in its filing a statement plainly indicating the increase,
decrease, or other change made with the filing, the number of customers affected by the
proposed change and the resuiting change in annual revenue; and the reasons or
grounds relied upon in support of the proposed change.

Unless subject to an automatic adjustment clause under ORS 757.210(1), amounts
deferred are allowed in rates to the extent authorized by the Commission in a
proceeding under ORS 757.210 to change rates and upon review of the utility's
earnings at the time of application to amortize the deferral. ORS 757.259(4);

OAR 860-027-0300(9).

Analysis

Tax Act Deferral Background

On December 22, 2017, President Donald Trump signed H.R.1 — Tax Cuts and Job Act
(Tax Act), with most provisions going into effect on January 1, 2018. The Tax Act
amends sections of the 1986 code, most notably the reduction in the federal corporate
income tax rate from 35 percent to 21 percent. The change in the corporate income tax
rate also results in excess deferred income tax (EDIT) assets and liabilities that must be

reversed.

On December 28, 2017, the Company filed a deferral application (UM 1917) to defer the
expected impacts associated with the income tax provisions of the Tax Act. Because
the legislation was newly enacted, the Company did not have an estimate of the totai
impacts at the time its application was filed.

On April 13, 2018, the Company filed a supplemental application, estimating Oregon-
allocated deferred amounts to be between $42 million and $48 million, based on its
2017 Results of Operations with Type 3 adjustments, calculated both “with” and
“without” the effects of the Tax Act.

On September 20, 2018, the Company filed a second supplemental application

including the following revised estimates:
» The annual Oregon deferral will be approximately $46.7 million for current taxes,
exclusive of 2018 production tax credit (PTC) impacts and excess deferred
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income taxes that must be normalized using the average rate assumption
method (ARAM) of accounting.

e 2018 PTC impact is a negative benefit of $3.0 million.

+ ARAM amortization is a benefit of $14.6 million.

On December 29, 2017, Staff also filed an application (UM 1925) to defer the changes
in PacifiCorp’s federal tax obligations resuiting from H.R.1 — Tax Cuts and Jobs Act
(Application). Staff filed similar applications for all six energy utilities to ensure
ratepayers would benefit from the tax reduction beginning January 1, 2018.

Subsequent to the filing of both PacifiCorp’s and Staff’s initial applications, PacifiCorp,
Staff, other utilities and stakeholders participated in a workshop to understand the Tax
Act implications, and began working through a methodology to calculate benefits to
ratepayers and a methodology for passing such benefits onto customers. Since that
time, Staff has continued to work with each utility and interested stakeholders informally
to address the deferral and amortization of Tax Act benefits.

On January 15, 2019, the Commissicn approved PacifiCorp’s Application for Approval
of Deferred Accounting Related to Federal Tax Act, docketed as UM 1917, for the
twelve month period beginning December 31, 2017, calculated to be $198 million which
includes; 2018 operational tax saving of $46.7 millicn doliars, an offsetting decrease in
the value of production tax credits of {$3.0) million dollars, amortization of protected
excess deferred income taxes of $10.4 million dollars for 2018 and deferral of
unprotected excess deferred income taxes of $144.2 million dollars.

PacifiCorp’s Request for Amortization in UM 1985

On December 7, 2018, PacifiCorp filed its Application for Accounting Order and
Request for Amortization Related to the Federal Tax Act, which was docketed as

UM 1985. In this filing, PacifiCorp requested that the Commission issue an order
authorizing the Company to: (1) amortize the 2018 deferred amounts associated with
the current income tax impact of the Tax At over two years beginning February 1, 2019;
(2) use the current income tax impacts of the Tax Act that will be deferred in 2019 and
2020 along with the deferral of the Tax Act’s impact to nhon-protected excess deferred
income taxes (EDIT) to buy down steam plant book balances leading up the effective
date of the recently filed application to revise depreciation rates {Depreciation Study);
and (3) continue to defer the Tax Act's impact to excess deferred income taxes {EDIT)
related to protected property and approve amortization of these amounts over five years

beginning in 2021.
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Setilement Agreement in UM 1985
On January 7, 2019 Staff hosted a workshops/settiement conference to discuss the
appropriate terms for amartization and return of Tax Act benefits to customers.

All parties (PacifiCorp, Staff, AWEC, CUB and Vitesse LLC.), after reviewing the
Company’s initial filing and having further discussed issues of concern at the settlement
conference, agreed to return the all current tax savings to customers between

February 1, 2019, and January 31, 2020.

Furthermore, the parties agreed to defer the decision regarding ratemaking treatment of
EDIT until PacifiCorp’s next rate case, rather than applying those benefits to offset the
book basis of PacifiCorp’s coal plants. Consequently, the terms of the settlement will
have no effect on nor require any update of the Depreciation Study as requested in the

Company'’s initial filing.

The full agreement of the parties is set forth in the Term Sheet, which is included as
Attachment A to this memorandum.

Each item in the term sheet is discussed below, including terms related to the amounts
being deferred, in order to ensure that the Commission understands the relationship
between deferral and amortization agreed to by the parties.

1. PacifiCorp will amortize over a one-year time period beginning February 1, 2019, the
2018 deferral balance ($46.7 million) of the impact of the lower current tax expense
due fo the Tax Cut and Jobs Act? (Tax Act). Amounts deferred for 2018 will earn
interest at PacifiCorp’s weighted average cost of capital for the period beginning
January 1, 2018 through January 31, 2019. The interest rate during amortization for
this current income tax expense deferral balance will be the Modified Blended
Treasury Rate, consistent with the treatment of interest rafes described in Order No.
08-263 as modified by Order No. 10-279. The 2018 deferral balance will be reduced
by approximately $1.5 million to account for 50 percent of the reduced value of
renewable energy production tax credits (due to the Tax Act) on PacifiCorp’s 2018
Transition Adjustment Mechanism (docket UE 323).

The Company’s initial filing proposed returning the 2018 deferral balance over
two years. Staff strongly supported a prompt return over one year to prevent
further escalation of the amount due to customers. In other words, the amount
returned to customers each month in 2019 will be equal to the continued over

2 Pub. L. No. 115-97 (Dec. 22, 2017).
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collection of tax in base rates at the prior 35 percent federal tax rate over the
same period.

The return to customers over a 12 month period is also responsive to the
interveners’ concern that amartization over a shorter or longer period may shit
benefits between customer classes whose seasonal usage patterns vary.

The monthly amortization amount, including interest, will be $4.019 million per
month.

2. PacifiCorp will defer 2019 current taxes of ($46.7 million) until January 31, 2020.
The applicable interest rate for this deferral balance not under amortization related to
the current income tax expense will be the company’s weighted average cost of
capital most recently approved by the Commission. PacifiCorp will amortize these
deferred amounts over a one-year time period beginning February 1, 2020 through
December 31, 2020. The interest rate for this current income tax expense deferral
balance under amortization will be the Modified Biended Treasury Rate, consistent
with the treatment of interest rates described in Order No. 08-263 as modified by
Order No. 10-279. The 2019 deferral balance will be reduced by approximately $1.5
miflion to account for the remaining 50 percent of the reduced value of renewable
energy production tax credits (due to the Tax Acf) on PacifiCorp’s 2018 Transition
Adjustment Mechanism (docket UE 323). Any remaining 2019 deferral balance at
December 31, 2020, will be addressed in PacifiCorp’s next general rate case.

Review of the COmpany’s amortization calculations indicate the Company
intends to continue to refund the same monthly amount for 2019, $4.019 million
per month. This amount will be refunded for 11 months through the end of 2020.

The Company'’s initial application proposed using the 2019 deferral balance to
offset the book basis of PacifiCorp’s coal plants. The terms of the stipulation
return this amount to customers over 12 months in the same manner as the 2018
deferral balance. Staff strongly supports this change for the same reasons,
namely monthly return equal to the continued over collection of tax in rates and
preventing further escalation and delay of the amount due to customers.

3. PacifiCorp will defer 2020 current taxes of ($46.7 million} until the company’s next
general rate case. The applicable interest rate for this deferral balance not under

amortization related to the current income fax expense will be the company’s
weighted average cost of capital most recently approved by the Commission. Upon
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filing the next general rate case, PacifiCorp will make a proposal on how to use the
2020 deferral balance.

The Company’s initial application proposed using the 2020 deferral balance to
offset the book basis of PacifiCerp’s coal plants. Staff believes the settlement
agreement delaying the decision regarding ratemaking treatment until the next
rate case provides significant flexibility as the Commission can decide the
ratemaking treatment at that time without having previously committed to a
reduction in the book basis of PacifiCorp’s coal plants.

4. Full detail and calculations supporting these amortizations are provided in
Attachment A.

The calculations are also included as Attachment B to this memorandum.

5. Interest will not accrue on Excess Deferred Income Taxes (EDIT) balances, as these
are treated as rate base deductions and will not accrue a carrying charge.

From an accounting standpoint EDIT balances were previously recorded as
Accumulated Deferred Income Taxes (ADIT) prior to Tax Act passage. Staff
agrees that interest charges are not appropriate as the amounts have already
been excluded from rate base. Upon passage of the Tax Act, the Company
revalued ADIT using the new lower federal rate of 21 percent and reciassified the
EDIT amounts into separate accounts. No rate base adjustment has occurred for
ratemaking purposes therefore the EDIT amounts are still excluded from rate

base.

6. The gross up percentage that will be applied to the current tax expense deferral
described above will include revenue sensitive costs (a factor of 1.371).

This provision is consistent with the discussion and Commission decision in the
deferral docket UM 1917 discussed above.

7. PacifiCorp will continue deferring the EDIT untif the company’s next general rate
case. Upon filing the next general rate case, PacifiCorp will make a proposal on how

to use the EDIT reguliatory liability.

The Company’s initial application proposed using the EDIT balances to offset the
book basis of PacifiCorp’s coal plants. Staff believes the terms of the stipulation
delaying the decision regarding ratemaking treatment until the next rate case
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provides significant flexibility as the Commission can decide the ratemaking
treatment at that time without having previously committed to a reduction in the
book basis of PacifiCorp’s coal plants.

8. If PacifiCormnp does not file a general rate case as contemplated in paragraphs 2, 3
and 7 by December 1, 2020, then PacifiCorp will meet with the Settling Parties by

December 31, 2020 to determine how fo address any remaining deferral balance for

both the current taxes and Excess Deferred Income Taxes (EDIT).

Staff notes that the Company’s initial filing in this docket clearly contemplates
filing of a general rate case in 2020. This provision is necessary to provide an
alternate path for timely return of all tax benefits to ratepayers in the event the
general rate case filing is delayed.

9. PacifiCorp has appropriately and accurately calculated the benefits of the Tax Act,
including EDIT, which shall be consistent with the Commission’s decisions in the
deferral docket UM 1917, and used an appropriate methodology to provide these
benefits to customers.

This provision is consistent with the discussion and Commission decision in the
deferral docket UM 1917 discussed above.

10. Upon Commission approval of this settlement, PacifiCorp will submit a compliance
filing to begin amortization on February 1, 2019. The Parties agree that the
amortized amounts described above will be allocated to each schedule consistent
with the rate spread described in PacifiCorp’s application in this docket.

Although the wording in the Company’s application is somewhat different, Staff
and interveners understand the refund will be allocated to each schedule on an
equal percentage basis using the applicable schedule’s forecasted revenues at
current prices excluding net variable power costs. Staff notes this is the same
rate spread methodology approved by the Commission for the return of Portland
General Electric’s tax benefits (Order No. 18-459).

11. This resolves all issues in docket UM 1985 regarding the application of the Tax Act
for the 2018-2020 operating periods.

This provision is consistent with the discussion and Commission decision in the
deferral docket UM 1917 for 2018 deferral amounts.
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Although separate deferral applications will be necessary for the 2019 and 2020
operating periods, Staff agrees that using to the same deferral amount for each
year ($46.7 million based on 2017 results of operations) is consistent with
Oregon rate case principles and methodology as applied-in the Company’s
historical rate cases.

Conclusion

For the reasons stated above, Staff concludes that the agreement among the parties
related to the amortization of PacifiCorp’s previously authorized deferred tax benefits,
as set forth the Term Sheet, will aliow PacifiCorp to timely pass through current tax
benefits, while retaining flexibility with deferred EDIT amounts in light of anticipated
future regulatory actions by PacifiCorp. This will result in rates that are fair, just and

reasonable.

As discussed in UM 1917, the Company has not proposed application of an earnings
test under the provisions of ORS 757.259(5) and intends to return the full amount of tax

benefits to ratepayers. Accordingly, Staff concludes further review of Company’s
earnings at the time of application to amortize the deferral is unnecessary.

PROPOSED COMMISSION MOTION:

Approve amortization of 2018 ratepayer benefits of $45.2 million associated with the
Tax Act beginning February 1, 2019, consistent with the Term Sheet agreed to by
PacifiCorp, Staff, AWEC, CUB and Vitesse LLC, and direct PacifiCorp to file tariffs in
compliance with this order by January 30, 2019.

UM 1985
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PacifiCorp —Docket No. UM 1985
Term Sheet for All-Party Settlement

The following summarizes the all-party settlement between PacifiCorp and Staff, CUB, AWEC,
and Facebook (Settling Parties). The Seitling Parties agree that:

I

PacifiCorp will amortize over a one-year time period beginning February 1, 2019, the
2018 deferral balance ($46.7 million) of the impact of the lower curtent tax expense due
to the Tax Cut and Jobs Act! (Tax Act). Amounts deferred for 2018 will earn interest at
PacifiCorp’s weighted average cost of capital for the period beginning January 1, 2018
through January 31, 2019. The interest rate during amortization for this current income
tax expense deferral balance will be the Modified Blended Treasury Rate, consistent with
the treatment of interest rates described in Order No. 08-263 as modified by Order No.
10-279. The 2018 deferral balance will be reduced by approximately $1.5 million to
account for 50 percent of the reduced value of renewable energy production tax credifs
(due to the Tax Act) on PacifiCorp’s 2018 Transition Adjustment Mechanism (docket UE

323),

PacifiCorp will defer 2019 current taxes of ($46.7 million) until January 31, 2020. The
applicable interest rate for this deferral balance not under amortization related to the
current income tax expense will be the company’s weighted average cost of capital most
recently approved by the Commission. PacifiCorp will amortize these deferred amounts
over a one-year time period beginning February 1, 2020 through December 31, 2020. The
interest rate for this current income tax expense deferral balance under amortization will
be the Modified Blended Treasury Rate, consistent with the treatment of interest rates
described in Order No. 08-263 as modified by Order No. 10-279. The 2019 deferral
balance will be reduced by approximately $1.5 million to account for the remaining 50
percent of the reduced value of renewable energy production tax credits (due to the Tax
Act) on PacifiCorp’s 2018 Transition Adjustment Mechanism (docket UE 323). Any
remaining 2019 deferral balance at December 31, 2020, will be addressed in PacifiCorp’s

next general rate case.

PacifiCorp will defer 2020 current taxes of ($46.7 million) until the company’s next
general rate case. The applicable interest rate for this deferral balance not under
amorttization related to the current income tax expense will be the company’s weighted
average cost of capital most recently approved by the Commission. Upon filing the next
general rate case, PacifiCorp will make a proposal on how to use the 2020 deferral

balance.

Full detail and calculations supporting these amortizations are provided in Attachment A.

Interest will not accrue on Excess Deferred Income Taxes (EDIT) balances, as these are
treated as rate base deductions and will not accrue a carrying charge.

! Pub. L. No. 115-97 (Dec. 22, 2017).

APPENDIX A
Page 9 of 14




10.

1.

ORDER NO. 19-028

UM 1985 Staff Report January 18, 2019 - Attachment A

The gross up percentage that will be applied to the current tax expense deferral described
above will include revenue sensitive costs (a factor of 1.371).

PacifiCorp will continue deferring the EDIT until the company’s next general rate casc.
Upon filing the next general rate case, PacifiCorp will make a proposal on how to use the
EDIT regulatory liability.

If PacifiCorp does not file a general rate case as contemplated in paragraphs 2, 3 and 7 by
December 1, 2020, then PacifiCorp will meet with the Settling Parties by December 31,
2020 to determine how to address any remaining deferral balance for both the current
taxes and Excess Deferred Income Taxes (EDIT).

PacifiCorp has appropriately and accurately calculated the benefits of the Tax Act,
including EDIT, which shall be consistent with the Commission’s decisions in the
deferral docket UM 1917, and used an appropriate methodology to provide these benefits
to customers.

Upon Commission approval of this settlement, PacifiCorp will submit a compliance filing
to begin amortization on February 1, 2019. The Parties agree that the amortized amounts
described above will be allocated to each schedule consistent with the rate spread
described in PacifiCorp’s application in this docket.

This resolves all issues in docket UM 1985 regarding the application of the Tax Act for
the 2018-2020 operating periods.
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