ORDER NO. 10-473
ENTERED 12/14/10

BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON
UE 217

In the Matter of
ORDER
PACIFICORP, dba PACIFIC POWER,
Request for a General Rate Revision.

DISPOSITION: STIPULATION ADOPTED
I.

INTRODUCTION

This order addresses PacifiCorp, dba Pacific Power’s (Pacific Power) request
for a general rate revision filed on March 1, 2010. In this order, we adopt the uncontested
stipulation filed by Pacific Power; Staff of the Public Utility Commission of Oregon (Staff);
the Citizens’ Utility Board of Oregon (CUB); the Industrial Customers of Northwest Utilities
(ICNU); Wal-mart Stores, Inc., and Sam’s West, Inc. (Wal-mart); Fred Meyer Food Stores
and Quality Food Centers, divisions of the Kroger Company (Kroger); and Sequoia Partners
LLC (Sequoia) (collectively, the Joint Parties). This order results in an increase of
approximately $84.6 million to Pacific Power’s revenue requirement, an overall rate increase
of approximately 8.5 percent.
II.

BACKGROUND AND PROCEDURAL HISTORY

Pacific Power is an electric company and public utility in the State of Oregon
within the meaning of ORS 757.005. Pacific Power provides electric service to approximately
580,000 retail customers within the state, and is subject to the Commission’s jurisdiction with
respect to the prices and terms of electric service for Oregon retail customers.
On March 1, 2010, Pacific Power filed Advice No. 10-003, an application for
revised tariff schedules. Pacific Power originally requested a $130.9 million increase to its
Oregon revenues, an overall rate increase of 13.1 percent. Pacific Power used a historic base
period of 12 months ending June 2009, with normalizing and pro forma adjustments to
calculate a 2011 test year period.
According to Pacific Power, its request is driven primarily by new investment
in electric plant and reduced revenues from changes in load. Pacific Power states that it has
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added $470 million in Oregon-allocated net electric plant in service since its last general rate
case.
On April 15, 2010, Pacific Power filed supplemental testimony addressing its
proposed rate of return. On March 12, 2010, the Commission suspended the proposed tariff
revisions for a period of nine months under ORS 757.215.1 On March 16, 2010, a prehearing
conference was held and a procedural schedule was established.
During the course of the proceeding, the following entities were granted
intervenor status: ICNU, Wal-mart, Kroger, Sequoia, the International Brotherhood of
Electrical Workers, Local 125, Klamath Water Users’ Association, Portland General Electric
Company, and the Community Action Partnership of Oregon. CUB intervened in the
proceedings as a matter of right under ORS 774.180.
On July 12, 2010, the Joint Parties filed a stipulation (Stipulation), to which
no party objected. The Stipulation is attached hereto as Appendix A.
III.
A.

DISCUSSION

Overview of the Stipulation

The Stipulation addresses all issues in this docket. If approved, it would
reduce Pacific Power’s proposed increase in test period revenue requirement from
$130.9 million or 13.1 percent, to $84.6 million, or 8.5 percent.
1.

Revenue Requirement
a.

Rate of Return and Taxes in Rates

The Stipulation leaves Pacific Power’s rate of return (ROR) unchanged from
the ROR approved in its previous rate case, docket UE 210.2 Although the Joint Parties do
not agree on specific capital components, the Joint Parties derive the 8.08 percent ROR
consistent with the table below3:
Capital Component
Long-term Debt
Preferred Stock
Common Equity
TOTAL

% Capitalization
48.70%
0.30%
51.00%
100.00%

1

Cost
5.960%
5.410%
10.125%

Weighted Cost
2.90%
0.02%
5.16%
8.08%

See Order No. 10-094.
Pacific Power initially requested an ROR of 8.38 percent, which included a 10.6 percent return on equity. The
Prehearing Conference Report issued in this docket on March 18, 2010, noted that because Pacific Power’s
ROR was recently litigated in Docket UE 210, the Commission expected the parties to demonstrate good cause
as to why Pacific Power’s ROR should be changed. See Order No. 10-022.
3
Joint Testimony/101, Staff Summary Testimony/8
2

2
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The Joint Parties agree that the table above should be used for the calculation of taxes
collected in rates for Oregon and for other regulatory purposes.
b.

Prudence of Major Resource Additions

In the Stipulation, the Joint Parties agree that Pacific Power’s acquisition or
construction of the following resources was prudent: the Populus to Terminal Transmission
Line ($28.8 million); the McFadden Ridge I wind resource ($1.4 million); the Dunlap wind
resource ($6.9 million); and pollution control measures for the Dave Johnston Unit 3 power
plant ($14.1 million).4
The Joint Parties also agree that certain other investment should be included in
Pacific Power’s Oregon rate base, including transmission investment in Three Peaks 345 kV
Substation, 90th South Camp Williams 345 kV Double Circuit Line, and Oquirrh 345-138 kV
Substation ($4.6 million); investment in hydroelectric plant, including the Oregon revenue
requirement for the Klamath Hydroelectric relicensing and settlement process ($3.9 million);
and upgrades to the Hunter Unit 1 and Huntington Unit 1 steam turbines ($2.3 million).5
c.

Other Revenue Requirement

In addition to adding these major resources to Pacific Power’s rate base, the
stipulated revenue requirement includes a number of additional elements.
Oregon Loads. The Stipulation includes a $17.8 million adjustment to Pacific
Power’s revenue requirement to account for reductions in Pacific Power’s Oregon loads.
Renewable Energy Certificates. Revenue requirement includes a revenue
credit of $2.5 million to resolve all issues associated with the sale of Oregon-allocated RECs
prior to January 1, 2010.
Miscellaneous Adjustments. The Stipulation includes a number of smaller
miscellaneous components that add an additional $4.8 million to Pacific Power’s revenue
requirement, including more minor adjustments to revenues, operation and maintenance
expenses, depreciation expenses, taxes, and rate base balances not included in the categories
previously noted.
d.

Stipulated Adjustments to Application

In reaching the Stipulation, the Joint Parties agreed to a number of
adjustments to Pacific Power’s request:
Rate of Return. As noted previously, the Joint Parties agreed to leave Pacific
Power’s rate of return unchanged at 8.08 percent. This reduced Pacific Power’s request by
$20.3 million.
4

See Joint Testimony/100, Joint Parties/17-19. The numbers in parentheses represent the amount each resource
contributes to the overall $84.6 million increase.
5
See Pacific Power’s Response to Bench Request, 1-2 (Sept. 10, 2010).
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Administrative and General (A&G) Costs. The Joint Parties agreed to a
$2.0 million decrease in Pacific Power’s requested A&G costs to reflect adjustments to
Pacific Power’s property and liability insurance expense.
Populus to Terminal Transmission Line. The Joint Parties agreed that
Pacific Power’s request should be reduced by $500,000 to reflect updated cost projections
for the Populus to Terminal transmission line. The Joint Parties note that any incremental
cost savings in excess of this reduction that are reflected in the final accounting after the line
is placed in service will also be incorporated into rates in one of two ways. If the final
accounting occurs before the compliance filing, then the incremental savings will be reflected
in the compliance filing. If the final accounting occurs after the compliance filing, Pacific
Power will make a subsequent Schedule 80 compliance filing to reflect the remaining
savings.
The Joint Parties note that the Populus to Terminal transmission line consists
of two separate sections, one of which is in service, and one of which is scheduled to be in
service later this year. The Joint Parties agree that the first section of the line should be
included in Pacific Power’s Oregon rate base. The second section should be included if it is
in service by January 1, 2011. If not, the Joint Parties agree that it will be included in Pacific
Power’s Oregon rate base through Schedule 80, once Pacific Power has certified to the
Commission that the section of the line is in service.
Operations and Maintenance (O&M) Costs. The Joint Parties agree that
Pacific Power’s requested O&M expenses should be reduced by $20.9 million to reflect
stipulated adjustments to wages, benefits, incentives, and non-labor escalations.
Renewable Energy Certificates. As noted previously, the Joint Parties agree
to a $2.5 million revenue credit to resolve issues associated with Pacific Power’s sale of
Oregon-allocated RECs. This credit reduces Pacific Power’s request by $2.6 million. Under
the Stipulation, Pacific Power will commence sales of Oregon-allocated RECs that are
ineligible for compliance with Oregon’s Renewable Portfolio Standard (RPS).6 Pacific
Power will record the net proceeds of these sales in Pacific Power’s property sales balancing
account. The Joint Parties agree to support amortization of the net proceeds associated with
sales of 2010 Oregon-allocated, RPS-ineligible RECs through Pacific Power’s Schedule 96,7
beginning on January 1, 2011.8
Taken together, these adjustments reduce Pacific Power’s proposed revenue
increase from $130.9 million to $ 84.6 million.

6

The Stipulation explains that these sales will be made consistently with Pacific Power’s application in
Docket UP 260.
7
Property Sales Balancing Account Adjustment.
8
In accordance with the Stipulation, Pacific Power instituted docket UP 266 on August 26, 2010, seeking a
policy determination from the Commission addressing the potential sale of Oregon-allocated, RPS-eligible
RECs generated in 2011.
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2.

Rate Spread and Rate Design

The Joint Parties agreed on all rate spread and rate design issues. The rate
spread will result in the following rate increases for various classes: 9
a.

Rate Spread

Rate Class
Residential
General Service < 31 kW
General Service 31-200 kW
General Service 201-999 kW
Large General Service ≥ 1,000 kW
Partial Requirements Service ≥ 1,000 kW
Agricultural Pumping Service
Agricultural Pumping Other
Street Lighting (various)

Rate Increase
7.9%
10.5%
9.0%
8.5%
8.8%
8.8%
9.9%
2.2%
0%

The Stipulation explains that costs were first allocated to customers based on Pacific Power’s
functionalized marginal cost of service study. Pacific Power’s Rate Mitigation Adjustment
(RMA) then provided a credit to some customer classes to reduce the impact of the rate
increase, with other classes getting a surcharge to pay for the RMA. The Stipulation
increases the overall value of the RMA from $15.3 million to $16.0 million.
b. Rate Design
The stipulated rate design modifies Pacific Power’s residential rates by
moving the existing three-block rate to a two-block inverted rate with a 1,000 kWh inversion
point. The BPA residential exchange credit will apply only to the first 1,000 kWh of
monthly consumption. The residential basic service charge will increase from $8.00 to $9.00
per month.
The Stipulation also increases Schedule 200 demand charges applicable to
Schedule 30 customers from $1.00 per kW to $1.25 per kW. The Joint Parties agree to
confer with interested parties to discuss how best to eliminate intra-class subsidies in
Schedule 200, including, but not limited to, moving demand charges toward full cost of
service in a timely manner.
3.

Other Issues

Self-Insurance for Property Losses and Liability. The Joint Parties agree that
Pacific Power should establish monthly accruals and associated reserve balances for selfinsurance for transmission and distribution property losses, non-transmission and distribution
9

See Exhibit C to the Stipulation.
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property losses, and third-party liability insurance. Pacific Power’s self-insurance will begin
after March 31, 2011, as a replacement for the expiration of Pacific Power’s current
insurance coverage with MidAmerican Energy Holdings Company. The details of the
accruals are contained in the Stipulation. The Joint Parties agree that Pacific Power may file
deferrals for property and liability costs in excess of the self-insured reserve balances, and
that each deferral request will be evaluated individually on its merits.10
Depreciation Schedules. The Joint Parties agree that the revenue requirement
agreed to in this docket results in the same revenue requirement for the test period as that
which would occur from the depreciation schedule Staff recommended in docket UE 219.11
General Rate Cases. Pacific Power agrees that it will not file another general
rate case prior to March 1, 2011.
B.

Testimony in Support of the Stipulation

The Joint Parties provided joint testimony supporting the Stipulation. Key
pieces of that testimony are summarized below.
1. Reasonableness of the Stipulation
In testimony, the Joint Parties explain that they agreed to the Stipulation only
after a close review of Pacific Power’s filing. Staff issued 244 data requests to Pacific
Power.12 After analyzing Pacific Power’s filing and responses to data requests, Staff
proposed a settlement to all of the parties. The parties held a settlement conference on
June 7, 2010, and the Joint Parties reached agreement on the filed Stipulation. The Joint
Parties believe the uncontested Stipulation is based on a thorough review of Pacific Power’s
application, and will result in rates that are fair, just, and reasonable.
2. Capital Investment
Staff confirms that Pacific Power’s request for a rate increase is driven by
significant investment in its system. Pacific Power has added $470 million in Oregonallocated net electric plant in service since its last general rate case. Staff has reviewed the
capital investment included in the Stipulation and concluded that the investments are prudent.
CUB notes that although Pacific Power’s rate increase comes at a difficult
time for Oregon customers, the increase is being driven by capital investments that will be
used to serve customers for several decades. CUB notes that Pacific Power has the
responsibility to manage its capital investments in a way that ensures that rate increases are
manageable for its customers. CUB encourages Pacific Power to better manage the timing of
10

In its Bench Request Response, Pacific Power explains that this term in the Stipulation simply acknowledges
that Pacific Power retains the right to file requests for deferral under ORS 757.259 and Commission
administrative rules. The Stipulation does not require the Joint Parties to support any such request.
11
See Order No. 10-325. This docket set new depreciation schedules to facilitate the removal of certain
Klamath Project dams by 2020.
12
Pacific Power notes that it responded to over 300 data requests in the course of these proceedings.
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future capital investments to avoid the situation presented in this docket, where several large
capital projects “hit customers' bills in the same year.”13
Like CUB, ICNU expresses concern about this rate increase, but views much
of the proposed rate increase as “unavoidable.” ICNU notes that much of the increase is
related to Pacific Power’s decision to make early investments in renewable energy which are
required by Oregon law. Other significant investments are required to serve Pacific Power’s
load in Utah, investments which are recoverable in part under Pacific Power’s Commissionapproved interstate cost allocation methodology. ICNU hopes that the outcome of this
docket will allow Pacific Power to manage its costs prudently in the future and allow for a
period of rate stability.
In sum, Staff and the rest of the Joint Parties agree that the capital investments
included in the Stipulation, the major drivers of the proposed rate increase, are prudent and
should be included in Pacific Power’s Oregon rate base.
3. Rate Spread
As noted above, the Joint Parties first allocated costs to rate classes based on
Pacific Power’s functionalized marginal cost of service study. The Joint Parties explain in
testimony that this led to rate increases that were deemed unacceptably large for certain rate
classes. Consequently, the Joint Parties agreed to use Pacific Power’s RMA to reduce
excessive impacts on certain rate classes. The Joint Parties explain that while the agreed rate
spread increases the size of the overall RMA, it reduces the current RMA flowing to and
from specific classes to assure that the affected rate schedules’ net rates more closely reflect
their cost of service.14
4. Summary
The Joint Parties state that their acceptance of the stipulated adjustments for
purpose of settlement is not binding in future proceedings and does not imply agreement of
the merits of each adjustment. They testify that they have reviewed the stipulated revenue
requirement adjustments and agree that the Stipulation results in fair, just, and reasonable
rates. The Joint Parties urge the Commission to adopt the Stipulation.
IV.

CONCLUSION

As the Commission has noted in the past, when parties settle at an early stage
in the proceeding, an important consideration is whether all parties support the settlement. If
they do, we approach the proposed settlement with a high degree of confidence. In this case,
all active parties are signatories to the Stipulation, and no other party objected to the
Stipulation. We have reviewed the Stipulation, and find that it will result in rates that are
fair, just, and reasonable. The Stipulation is adopted.
13

Joint Testimony/100, Joint Parties/20.
CUB and ICNU express some reservations about the specifics of the RMA and some details of the rate
spread, but agree that overall, the stipulated rate spread is reasonable.
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