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BEFORE THE PUBLIC UTILITY COMMISSION

3

OF OREGON

4

UM 1121

5
6
7
8
9
10

In the Matter of the Application of OREGON
ELECTRIC UTILITY COMPANY, LLC, TPG
PARTNERS III, L.P., TPG PARTNERS IV, L.P.,
MANAGING MEMBER LLC, NEIL
GOLDSCHMIDT, GERALD GRINSTEIN, and
TOM WALSH for an Order Authorizing Oregon
Electric Utility Company, LLC to Acquire Portland
General Electric Company

APPLICATION

11
12

Oregon Electric Utility Company, LLC (“Oregon Electric”) and three of its members,

13

TPG Partners III, L.P., TPG Partners IV, L.P., and Managing Member LLC, along with Neil

14

Goldschmidt, Gerald Grinstein, and Tom Walsh, who will own Managing Member LLC

15

(collectively referred to as the “Applicants”), respectfully apply for an order of the Oregon

16

Public Utility Commission (the “Commission”) approving Oregon Electric’s acquisition of the

17

common stock of Portland General Electric Company (“PGE”) from PGE’s parent company,

18

Enron Corp. (“Enron”). Upon approval of this Application by the Commission and closing of

19

the transaction with Enron, Applicants will exercise substantial influence over the policies and

20

actions of PGE within the meaning of ORS § 757.511. This application is filed in accordance

21

with ORS § 757.511.

22
23

I.

INTRODUCTION

Oregon Electric has agreed to purchase PGE from Enron, subject to this Commission’s

24

and certain other regulatory approvals.

25

Electric’s purchase “will serve the utility’s customers in the public interest.”

The issue for the Commission is whether Oregon

26
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Oregon Electric’s plan is simple and straightforward: make PGE’s core business of

2

providing safe, reliable and efficient electric service to its customers its sole focus. The plan –

3

and the benefits it will bring to PGE’s customers and the public interest – may be summarized as

4

follows:

5

•

Remove PGE from Enron’s ownership and place it in the hands of unified

6

ownership—ensuring certainty of ownership, stability, and strong shareholder

7

support;

8

•

9

Board of Directors—ensuring accountability to customers and community

10
11

Re-establish local focus through significant Oregon representation on PGE’s

concerns;
•

Recruit a first-class board, including experienced industry executives and national

12

and local business leaders—ensuring that PGE management has the best advice

13

on how to navigate the challenges ahead;

14

•

15
16

Re-invigorate board-level strategic direction and long-term planning—ensuring
PGE’s long term health;

•

Invest in the future of PGE through capital reinvestment—ensuring reliability and

17

efficiency from existing assets, and the acquisition and development of new

18

resources; and

19

•

Reinforce management’s efforts to achieve best-in-class performance across

20

PGE’s critical service metrics and to instill financial discipline throughout the

21

business—ensuring that customers receive safe, reliable and efficient electric

22

service.

23

Through these initiatives, the Applicants will help PGE shed the burdens and distractions

24

of its most recent past, thoughtfully and skillfully address its future, and strengthen the

25

company’s place in this community as a top-quality service provider, employer, business partner,

26

and corporate citizen.
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1

The proposed acquisition is unlike any this Commission has addressed in the past. Prior

2

proposed and approved acquisitions involved mergers in which an Oregon utility would become

3

part of another utility group or energy conglomerate. Unlike those mergers, this proposed

4

transaction will leave PGE independent in the sense that it will not be part of a larger, integrated

5

operating business. This means the organization, from top to bottom, will be able to focus solely

6

on serving its Oregon customers rather than being distracted by business integration issues and

7

unnecessary complexity. This also means the utility Board, management, and employees will

8

not have to contend with competing interests from other businesses in a larger group. Applicants

9

believe that at this point in PGE’s existence such independence, coupled with a first-class board

10

of directors and backing responsible and skilled investors with a strong track record of helping

11

companies meet unusual challenges, will best position PGE for renewed stability, growth and

12

effectiveness in serving its customers and the broader interests of Oregon.

13

II.

PRELIMINARY MATTERS

14

A.

Application Overview

15

The Commission must find that “approval of the application will serve the utility’s

16

customers in the public interest.” By means of this application and the attached Exhibits1 (the

17

“Application”), Applicants will demonstrate that Oregon Electric’s acquisition of PGE will bring

18

substantial benefits to PGE’s customers and the public interest.

19

Part III of the Application provides detailed information about the proposed transaction.

20

It describes the identity, financial ability, experience, and knowledge of the Applicants. It

21

provides a thorough look at the details of the transaction, including the proposed corporate

22

structure and financing. It also describes how the Applicants will be involved in and contribute

23

to PGE’s governance. Part IV of the Application sets forth the benefits that PGE’s customers

24
25
26

1

This application is supported by the Direct Testimony of (1) Local Applicant Panel, (2) Kelvin Davis, (3) Karl
McDermott, and (4) Richard Schifter, which are included as Exhibits 2 through 5, respectively.
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1

and the general public will gain from Oregon Electric’s acquisition of PGE. It demonstrates how

2

and in what ways the proposed transaction meets the Commission’s legal standard for approval.

3

B.

4

The Commission has jurisdiction to review this Application pursuant to ORS § 757.511.

5

Commission authorization must be obtained before any person may directly or indirectly

6

exercise substantial influence over the policies and actions of a public utility that provides heat,

7

light, or power, if such person is or would become an “affiliated interest” with such public

8

utility, as defined in ORS §§ 757.015(1), (2), or (3).2 The Commission is required to “examine

9

and investigate” the Application, but it is not required to provide for a contested case hearing or

10

Jurisdiction and Review Process

any other specific process.3

11

A list identifying the relevant parties to this Application and the individuals who should

12

receive notices and communications concerning the Commission’s review process can be found

13

in Exhibit 1.

14

C.

Application Checklist

15

Oregon law and the Commission’s own rules require that each Application provide

16

detailed information regarding specific topics of concern.4 For the ease of review, Appendix A

17

provides a checklist identifying each topic and that part of the Application or its Exhibits in

18

which the topic is addressed. If not set out elsewhere, the information required is set forth in the

19

checklist itself.

20

D.

21

By statute, the Commission must issue an order disposing of this Application within 19

22

business days of its receipt.5 Oregon Electric hereby consents to an extension of this deadline

23

2

24
25
26

Time Extension For Processing Application

ORS § 757.015 provides that an “affiliated interest” includes corporations and persons owning or holding directly
or indirectly, in any chain of successive ownership, five percent or more of the voting securities of a public utility.

3

See In the Matter of the Application of Enron Corp. for an Order Authorizing the Exercise of Influence over
Portland General Electric Company, OPUC Order No. 97-196, Docket No. UM 814 (June 4, 1997).

4

ORS § 757.511(2); OAR 860-027-0200.

5

ORS § 757.511(3).
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1

until September 15, 2004. Oregon Electric is willing to consent to this extension so that the

2

Commission can fully investigate and process the Application in an orderly manner.

3

III.

THE PROPOSED TRANSACTION

4

Oregon Electric has agreed to acquire all the issued and outstanding common stock of

5

PGE for $1.25 billion plus an estimated purchase price adjustment, for a total purchase price of

6

approximately $1.4 billion (the “Proposed Transaction”).6

7

Transaction, Oregon Electric will serve as a “holding company” whose sole purpose will be to

8

hold the stock ownership of PGE. PGE’s name will not change, PGE headquarters will remain

9

in Portland, and PGE’s current management team will continue to operate the utility on a day-to-

10

day basis. Significantly, however, Oregon Electric will appoint a new board of directors of PGE

11

with considerable business expertise and prominent local representation.

As a result of the Proposed

12

A.

Introduction to Oregon Electric and its Members

13

At closing, Oregon Electric will be comprised of three distinct groups: (1) the “Local

14

Applicants,” which will be made up of Managing Member LLC and its owners, Neil

15

Goldschmidt, Gerald Grinstein, and Tom Walsh;7 (2) the “TPG Applicants,” which will be

16

comprised of two investment funds, TPG Partners III, L.P. and TPG Partners IV, L.P., managed

17

by Texas Pacific Group (“TPG”);8 and (3) the “Passive Investors,” which will include the Bill &

18

Melinda Gates Foundation (the “Gates Foundation”) and OCM Opportunities Fund III, L.P.

19

(“OCM”).

20

approximately 0.4% of the economic interest in Oregon Electric and hold 95% of the voting

The Local Applicants, through Managing Member LLC, collectively will own

21
22
23
24
25
26

6

The Stock Purchase Agreement between Oregon Electric and Enron is attached as Exhibit 6.

7

Messrs. Goldschmidt, Grinstein and Walsh will own 100% of Managing Member LLC, which is the entity through
which they will be making their investment in Oregon Electric. Because they will own and control Managing
Member LLC, for ease of reading this Application, the term Local Applicants is used in reference to those
individuals, unless otherwise specified.

8

TPG is the name under which Tarrant Partners L.P. does business.
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1

control.9 The TPG Applicants will own 79.9% of the economic interest in Oregon Electric and

2

hold 5% of the voting control. The Passive Investors will own approximately 19.7% of the

3

economic interest and hold no voting control. A chart of the ownership structure of Oregon

4

Electric is attached as Exhibit 9.10

1.

5

The Local Applicants

6

The Local Applicants have strong ties to Oregon and the region. They are: (1) former

7

Oregon Governor Neil Goldschmidt; (2) Seattle native Gerald (Jerry) Grinstein, the former CEO

8

of Burlington Northern, Inc., who has worked with Oregon governmental agencies on issues

9

ranging from economic development to light rail transit; and (3) Tom Walsh, a Portland builder

10

of affordable housing and the former General Manager of Tri-Met. The Local Applicants will

11

play a critical role in the future of PGE if this transaction is approved—they will serve as

12

members of the PGE Board of Directors, and Mr. Goldschmidt will serve as Chairman. As a

13

further indication of their commitment to the success of PGE, the Local Applicants will

14

collectively invest approximately $2.5 million in Oregon Electric. Detailed biographies of each

15

of the Local Applicants are included in Exhibit 11. In brief, their backgrounds are as follows:

16

Neil Goldschmidt. Mr. Goldschmidt is a principal in Goldschmidt Imeson Carter, a

17

Portland consulting firm focused primarily on strategic planning and problem solving for

18

national and international businesses. Mr. Goldschmidt has extensive management experience in

19

both the public and private sector and a long record of public service.

20

Mr. Goldschmidt was named to head the Oregon State Board of Higher Education. From 1987

21

to 1991, Mr. Goldschmidt served as Governor of the State of Oregon. While Governor, he led

22

the “Oregon Comeback,” a rebirth of economic vitality founded on the key principles of building

Most recently,

23
24
25
26

9

The Local Applicants’ voting control will be subject to certain consent rights to be held by the TPG Applicants.
The list of consent rights is attached as Exhibit 7. If Congress repeals the Public Utility Holding Company Act
(“PUHCA”), the voting interests to be held by the Local Applicants and the TPG Applicants in Oregon Electric will
be adjusted to reflect their respective equity holdings. An explanation of PUHCA is set out in more detail in the
testimony of Richard Schifter, attached as Exhibit 5.
10

The Term Sheet for Oregon Electric is attached as Exhibit 10.
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1

new partnerships, targeting investments, leveraging resources, and raising expectations of what

2

every region of the state could accomplish. In addition to his governorship, Mr. Goldschmidt has

3

served as President of NIKE Canada, International Vice President of NIKE, and as a director on

4

the boards of public and private companies, including National Semiconductor, Kaiser

5

Foundation Health and Pacific Gas Transmission Company. Finally, he served as U.S. Secretary

6

of Transportation under President Jimmy Carter from 1979 to 1981, and was elected Mayor of

7

Portland in 1972 at age 32.

8

Jerry Grinstein. Mr. Grinstein is a principal of Madrona Investment Group, LLC, a

9

Seattle-based investment company, and a strategic advisor to Madrona Venture Fund, a Seattle-

10

based venture fund. In addition, he currently is Chief Executive Officer of Delta Air Lines, Inc.

11

(“Delta”) and a member of its Board of Directors. Jerry Grinstein previously served as non-

12

executive Chairman of Delta from 1997 to 1999 and thereafter has remained on the board as a

13

director. In 1985, he was elected to the Board of Directors of Burlington Northern, Inc. (“BNI”),

14

where he served as Chief Executive Officer from 1989 to 1995. While at BNI, he oversaw the

15

acquisition of Santa Fe Railroad, which created the nation’s largest railroad. Mr. Grinstein also

16

previously served as non-executive Chairman of the Board of Agilent Technologies from 1999 to

17

2002, and as Chief Executive Officer and Chairman of Western Airlines, Inc. Mr. Grinstein is

18

President of the Board of Regents of the University of Washington, a member of the Henry M.

19

Jackson Foundation, and serves on the boards of the Seattle Symphony and The Seattle

20

Foundation.

21

contacts with the City of Portland and the Port of Portland on issues ranging from economic

22

development to export facilities. In 1994, Mr. Grinstein played a key role in arranging for Tri-

23

Met to use railroad land for the Westside light rail expansion.

During his tenure at Western Airlines and BNI, Mr. Grinstein had extensive

24

Tom Walsh. Mr. Walsh is a longtime citizen of Oregon and a business and civic leader

25

in the areas of transportation, affordable housing, and environmental stewardship. Since 1999,

26

Mr. Walsh has served as President of Tom Walsh & Co., a Portland builder of affordable
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1

housing. From 1991 to 1998, Mr. Walsh was General Manager of Tri-Met, a Portland regional

2

transit agency with an annual operating budget of approximately $168 million and 2,000

3

employees. Mr. Walsh has served many prominent Oregon civic and environmental groups,

4

including as Chairman of the Oregon Roads Finance Committee, Vice Chairman of the Oregon

5

Transportation Commission, Chairman of the Glenn Jackson Scholars Program, Chairman of the

6

Oregon Board of Forestry, and member of the Oregon Land Conservation & Development

7

Commission. In 1991, he was appointed as Oregon’s representative to the Endangered Species

8

Committee for the spotted owl.

9

Each of the three individuals who are Local Applicants has demonstrated an uncommon

10

dedication to the welfare of this region’s citizens. They are committed to ensuring that PGE’s

11

ownership will be responsive and accountable to its customers and the citizens of this State.

2.

12

The TPG Applicants

13

The TPG Applicants will collectively exercise 5% of the voting membership interests in

14

Oregon Electric and therefore will become affiliated interests of PGE after the Proposed

15

Transaction is completed.11 Together, the TPG Applicants will provide approximately 79.9% of

16

the equity capital necessary for Oregon Electric to acquire PGE.12

17

The TPG Applicants are private equity funds managed by TPG, which is one of

18

America’s leading private equity management firms. TPG manages investments on behalf of

19

many of the country’s largest public and private pension funds, university endowments, and

20

other investors. For example, the Oregon Public Employees Retirement Fund (“OPERS”) has

21

invested with TPG since the firm’s inception in 1993 and is the single largest investor in TPG-

22
23
11

24

See ORS § 757.015 (defining “affiliated interest” to include entities in any chain of successive ownership of five
percent or more of a utility’s voting securities).

25

12

26

The exact apportionment of investment between TPG Partners III, L.P. and TPG Partners IV, L.P. is not known at
this time. It is possible that TPG Partners III, L.P. may end up not investing at all. However, as TPG Partners III,
L.P. and TPG Partners IV, L.P. are both managed by TPG, this would not result in a substantive change to this
Application.
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1

managed funds. As a result, pensioners in Oregon are among the people who will benefit from

2

TPG’s investments. A breakdown of investors in TPG Applicants is attached as Exhibit 12.

3

Essentially, TPG’s role is to help its investors diversify their investment risks so that they

4

are not investing solely in the public stock and bond markets. That in turn provides the pension

5

funds and TPG’s other investors with resources to meet their obligations to make promised

6

payments to retirees and other beneficiaries.

7

TPG has significant experience in successfully investing in quality companies across a

8

variety of industries, including airlines, financial services, technology, and healthcare.

Its

9

current portfolio consists of approximately 30 companies, which collectively employ

10

approximately 250,000 employees and generated combined revenues of $36 billion in 2003.

11

Further background on certain of TPG’s investments and recent news articles on the firm are

12

included in Exhibits 13 and 14, respectively. A list of companies in which the TPG Applicants

13

have an ownership interest of 5% or more of the voting securities is attached as Exhibit 15.

14

Since its founding, TPG has established a reputation for investing in high quality

15

businesses across many industries, some of which have temporarily been in troubled or

16

transitional circumstances. TPG’s capital and sponsorship, coupled with hard work and active

17

Board involvement, have helped many such companies stabilize and improve their performance

18

by refocusing on their core values and mission.

19

TPG is not a holding company or a conglomerate. Each of the companies in which it

20

invests is separately capitalized, run by committed local management, and overseen by

21

dedicated, top-quality boards of directors. Once TPG has acquired a business, its goal is to give

22

that business the financial and organizational tools it needs to be successful. TPG typically

23

focuses on improvements in customer service, product enhancements, sound capital investment,

24

stable labor relations, and recruiting first-class board members to provide strategic advice. The

25

nature of those initiatives is such that they are necessarily made over many years. Accordingly,

26

TPG takes a long-term perspective in making its investments.
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1

The TPG Applicants will contribute to PGE directly by having two of TPG’s principals

2

on PGE’s Board of Directors.

Indirectly, the resources of TPG’s other principals and

3

professionals, as well as its informal network of advisory professionals, will be available to help

4

the PGE Board at no cost to PGE. David Bonderman and Kelvin Davis will serve on PGE’s

5

Board. Detailed biographies of Messrs. Bonderman and Davis are included in Exhibit 16. In

6

brief, their backgrounds are as follows:

7

David Bonderman. Mr. Bonderman is a founder of TPG and serves as a principal and

8

general partner of the firm. Prior to forming TPG in 1993, Mr. Bonderman was Chief Operating

9

Officer of the Robert M. Bass Group, Inc. (“RMBG,” now doing business as Keystone, Inc.), the

10

investment arm of the Robert Bass family that is located in Fort Worth, Texas. Prior to joining

11

RMBG in 1983, Mr. Bonderman was a partner in the law firm of Arnold & Porter in

12

Washington, D.C., where he specialized in corporate, securities, bankruptcy, and antitrust

13

litigation. Mr. Bonderman has served on the boards of numerous public and private companies,

14

including Continental Airlines, Washington Mutual Savings Bank, Denbury Resources, and

15

Seagate Technology, among many others. He is a strong advocate of environmental causes and

16

serves on the Boards of the Wilderness Society, the Grand Canyon Trust, the World Wildlife

17

Fund, and the American Himalayan Foundation.

18

Kelvin Davis. Mr. Davis is a partner at TPG focusing on investments in the electric

19

power sector and other general industries.

20

President and Chief Operating Officer of Colony Capital, Inc., a private international real estate

21

investment firm.

22

investment vehicle of Robert M. Bass, and he has worked for Goldman, Sachs & Co., an

23

investment bank, and the Trammell Crow Company, a real estate firm. Mr. Davis has served on

24

the board of directors of two publicly traded companies and several private companies, including

25

Kraton Polymers LLC, Hotwire, Inc., DS Waters, L.P., Crestline Hotels and Resorts, and

26

Franchise Finance Corporation of America, among others. Mr. Davis is past Chairman and a

He also has served as a principal of RMB Realty, Inc., the real estate
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1

current director of Los Angeles Team Mentoring, Inc., a charitable mentoring organization. He

2

is also on the Board of Overseers at the Huntington Library, Art Collections and Botanical

3

Gardens.

4

3.

The Passive Investors

5

The Passive Investors will contribute approximately 19.6% of the equity that Oregon

6

Electric requires to complete the Proposed Transaction, but they will not acquire any voting

7

membership interest or seats on the Oregon Electric or PGE Board of Directors. Accordingly,

8

they will not be affiliated interests of Oregon Electric or exercise substantial influence over the

9

policies and actions of PGE.

The Gates Foundation is a Seattle-based charity with an

10

endowment of approximately $24 billion. The Gates Foundation makes grants to help improve

11

health care in developing nations, to extend education and learning opportunities to the

12

underserved in the United States, and to improve the quality of life for challenged families in the

13

Pacific Northwest. Within Oregon and Washington, the Gates Foundation has made grants to

14

non-profit organizations that provide assistance to at-risk populations through community grants,

15

among other programs.

16

including $122 million to charities in the Pacific Northwest.

17

committed more than $474 million to organizations and programs in the Pacific Northwest since

18

its inception in 1994, including community grants as well as grants that support its small high

19

schools initiative and its library program. The Gates Foundation’s endowment is invested in a

20

diversified portfolio, part of which is directed to making private investments.

21

Foundation is a long-term investor, and its assets and the return on its assets are used solely to

22

fund its operations and charitable activities and grants.

In 2002, the Gates Foundation made grants of nearly $1 billion,
The Gates Foundation has

The Gates

23

OCM is a private equity fund with in excess of $1 billion in committed capital that is

24

managed by Oaktree Capital Management, LLC (“Oaktree”). Through its private equity funds,

25

Oaktree makes long-term investments across a variety of sectors. In particular, Oaktree has

26

made numerous prior private equity investments in the energy and power sector. Founded in
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1

1995, Oaktree is a private investment firm with over $27 billion committed to its management.

2

OPERS has been an investor in Oaktree’s various funds since 1995 and is an investor in the

3

OCM Principals Opportunity Fund III, L.P. The Subscription Agreements between Oregon

4

Electric and each of the Passive Investors are attached as Exhibit 17.

5
6

B.

Applicants’ Reasons for Investing in PGE

1.

TPG Applicants

7

Since its founding in 1993, TPG has dedicated significant resources to understanding

8

specific industries and the macroeconomic forces that affect them. In certain cases, TPG looks

9

for industries benefiting from positive intermediate and long-term dynamics even though they

10

may currently be experiencing tough times. Often, public market investors may not be anxious

11

to invest in these types of industries, given the perception of near-term challenges. In recent

12

years, one of the industries on which TPG has focused is the electric power industry. The

13

uncertainty created by deregulation and the overhang of the 2000-2001 power market crisis

14

generally have made companies in the industry unattractive to investors.

15

It was well known in the marketplace that Enron was interested in selling PGE, even

16

prior to Enron’s bankruptcy. Subsequent to the bankruptcy filing in December 2001, Enron

17

retained Blackstone, a New York-based investment banking firm, to widely market several of

18

Enron’s most significant assets, including PGE. In the context of this very public and visible

19

marketing campaign, TPG expressed interest in the utility and began discussions with Enron and

20

PGE management in the fall of 2002. After almost a year of research and due diligence on PGE

21

and extensive negotiations, TPG announced a definitive agreement to acquire the utility on

22

November 18, 2003. Subsequently, the Bankruptcy Court conducted an overbid process in

23

which anyone who wanted to purchase PGE was afforded an opportunity to submit a bid. None

24

were submitted.

25

authorizing Enron to sell the PGE shares to Oregon Electric, (i) free and clear of Enron’s

On February 5, 2004, the Bankruptcy Court issued an approving order

26
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1

creditors’ claims and (ii) enjoining any person from interfering with the sale of PGE shares to

2

Oregon Electric. A copy of the order is attached as Exhibit 18.

3

As part of its due diligence, TPG found that PGE is a fundamentally sound utility with

4

talented and dedicated employees, a high-quality service territory, well-maintained generation

5

assets, and a long track record of solid customer service. In spite of its strengths, however, PGE

6

has been facing real challenges. First, the company has been weathering a difficult period in the

7

industry. The unprecedented events in the power markets of the summers of 2000-2001 (and the

8

fundamental challenges they represented) significantly increased energy costs and necessitated

9

significant and abrupt increases in rates throughout the Western United States, which has had

10

unfortunate implications for many of PGE’s customers. Notwithstanding PGE’s ability to pass

11

through some of its power acquisition costs to customers, the utility’s financial performance has

12

been severely impacted by these industry conditions, many of which continue to persist. These

13

difficulties have been compounded by a difficult economic environment in Oregon, which has

14

suffered a more protracted decline than perhaps any other state.

15

Moreover, PGE has been facing significant challenges brought on by the Enron

16

bankruptcy. With its corporate parent bankrupt and involved in complex legal proceedings, and

17

with devastating losses to its employees’ retirement funds, PGE’s reputation has been tarnished

18

and its management forced to grapple with issues far removed from PGE’s core mission of

19

generating, transmitting and distributing energy to its customers.

20

In spite of these substantial challenges, PGE has been able to continue to serve its

21

customers, but it has done so amidst significant distractions. After serious consideration and

22

analysis, TPG concluded that its institutional knowledge and expertise, coupled with a dedicated

23

board of directors bringing long-term strategic guidance in collaboration with senior

24

management, could help PGE meet future challenges. In particular, TPG determined that by

25

removing PGE from the Enron estate and providing strong Board leadership, it could help PGE

26

to better-position itself to weather the current turmoil in the industry and ultimately experience
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1

renewed growth and strength. Importantly, TPG determined that it could help PGE to achieve

2

these goals only in conjunction with strong local leadership that would better understand the

3

unique challenges facing PGE’s customers and the region. This led to Neil Goldschmidt, Jerry

4

Grinstein and Tom Walsh partnering with TPG to help lead PGE.

2.

5
6

Local Applicants

While the Local Applicants have diverse backgrounds and experiences, they are all

7

passionate

8

Messrs. Goldschmidt, Grinstein and Walsh understand that a strong and healthy utility is critical

9

not only to the customers of the utility, but also to the economic welfare of the state. It is for this

10

about

the

welfare

of

the

Pacific

Northwest

region

and

its

citizens.

reason that they have decided to personally invest in and help lead PGE.

11

First and foremost, they look forward to the opportunity as Board Chairman and directors

12

to help management return PGE to a singular focus on its core business of providing safe,

13

reliable and efficient electric service to its customers. Second, the Local Applicants view this as

14

an opportunity to reinvigorate a spirit of partnership between the utility and its existing and

15

potential business customers in order to foster economic growth in Oregon.

16

The Local Applicants believe that the combination of strong, local leadership and

17

national relevant business expertise on the Board will lead to thoughtful strategic decision-

18

making and long-term planning that will result in a stable, first-class utility providing safe,

19

reliable and efficient electric service to its customers. When that goal has been achieved, they

20

are confident that PGE’s future will be assured.

21
22

C.

Description of the Transaction

1.

Acquisition of PGE by Oregon Electric

23

Oregon Electric will acquire 100% of the issued and outstanding common stock of PGE

24

for a base purchase price of $1.25 billion. In addition, Oregon Electric will pay to Enron an

25

amount equal to any change in retained earnings from January 1, 2003 through the closing date.

26

It currently is estimated that total cash due Enron at closing will be approximately $1.4 billion.
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1
2

(a)

Transaction Financing

Oregon Electric will need approximately $1.471 billion to fund the purchase price and

3

fees and expenses associated with the transaction.

4

combination of equity capital, debt financing, and a dividend from PGE at the time of closing.

5

Equity.

Funds will be made available from a

The Applicants and the Passive Investors have committed to invest

6

approximately $525 million in equity in Oregon Electric, of which the TPG Applicants will

7

provide approximately 79.9%. TPG currently has over $6 billion in committed capital that is

8

available for investments such as this one. The Passive Investors will invest approximately $100

9

million. The Local Applicants have committed to invest, through Managing Member LLC,

10

approximately $2.5 million and will meet this obligation from their own resources.

11

Debt. Credit Suisse First Boston (“CSFB”), a reputable investment bank with substantial

12

experience in utility sector financings, together with other banks, will arrange for Oregon

13

Electric to borrow approximately $582 million of senior secured term loan facilities (“Term

14

Loans”) with maturities ranging from 4 to 9 years; and approximately $125 million of senior

15

unsecured notes (the “Notes”), which will have a 10-year term. In addition, Oregon Electric will

16

arrange to put a $100 million revolving credit facility in place at Oregon Electric at close. The

17

debt financing will be raised from a combination of public and private financial institutions.

18

TPG has raised over $30 billion of financing in the capital markets through its portfolio

19

companies over the last ten years, and is confident that it will be able to raise the financing for

20

Oregon Electric. In addition, Oregon Electric has obtained a Highly Confident Letter from

21

CSFB. The Highly Confident Letter states that CSFB is:

22

•

Highly confident of its ability to arrange a syndicate of lenders willing to provide

23

the entire amount of the credit facilities.

24

discussions with Oregon Electric at the appropriate time regarding the terms and

25

conditions upon which it could issue a formal commitment letter with respect to

26

the credit facilities; and
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•

1
2
3

Highly confident of its ability to arrange for the sale of the Notes through a
private sale with customary registration rights and/or public offering.

The Highly Confident Letter as of November 18, 2003 is attached as Exhibit 19.

4

Subject to certain limitations, the Oregon Electric Term Loans will be secured by a

5

priority lien on, and pledge of, the stock of PGE. It is important to note that even in the

6

extremely unlikely instance whereby the lenders have the right to foreclosure under this pledge,

7

that exercise would be subject to obtaining required regulatory approvals, including that of the

8

Commission.

9

Dividend. A dividend from PGE to Oregon Electric in the amount of approximately $240

10

million will be an additional source of acquisition funds. PGE has a substantial cash position, in

11

large part because it has not paid a cash dividend to Enron since 2001. As of December 31,

12

2003, PGE had cash on the balance sheet in the amount of $109 million and a common equity

13

ratio of 55%. Based on current forecasts of net income and cash for 2004, PGE is expected to

14

have approximately $250 million in cash on the balance sheet by December 31, 2004. At

15

closing, PGE will dividend to Oregon Electric approximately $240 million to help fund the

16

adjusted purchase price. This would leave a cash balance at PGE of approximately $10 million,

17

which, in conjunction with the revolving bank loan facility available at PGE (discussed below),

18

will provide ample liquidity for the company. Importantly, the common equity ratio at PGE will

19

remain in excess of the OPUC minimum of 48% common equity ratio after this dividend is

20

made.

21
22

A financial overview showing the sources and uses of the transaction and the estimated
capitalization for Oregon Electric and PGE can be found at Exhibit 20.

23

(b)

Impact of Financing on PGE

24

Oregon Electric’s total capitalization at closing on a stand-alone basis is estimated to be

25

approximately $1.232 billion, comprised of $525 million of equity and $707 million of funded

26
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1

debt for a pro forma debt to total capitalization ratio of 57%. The capitalization of PGE will

2

remain above the 48% common equity ratio required by this Commission.

3

Oregon Electric’s source for servicing its acquisition debt will be the dividends from

4

PGE. Based upon forecasts completed by Applicants, PGE will be able to pay approximately

5

$80 to $100 million of annual dividends to Oregon Electric.

6

budgeted capital expenditures to support reinvestment in PGE infrastructure as well as budgeted

7

operations and maintenance expenses. This will translate into over $250 million of paydown of

8

debt principal over the first five years after closing (i.e., 2005 through 2009). In the event of a

9

timing difference between receipt of dividends from PGE and debt service obligation under the

10

Term Loans and Notes, Oregon Electric will have a $100 million senior secured revolving credit

11

facility (“Revolver”) available. The Revolver will be largely undrawn at the closing of the

12

purchase, but subsequently would be available for liquidity purposes, such as bridging possible

13

timing differences between cash disbursements (e.g., debt service obligations) and cash receipts

14

(i.e., dividends from PGE). The Revolver will be secured by a pledge of PGE stock in the same

15

manner the Term Loans will be secured. Oregon Electric does not intend to pay dividends to its

16

members. Rather, dividends from PGE to Oregon Electric will be used to service and pay down

17

Oregon Electric’s debt.

These forecasts incorporate

18

Forecasts indicate that at closing PGE will have a common equity ratio that is higher than

19

the minimum capital equity ratio of 48% approved by the Commission. The Applicants assumed

20

that PGE would continue to be regulated at a pro forma common equity ratio of 48% for

21

purposes of determining the cash dividends to its parent company. The Applicants assumed that

22

PGE maintains a minimum $10 million cash balance, as well as a constant debt capital structure

23

(i.e., PGE will refinance any maturing debt). The combination of a starting pro forma common

24

equity ratio of approximately 49% and those assumptions yields a projected common equity ratio

25

that remains above 48% throughout the forecast period.

26
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1

PGE’s long-term debt and preferred securities will remain in place. The utility’s $150

2

million revolving credit facility will be refinanced with a new unsecured $250 million Revolver.

3

Because PGE’s Revolver is expected to have a term that is longer than one year, the Commission

4

will be asked to approve this facility concurrent with change of ownership.13 Oregon Electric

5

intends to manage short-term cash requirements at PGE in much the same manner as those

6

requirements are currently managed.

7

No assets of PGE will be pledged to secure loans of Oregon Electric. To be perfectly

8

clear—the utility itself will not be responsible for those debts, and its assets will not be pledged

9

as part of the financing of the purchase, but the stock of PGE held by Oregon Electric will be

10

pledged to secure the loans. Oregon Electric expects PGE’s corporate credit rating to remain

11

investment grade.

2.

12

Oregon Electric’s Plan

13

As stated in the Introduction, Oregon Electric’s plan is simple and straightforward: make

14

PGE’s core business of providing safe, reliable and efficient electric service to its customers its

15

sole focus. By helping to guide PGE through a difficult and challenging period in the electric

16

industry, Oregon Electric will help prepare PGE for a renewed period of stability and health.

17

The following sections discuss Oregon Electric’s intentions with respect to the board of

18

directors, executive management, and specific operational commitments.

19

(a)

Board of Directors

20

Upon completion of the Proposed Transaction, all current members of PGE’s Board of

21

Directors will resign and a new board of directors will assume leadership. The Board will

22

include between 10 and 14 individuals. These individuals will bring firsthand knowledge and a

23

keen understanding of the current and potential needs and concerns of the consumers of

24

electricity in the State of Oregon, as well as a thorough understanding of the challenges facing

25
26

13

It has been agreed between Oregon Electric and Enron that PGE will make a separate application to the
Commission seeking authorization to approve the Revolver amount. This is not a condition to closing.
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1

the region and the issues of importance to Oregon’s citizens. Additionally, the new board

2

members will bring strong business expertise and insight that will allow the Board to provide

3

strategic guidance, including long-term resource planning and prudent oversight. A board of

4

directors consisting of individuals who possess these qualifications will ensure that the Board

5

serves the needs of the company and its customers.

6

As discussed above, Neil Goldschmidt will become Chairman of the Board and Jerry

7

Grinstein and Tom Walsh will be Board members. Two of TPG’s partners, David Bonderman

8

and Kelvin Davis, will also join the Board. The balance of the Board will include PGE’s Chief

9

Executive Officer, other prominent Oregonians, national business leaders, and energy industry

10

executives. The Board always will include at least five members with Oregon backgrounds. A

11

diagram of the proposed Board structure for PGE is included in Exhibit 21.

12

(b)

PGE’s Management

13

Oregon Electric believes that PGE is a well-run company, benefiting from the significant

14

tenure of its executive team and the dedication of its 2,700 employees. It is expected that Peggy

15

Fowler, PGE’s Chief Executive Officer, and other members of executive management will retain

16

their positions after the closing of the Proposed Transaction.

17

corporate governance practices, subsequent to the closing of the Proposed Transaction and

18

formation of PGE’s new board of directors, the Board will be responsible for all decisions

19

regarding the retention of executive management.

20

(c)

Consistent with customary

Customer Service

21

PGE has a strong record of success in customer service, receiving high marks from

22

customers for the value of customer service that exceed the national and regional averages.

23

Oregon Electric admires PGE’s achievements in this area and is committed to maintaining

24

PGE’s record and utilizing TPG’s existing strengths to improve it where possible.

25
26
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1

(d)

Safety

2

Oregon Electric understands the critical importance of community, employee and public

3

safety and is committed to continuing PGE’s record in this regard. Oregon Electric notes that

4

both PGE’s Boardman and Coyote Springs generating plants have received the SHARP award

5

and demonstrate success in employee safety initiatives.

6

(e)

System Operations and Investment

7

Oregon Electric pledges to maintain and enhance PGE’s excellent record in this area.

8

PGE’s record in system operations is among the best in Oregon. PGE has consistently exceeded

9

the distribution and transmission benchmarks set for it in the safety and service quality program

10

the Commission adopted as part of approving the merger with Enron in 1997. Customers of all

11

classes give PGE high marks for service restoration and attention to service quality, which is of

12

particular importance to a growing number of businesses. The operating records of PGE’s

13

generating plants are also excellent. PGE has continued to invest in all parts of its system,

14

upgrading its generating plants and its distribution and transmission network. PGE has solid

15

practices for planning, designing, operating, and maintaining its system.

16

(f)

Energy Efficiency, Renewable Resources, and the Environment

17

Oregon Electric believes that PGE has a good record in all of these areas. Under the

18

direction of Oregon Electric, PGE will continue to support the efforts of the Energy Trust of

19

Oregon to invest wisely in energy efficiency and renewable resources. PGE will also maintain

20

its focus on meeting all applicable environmental standards.

21

leadership of its Board, looks forward to enhancing PGE’s performance in environmental, energy

22

efficiency, and renewable resource areas.

23

(g)

Oregon Electric, through the

Restructuring

24

Oregon Electric will continue PGE’s efforts to facilitate the development of direct access

25

in Oregon, subject to the restrictions placed by the Legislature in SB 1149 and SB 3633. Oregon

26

Electric believes that additional customer choices contribute to a strong local economy.
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1

(h)

2
3

Taxes

Oregon Electric will file taxes on a consolidated basis with PGE. Unlike Enron, Oregon
Electric will pay taxes in Oregon.

4

(i)

5

Rates

The transaction does not require PGE to make any changes in rates.

6

(j)

Regulatory Affairs

7

Oregon Electric is very mindful of the important relationship between a regulatory body

8

and the utilities it regulates. For this reason, Oregon Electric will place particular emphasis on

9

maintaining and enhancing the relationship between this Commission and PGE.

10

IV.

11
12

DISCUSSION

The Proposed Transaction will serve PGE’s customers in the public interest in a manner
that meets and exceeds the standard set forth for approval at ORS § 757.511.

13

A.

Legal Standard for Approval

14

Oregon law requires the Commission to approve the Proposed Transaction if Oregon

15

Electric shows that doing so “will serve the public utility’s customers in the public interest.”14

16

The Commission has interpreted that directive to require a two-step assessment of whether the

17

Proposed Transaction will (1) provide a net benefit to the utility’s customers, and (2) impose “no

18

harm” to the public at large.

19

The term “net benefit” derives from the Commission’s interpretation of the statutory

20

requirement that the transaction “serve” the public interest. The Commission has concluded that

21

the term “serve” means that the transaction must be “more than neutral” with respect to the

22

utility’s customers. In other words, providing a “net benefit” simply means that the transaction

23

must result in some tangible benefit—it must “promote the interests” or “be of use” to the

24

customers. Such an interpretation was advocated by Staff in UM 1011.15

25
26

14

ORS § 757.511(3).

15

Order 01-778.
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1

Importantly, the “net benefit” standard is not restricted to purely economic

2

considerations, but incorporates the “total set of concerns” presented by a specific Application.

3

Similarly, a showing of “no harm” need not be reduced to monetary terms. In short, the

4

Commission has stated that each transaction must be assessed on a case-by-case basis and there

5

is no requirement that benefits must come in monetary terms.16

6

B.

Benefits to PGE’s Customers

7

The Proposed Transaction offers significant, tangible benefits to PGE customers and the

8

public at large. These benefits include ownership certainty, a strong local voice, a board making

9

thoughtful decisions about strategic direction, long-term resource planning, ongoing investment

10

in the business. Taken as a whole, these benefits exceed the statutory standard set forth in

11

ORS § 757.511 and provide ample reason for this Commission to find that the Proposed

12

Transaction serves PGE’s customers in the public interest.

1.

13

Unified, Certain, and Stable Ownership

14

The Enron bankruptcy has left PGE with legal liabilities, management distractions, and

15

an uncertain ownership outlook. The Proposed Transaction will bring an emphatic and expedient

16

end to this uncertainty. This certain and stable ownership of the Applicants will benefit PGE’s

17

customers and the public at large. Electricity is a crucial service, and a stable, successful utility

18

is an attractive regional asset that will help draw businesses and jobs to Oregon. In addition,

19

PGE’s headquarters will stay in Portland, jobs will stay in Oregon, and the company will

20

continue its charitable leadership in the community.

2.

21

Local Participation on the Board

22

Oregon Electric will appoint a board of directors that will include substantial

23

representation by prominent local citizens. The proposed Chairman of PGE’s Board of Directors

24

is a dedicated Oregonian who is knowledgeable about and sensitive to the critical issues facing

25

this State. The Local Applicants, who have a long history of public service and commitment to

26

16

Id.
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1

public causes, will ensure that PGE’s new board of directors is aware of and responsive to the

2

concerns and needs of its customers. Additionally, Oregon Electric pledges that PGE’s Board

3

will always be Oregon-focused, with a minimum of five Oregonians on the Board at any one

4

time. Finally, as a further indication of its local commitment, Oregon Electric pledges to

5

continue PGE’s strong tradition of philanthropy.

6

3.

Experience in Helping Companies Through Transitions

7

TPG Applicants bring to this transaction considerable skill and expertise in helping

8

companies to manage difficult transitions and challenging industry circumstances, while

9

planning prudently to meet long-term needs. They will provide invaluable experience and

10

expertise to help PGE management navigate the present industry turmoil. Local Applicants will

11

bring additional management expertise, as well as their own perspective, sensitivity, and deep-

12

seated commitments to Oregon.

13

4.

Long-Term Planning to Secure Resources on a Cost-Effective Basis

14

Through the considerable resources of its first-class board members, Oregon Electric will

15

be able to make the best possible decisions regarding long-term planning. Long-term planning is

16

one of the most critical decisions a corporate board makes. It is particularly important here,

17

given PGE’s projected long-term gap between generation resources and demand.

18

management has been working diligently on these issues and will benefit from the guidance and

19

direction of a strong board in making critical decisions that will impact rates over time.

20

5.

PGE’s

Reinvestment in the Business

21

Under the guidance of the new board, Applicants will actively reinvest capital in PGE

22

through the maintenance and enhancement of existing assets and the acquisition and

23

development of new resources. As previously noted, dividend forecasts incorporate budgeted

24

capital expenditures and operation and maintenance expenses. The revenue that Oregon Electric

25

receives from PGE generally will be used to service and pay down debt and to pay federal and

26

Oregon state taxes. As a further indication of its commitment to reinvest in the business, Oregon
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1

Electric will use excess cash to reduce leverage. The members of Oregon Electric do not plan to

2

take dividend payments.

6.

3

Simplicity and Transparency

4

The Proposed Transaction is simple and straightforward. Oregon Electric is not a utility

5

or a conglomerate that intends to integrate PGE into its other operating businesses. Unlike the

6

Enron/PGE merger (UM 814), in this case Oregon Electric is not absorbing any PGE activities

7

(i.e., the PGE trading floor) for which PGE customers may be entitled to compensation, and

8

Oregon Electric is not positioned to use PGE’s utility experience to further a competitive agenda

9

or to advance the business of affiliates. Similarly, unlike the Scottish Power/PacifiCorp merger

10

(UM 918), and the proposed Sierra Pacific/PGE merger (UM 967), Oregon Electric neither owns

11

nor operates any other utilities. This transaction will result in a separately capitalized and

12

managed entity. Oregon Electric does not own or operate other utilities and therefore presents no

13

threat of cross-subsidization or affiliate abuses. Moreover, PGE has paid Enron over $1 million

14

per year for corporate services. Oregon Electric does not intend to allocate any of its expenses to

15

PGE, which will streamline the review process for the Commission now and in the future. Taken

16

as a whole, the Proposed Transaction will allow the Commission to monitor PGE and Oregon

17

Electric in an open and direct manner.
V.

18

CONCLUSION

19

The Applicants have chosen to invest in PGE because they believe in the future of PGE,

20

the future of the electric industry, and the future of Oregon. Applicants’ investment ultimately

21

will be successful only if PGE is successful. PGE’s success is dependent on providing safe,

22

reliable and cost-effective energy to its customers. Thus the Applicants’ interests are aligned

23

with those of PGE’s customers. The Proposed Transaction provides significant benefits to PGE

24

customers and will serve those customers in the public interest. 17

25
26

17

Id.
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APPENDIX A
APPLICATION CHECKLIST
1.

ORS 757.511(2)(a): Identity and Financial Ability of Applicants
For a discussion of the identity of the Applicants and their financial ability to acquire
PGE see Sections III.A and III.C.1 of the Application and Exhibits 2, 3, 9, 11, 16, and 20.

2.

ORS 757.511(2)(b): Background of Key Oregon Electric Personnel
For a discussion of the background of key Oregon Electric Personnel, see Section III.A of
the Application and Exhibits 2, 11, and 16.

3.

ORS 757.511(2)(c): Source and Amounts of Funds
For a discussion of the source and amount of funds that the Applicants will use to acquire
PGE, see Section III.C.1 of the Application and Exhibits 3 and 20.

4.

ORS 757.511(2)(d): Compliance with Federal Law
In conjunction with this Application, Oregon Electric and TPG will seek approvals from
all necessary federal agencies, including the Federal Energy Regulatory Commission
(“FERC”), the Securities Exchange Commission (“SEC”), the Nuclear Regulatory
Commission (“NRC”), the Federal Trade Commission (“FTC”), and the United States
Department of Justice (“DOJ”). For a discussion of the Applicants’ compliance with
federal law in carrying out the acquisition, see the Direct Testimony of Richard Schifter,
attached as Exhibit 5.

5.

ORS 757.511(2)(e): Disclosure of Statutory Violations
Neither Oregon Electric, TPG, nor any of their key personnel have violated any state or
federal statute regulating the activities of public utilities. See Exhibit 3.

6.

ORS 757.511(2)(f): Transaction Documents
The principal documents associated with the proposed transaction are: (1) Stock Purchase
Agreement between Oregon Electric Utility Company, LLC and Enron Corp.; (2) Term
Sheet – Oregon Electric Utility Company, LLC; and (3) Subscription Agreement –
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Oregon Electric Utility Company, LLC.

These documents are attached to this

Application as Exhibits 6, 10, and 17, respectively.
7.

ORS 757.511(2)(g): Applicants’ Utility Experience
Applicants have not previously directly managed a utility. However, Applicants have
experience working in various industries, and as managers and board members for other
large organizations. For a discussion of Applicants’ applicable experience, see Sections
III.A and III.B of the Application and Exhibits 2, 3, 7, 11, 14, and 16.

8.

ORS 757.511(2)(h): Oregon Electric’s Plan for Operation
For a discussion of Oregon Electric’s plan for operating PGE, see Section III.C.2 of the
Application and Exhibit 21.

9.

ORS 757.511(2)(i): The Public Interest and Customer Benefits
For a discussion of the public interest and customer benefits provided by the Proposed
Transaction, see Section IV.B of the Application and Exhibits 2, 3, and 4.

10.

ORS 757.511(2)(j): Other Information Required by Rule
a.

OAR 860-027-0200(1): General Information
The general information required by this section (applicant name, address, state of
incorporation, etc.) is set out in Exhibit 1.

b.

OAR 860-027-0200(2): Capital Structure
A schedule detailing the existing capital structure of PGE as well as a pro forma
utility capital structure as of 12 months after the Proposed Transaction is to be
completed is set out in Exhibit 20.

c.

OAR 860-027-0200(3): Bond Ratings and Capital Costs
For a discussion of the bond ratings and capital costs associated with the Proposed
Transaction, see Section III.C.1 of the Application and Exhibits 3 and 20.

d.

OAR 860-027-0200(4): Affiliated Interests and Organization
As a result of the Proposed Transaction, Oregon Electric would become the sole
shareholder of PGE and, therefore, an affiliated interest of that utility under
Appendix A.rtf
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ORS § 757.015. The TPG Applicants also will qualify as an affiliated interest
because collectively they will own 5% of PGE’s voting securities. The TPG
Applicants invest in a variety of non-utility businesses. A description of existing
and planned nonutility businesses which are or will become affiliated interests of
the acquired utility under ORS § 757.015 is included in Exhibit 15.

For a

description of the organizational structure under which the Applicants intend to
operate their business, see the discussion in Sections III.A and III.C.2 of the
Application and Exhibit 3.
e.

OAR 860-027-0200(5): Allocations
Oregon Electric will not allocate any expenses to PGE.

f.

OAR 860-027-0200(6): Planned Changes
Oregon Electric plans no changes that may have a significant impact upon the
policy, management, operations, or rates of the electrical utility. However, repeal
of the Public Utility Holding Company Act (PUHCA) will change the voting
structure of Oregon Electric. For a discussion of PUHCA, see Exhibit 5.

g.

OAR 860-027-0200(7): Plans to Sell Assets
Applicants have no plans to sell, exchange, pledge, or otherwise transfer any of
PGE’s assets.

h.

OAR 860-027-0200(8): Affiliated Interest Contracts
There are no existing or planned contracts between or among PGE and the TPG
Applicants or their affiliates.
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EXHIBIT 1
APPLICANT INFORMATION AND CONTACT LIST
1.

OREGON ELECTRIC AND NEIL GOLDSCHMIDT, GERALD GRINSTEIN AND TOM WALSH,
LOCAL APPLICANTS
Principal Business Address:
Oregon Electric Utility Company, LLC
222 SW Columbia
Suite 1850
Portland, Oregon 97201
Telephone: (503) 226-8600
State/Date of Incorporation: November 17, 2003
States in Which Authorized to Conduct Business as a Utility: None
Principal Officers:
Neil Goldschmidt
222 SW Columbia
Suite 1850
Portland, OR 97201
Phone: (503) 221-2012
Fax: (503) 221-2101

Gerald Grinstein
1000 Second Avenue
Suite 3700
Seattle, WA 98104
Phone: (206) 625-6001
Fax: (206) 625-6605

Tom Walsh
1100 NW Glisan
Suite 300
Portland, OR 97209
Phone: (503) 973-5001
Fax: (503) 973-5009

Persons Authorized to Receive Notices and Communications on behalf of Oregon
Electric:
Lisa Rackner
Kirk Gibson
Ater Wynne LLP
222 SW Columbia
Suite 1800
Portland, OR 97201
Phone: (503) 226-1191
Fax: (503) 226-0079
E-mail: lfr@aterwynne.com (Lisa Rackner)
E-mail: khg@aterwynne.com (Kirk Gibson)

Thad Miller
Oregon Electric Utility Company
222 SW Columbia
Suite 1850
Portland, Oregon 97201
Telephone: (503) 226-8622
Facsimile: (877) 892-1953
E-mail: tmiller6@optonline.net
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2.

TEXAS PACIFIC GROUP
Principal Business Address:
TPG Partners III, L.P.
TPG Partners IV, L.P.
301 Commerce Street
Suite 3300
Fort Worth, TX 76102
Persons Authorized to Receive Notices and Communications on behalf of Texas Pacific
Group:
David Leinwand
Cleary, Gottlieb, Steen & Hamilton
One Liberty Plaza
New York, NY 10006
Phone: (212) 225-2838
Fax: (212) 225-3999

3.

Carrie Wheeler
Texas Pacific Group
345 California Street
Suite 3300
San Francisco, CA 94104
Phone: (415) 743-1551
Fax: (415) 743-1501

PORTLAND GENERAL ELECTRIC
Principal Business Address:
Portland General Electric Company
121 SW Salmon Street
Portland, OR 97204
Persons Authorized to Receive Notices and Communications on behalf of Portland
General Electric:
J. Jeffrey Dudley
Assistant General Counsel
121 SW Salmon Street
Portland, OR 97204
Phone: (503) 464-8860
Fax: (503) 464-2200

Pamela Lesh
Vice President
Regulatory & Strategic Planning
121 SW Salmon Street
Portland, OR 97204
Phone: (503) 464-7353
Fax: (503) 464-2200
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4.

ENRON CORP.
Principal Business Address:
Enron Corp.
1400 Smith Street
Houston, TX 77002
Persons Authorized to Receive Notices and Communications on behalf of Enron:
Michael M. Morgan
Tonkon Torp LLP
888 SW Fifth Ave.
Suite 1600
Portland, OR 97204
Ph: (503) 802-2007
Fax: (503) 972-3707

Mitchell Taylor
Managing Director
Enron Corp.
1221 Lamar
Suite 1600
Houston, TX 77010
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I.

1

INTRODUCTION

2

Q.

Please identify each person on the Local Applicant Panel.

3

A.

The Local Applicant Panel is comprised of Neil Goldschmidt, Gerald Grinstein, and Tom
Walsh. We are providing this testimony as a group.

4
5

Q.

Who is your present employer, and what is your position with that employer?

6

A.

Neil Goldschmidt is a principal in Goldschmidt Imeson Carter, a small consulting firm
located at 222 S.W. Columbia, Suite 1850, Portland, Oregon 97201-6618.

7
8

Gerald Grinstein is a principal of Madrona Investment Group and Chief Executive

9

Officer of Delta Airlines. Madrona is located at 1000 Second Avenue, Suite 3700,

10

Seattle, WA 98104, and Delta Airlines is located at 1050 Delta Blvd., Dept. 940, Atlanta,

11

GA 30320.
Tom Walsh is President of Tom Walsh & Company, located at 1100 NW Glisan,

12

Suite 300, Portland, OR 97209.

13
14

Q.

(“Oregon Electric”), the other Applicants, and PGE.

15
16

Please describe your connections to Oregon Electric Utility Company, LLC

A.

Each of us will be an investor in and a managing member of Managing Member LLC.

17

Managing Member LLC, in turn, will invest in Oregon Electric, the limited liability

18

company that will purchase the common shares of PGE. If the Commission approves this

19

Application, Oregon Electric will appoint the Board of Directors of PGE.

20

Electric has determined that it will appoint Neil Goldschmidt as Chairman of the Board

21

of PGE, and Messrs. Grinstein and Walsh will be Board members.

22

Q.

25

Please describe your professional experience and education as it relates to your
testimony in this matter.

23
24

Oregon

A.

Our detailed biographies are included as Exhibit 11 to the Application. In brief, our
professional experiences and education are as follows:
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1

Neil Goldschmidt: I have been a principal in Goldschmidt Imeson Carter, a

2

Portland, Oregon consulting firm, since 1991. Our consulting firm is focused primarily

3

on strategic planning and problem solving for national and international businesses.

4

I have extensive management experience in both the public and private sector. I have a

5

long record of public service in Oregon and at a national level. Most recently, I was

6

appointed to head the Oregon State Board of Higher Education.
From 1987 to 1991, I served as Governor of the State of Oregon.

7

While

8

Governor, I led the “Oregon Comeback,” a rebirth of economic vitality founded on the

9

key principles of building new partnerships, targeting investments, leveraging resources,

10

and raising expectations of what every region of the State could accomplish. Prior to my

11

governorship, I served as President of NIKE Canada and International Vice President of

12

NIKE. I served as director on the boards of private and public companies, including

13

National Semiconductor, Pacific Gas Transmission Company, and Kaiser Foundation

14

Health. I also served as U.S. Secretary of Transportation under President Jimmy Carter

15

and as Mayor of Portland.

16

Since leaving office, in addition to my work at Goldschmidt Imeson Carter, I have

17

served as Chair of the Oregon Children’s Foundation (“SMART”) and on the boards of

18

the Park Blocks Foundation, the Oregon Ballet Theatre, and the Oregon Health &

19

Science University. I am also a member of the National Fish and Wildlife Foundation

20

Board.

21
22

I attended the University of Oregon for my undergraduate work and earned a law
degree from the University of California’s Boalt Law School.

23

Jerry Grinstein: I am a principal of Madrona Investment Group, LLC, a Seattle-

24

based investment company, and a strategic advisor to Madrona Venture Fund, a Seattle-

25
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1

based venture capital fund. In addition, I am currently the Chief Executive Officer and a

2

member of the Board of Directors of Delta Air Lines, Inc. (“Delta”).

3

I previously served as non-executive Chairman of the Board of Directors of Delta

4

from 1997 to 1999 and thereafter remained on the Board as a director. In 1985, I was

5

elected to the Board of Directors of Burlington Northern, Inc. (“BNI”), and subsequently

6

served as its Chief Executive Officer from 1989 to 1995. While at BNI, I oversaw the

7

acquisition of Santa Fe Railroad, which created the nation’s largest railroad. I also served

8

as non-executive Chairman of the Board of Agilent Technologies from 1999 to 2002.

9

I am President of the Board of Regents of the University of Washington, a

10

member of the Henry M. Jackson Foundation, and serve on the boards of the Seattle

11

Symphony and the Seattle Foundation.

12

community from time to time. For example, in the mid-1990s, I played a key role in

13

negotiating with Tri-Met and the Union Pacific and Southern Pacific Railroads to

14

facilitate the transaction that allowed Tri-Met to use BNI land for the Westside light rail

15

expansion.

I also have been active in the Portland

16

I graduated from Yale College in 1954 and Harvard Law School in 1957.

17

Tom Walsh: I am a long-time citizen of the State of Oregon. I have been a very

18

active business and civic leader in the areas of transportation, affordable housing, and

19

environmental stewardship. Since 1999, I have served as President of Tom Walsh & Co.,

20

a Portland builder of affordable housing.

21

From 1991 to 1998, I was General Manager of Tri-Met, the Portland regional

22

transit agency with an annual operating budget of approximately $168 million and 2,000

23

employees. From 1960 to 1990, I worked for Walsh Construction Co., a company that I

24

co-founded. I also have served as Chairman of the Oregon Roads Finance Committee,

25

Vice Chairman of the Oregon Transportation Commission, Chairman of the Oregon
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1

Board of Forestry, a member of the Oregon Land Conservation and Development

2

Committee, and Chairman of the Glenn Jackson Scholars Program.
I have a B.S. in Engineering from Stanford University.

3
4

Q.

Have any of you ever testified before this Commission?

5

A.

No.

6

Q.

On whose behalf was this testimony prepared?

7

A.

This testimony was prepared by and is offered on behalf of Oregon Electric and the Local
Applicants.

8

II.

9

PURPOSE

10

Q.

What is the purpose of your testimony?

11

A.

We will explain our proposed roles in the acquisition and the ongoing governance of

12

PGE. We also will explain why we believe the proposed acquisition will provide benefits

13

for PGE customers and Oregonians generally and will therefore further the public

14

interest.

15

We want to be clear at the outset of this testimony: we are involved in this venture

16

because we believe a strong PGE focused solely on the business of generation,

17

transmission, and distribution of power for the benefit of its customers is essential to the

18

economy of Oregon. We believe that through the combination of certainty of ownership,

19

a strong local voice on the Board of Directors, our participation, and the expertise and

20

experience of TPG and other national business executives on the Board, we will be able

21

to help PGE’s management maintain a singular focus and help PGE realize its highest

22

potential for service to its customers and community.

23
24
25
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III.

1
2

Q.

Please describe your proposed investment and participation in Oregon Electric and
PGE.

3
4

OREGON ELECTRIC AND PGE

A.

Collectively, we will invest approximately $2.5 million from our personal funds. We will

5

make this investment through Managing Member LLC, an Oregon limited liability

6

company created for the purpose of making this investment. We will have 100% equity

7

ownership and voting control of Managing Member LLC. Managing Member LLC will

8

then invest approximately $2.5 million in Oregon Electric, or about 0.5% of the total

9

equity capital in Oregon Electric, and will hold 95% of the voting securities in Oregon

10

Electric.

That voting control will be subject to certain consent rights of the TPG

11

Applicants, who will be investing approximately 79.9% of the equity capital in Oregon

12

Electric. The percentage of voting securities held by Managing Member LLC would be

13

reduced if the Public Utility Holding Company Act (“PUHCA”) is repealed, as more

14

fully explained in the testimony of Kelvin Davis. We will sit on the Boards of Oregon

15

Electric and PGE.

16

Q.

Please describe the proposed relationship between Oregon Electric and PGE.

17

A.

Oregon Electric will have the right to appoint the members of the Board of Directors for
PGE. Selection of the PGE Board members is, in our view, critical to the future of PGE.

18
19

Q.

Why is the make-up of the Board of Directors of PGE critical to its future?

20

A.

It is a very important aspect of this transaction. It signals a sea-change event in terms of

21

how the PGE Board will be constituted and will govern. Currently there is no local

22

representation on the PGE Board, with the exception of the CEO. Indeed, over the past

23

several years, except for PGE executives, the Board members have been exclusively

24

executives in the Enron organization or members of Enron’s Board.

25
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1

In stark contrast, the new Board will have directors with substantial credentials in

2

Oregon’s community and business circles—Board members who are knowledgeable

3

about and accountable to PGE’s customers and the citizens of the State. The Board

4

always will include at least five Oregonians.

5

interests of the company and its shareholders with those of its customers, as underscored

6

by this strong local representation. Similarly, in contrast to the past, our investment

7

partners (the TPG Applicants) will be able to help us attract to the Board high-quality

8

national business executives who are not merely employees or board members of a parent

9

company.

Oregon Electric intends to align the

These individuals will bring to the Board relevant utility management

experience and broad-based business sophistication.

10
11

The Board’s most important role will be to provide strategic input and direction

12

for PGE. In addition, the PGE Board will provide oversight and advice to the company’s

13

executive management and perform the other usual duties of a board, such as approving

14

annual budgets, dealing with matters related to capital structure and long-term resource

15

planning, and overseeing the company’s financial affairs. With a strong local contingent

16

on the Board and the expertise and experience of other Board members, we believe we

17

will be in a strong position to set a steady course for the utility for the foreseeable future.

18

Q.

How many members will be on PGE’s Board of Directors?

19

A.

We expect that the Board will have between ten and fourteen members.

20

Q.

What role will you play in governing PGE?

21

A.

Mr. Goldschmidt will serve as Chairman of the Board, and Messrs. Grinstein and Walsh

22

will be Board members. Mr. Goldschmidt’s strong leadership will prove a valuable asset

23

in helping to guide the company through this time of transition. Each of us is eminently

24

qualified to voice the concerns of local businesses and other customers.

25

Mr. Goldschmidt, as a former Governor, is acutely aware of the role electric service plays
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1

in the Oregon economy. Mr. Grinstein, a highly successful civic and business leader in

2

the Pacific Northwest, understands the importance of quality electric service to high

3

technology and other businesses and, as an airline executive, is very attuned to the

4

priority of meeting customer needs.

5

contractor, knows first-hand about the impact of cost and quality of electric service on

6

local businesses.

Mr. Walsh, as a developer and construction

7

Q.

Who will be the other PGE Board members?

8

A.

TPG’s founder, David Bonderman, and Kelvin Davis, a partner of TPG who is offering

9

testimony in support of this application, will serve on the PGE Board. Mr. Bonderman

10

has extensive experience serving on the boards of large companies. He has served, for

11

example, on the boards of Continental Airlines, Washington Mutual Savings Bank,

12

Denbury Resources, and Seagate Technology, among others. Mr. Davis also has served

13

on boards of public and private companies, including Kraton Polymers LLC, Hotwire,

14

Inc., DS Waters, Inc., and Franchise Financial Corporation of America. Additional

15

information on the background and experience of Messrs. Bonderman and Davis are

16

attached to the Application as Exhibit 16.

17

PGE’s CEO will also be a Board member. The remaining Board members have

18

not been identified. However, we intend to fill these seats with individuals who will

19

bring a combination of local representation, strong business experience, and industry

20

expertise.

21

Northwest’s most talented and dedicated business people, and experts in the energy and

22

utility sectors. Oregon Electric is committed to having at least five Oregonians on the

23

PGE Board at all times. We will notify the Commission as additional PGE Board

24

members are identified.

To that end, we are approaching national business leaders, some of the

25
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1

Q.

Why are you participating in this transaction?

2

A.

First and foremost, as involved business and civic leaders, we are passionate about the

3

welfare of the Pacific Northwest region and its citizens. For that reason, we have

4

watched with concern as PGE grappled with a crisis in the electric industry while at the

5

same time facing the substantial challenges brought on by Enron’s bankruptcy and a

6

sluggish local economy. We welcome the opportunity to help lead PGE as it focuses

7

solely on its core business of providing safe, reliable and efficient electric service to its

8

customers.

9

We also view our involvement as an opportunity to usher in an era of renewed

10

partnership between PGE and its existing and potential business customers and the

11

leadership of the State to foster economic growth in Oregon.

12

Q.

What is your goal?

13

A.

We believe that unified ownership and strong, focused, local, and expert Board

14

leadership, combined with a renewed sense of partnership with PGE customers, will

15

result in a first-class utility focused only on delivering safe and reliable electricity at

16

affordable rates to its customers in Oregon. Once that goal is achieved, we will consider

17

this venture a success. If the investors decide to sell their stake in PGE, whether through

18

an initial public offering (our preferred choice) or otherwise, we will rest easy knowing

19

that the Commission will measure the benefits of any such future sale against the level of

20

existing excellence that PGE will have achieved on our watch.

21

Q.

transmission assets, or gas pipelines?

22
23

Does Oregon Electric intend to acquire other utilities, electric generation or

A.

No. Oregon Electric has no intent to own any businesses other than PGE.

24
25
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III.

1

PUBLIC INTEREST

2

Q.

Do you believe this transaction is in the public interest?

3

A.

Yes. The public clearly stands to benefit from this transaction.

4

Q.

Why do you believe this transaction is in the public interest?

5

A.

An analysis of the benefits of this transaction must start with a review of the current

6

circumstances. The electric industry in general is undergoing a period of substantial

7

change. The recession in the national economy, a regional energy crisis prompted by

8

events in California, and a general push towards restructuring and deregulation across the

9

country, have created uncertainty in the electric industry and thrown it into an overall

10

state of flux. In addition to the upheaval in the electric industry, PGE is experiencing

11

uncertainty as one of the few profitable assets of Enron, which is in bankruptcy. All of us

12

are driven by a belief that with the combination of TPG’s resources and our experienced

13

leadership, PGE will be able to meet these challenges and experience renewed growth.

14

We believe that this transaction offers Oregonians the benefit of knowing they will be

15

well represented on the Board and their utility will be focused solely on serving its

16

customers. We are determined to see PGE through this period of change and ultimately

17

help it to become an even stronger utility.

18

Q.

How will Oregon Electric’s involvement improve this situation?

19

A.

We think that Oregon Electric offers PGE an opportunity for a particularly successful

20

partnership. The TPG Applicants have a distinguished record of investing in companies

21

with sound fundamentals, some of which are in transitional circumstances, and helping

22

those companies find new ways to succeed in changing markets. This experience will be

23

valuable in helping PGE manage the challenges it faces.

24

strengths by bringing an Oregon perspective to the leadership of PGE’s Board and

25

ensuring sensitivity to customers and community concerns based on our decades of
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1

experience in local politics and corporate governance. Finally, PGE’s own experienced

2

management will assure continuity in operations while the new Board seeks ways to

3

assist the company in meeting the challenges that lie ahead.

4

Q.

PGE?

5
6

What do you mean when you say that you will bring an “Oregon perspective” to

A.

Each of us is passionate about bringing benefits to Oregon and its citizens. For example,

7

Neil Goldschmidt’s experience in regional and statewide politics gives him an

8

understanding of the unique economic and cultural characteristics of Oregon and

9

Oregonians. You can be assured that whenever possible, he will see to it that PGE

10

focuses on the communities it serves. Importantly, as Governor, his “Oregon Comeback”

11

initiative was a model of government and business partnering to spur economic growth.

12

He is committed to fostering similar relationships between PGE and its customers.

13

Mr. Grinstein has an understanding of local needs as well. He has been active in

14

transportation and development issues in Portland for many years.

Without

15

Mr. Grinstein’s leadership and cooperation while Chief Executive Officer of BNI,

16

Tri-Met would not have acquired a right of way for its Westside light rail transit in

17

Portland. He has a proven record of using his business skills to accomplish the dual goal

18

of helping Oregon and meeting business objectives.

19

Mr. Walsh brings a business and conservation perspective to the Board. He is in a

20

rare position to understand the drivers of growth and development in the Portland-Metro

21

Region, which are key factors for the operation of a public utility. His service in

22

conservation-related activities gives him insight into regional environmental issues and

23

the need to preserve the diverse ecosystems that are impacted by electric production,

24

transmission, and distribution. Mr. Walsh’s work in both the private and public sectors

25
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1

gives him an appreciation for how important it is for business to develop strong

2

relationships with government and, in particular, with regulators.

3

When Oregon Electric appoints the remainder of the new PGE Board of Directors,

4

it will strive to preserve an Oregon focus. As members of that Board, we plan to meet

5

with representatives of various interests groups throughout the State to determine the

6

characteristics they believe are important for the leadership of PGE. It then will be the

7

job of the Board to help move that vision forward. We will personally work to ensure

8

that the Board is actively involved and provides direction to the management of the

9

utility.

10

Q.

How will your background and experience enhance your ability to help lead PGE?

11

A.

Our intimate understanding of local issues will help us direct PGE in a manner that is

12

appropriately responsive to the needs of its customers and the communities it serves. In

13

addition, each of us possess experience in corporate governance at the highest level and

14

will bring that experience to bear in helping PGE to be successful.

15

Q.

the coming year?

16
17

What do you believe are the immediate challenges PGE and the Board will face in

A.

The new PGE Board will develop a strategic vision, the first aspect of which will be to let

18

management, employees and customers know that the delivery of reliable and

19

high-quality service to all of its customers will be the centerpiece of that strategy. Just as

20

importantly, we will need to immediately address long-term planning issues that are

21

critical to PGE and its customers. We will focus on finding ways to operate the utility

22

more effectively and efficiently, with the objective of having PGE provide electric

23

service at affordable rates. Most importantly, we want to help PGE emerge from the

24

shadow of Enron and reestablish itself as an independent, Oregon-focused utility. PGE

25
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1

customers should be able to rely on their electric service without wondering what will be

2

the next news headline.

3

Q.

Do you have a distinct vision for the future of PGE?

4

A.

First and foremost, we want to return PGE to the role it has historically held in Oregon—

5

as an independent, locally focused, consumer-friendly, community-spirited public utility

6

providing Oregon homes and businesses with excellent service quality. In addition, we

7

would like to see PGE continue to actively pursue a role in environmental stewardship

8

and conservation and to look for areas where improvement may be possible. Each of us

9

takes environmental matters very seriously.

The responsibility for caring for our

10

environment falls on all of our shoulders, but an electric utility has a unique

11

responsibility in this area.
IV.

12
13

Q.

Do you believe that PGE’s customers will benefit from the proposed acquisition by
Oregon Electric?

14
15

CUSTOMER BENEFITS

A.

Absolutely. Mr. Kelvin Davis and Dr. Karl McDermott address the benefits of this

16

transaction in their testimony with more specificity. We believe that the benefits they

17

describe that will derive from this transaction are real.

18

significant value to customers in having an Oregon perspective on the PGE Board of

19

Directors and in keeping the utility’s corporate headquarters in the State. Although it

20

may be difficult to quantify the benefit a healthy, well-managed utility (i.e., one that has

21

the best interests of its customers in mind), it is, without question, essential to the

22

viability of the Oregon economy.

We also believe there is

23

Q.

Please describe your objectives as Board members.

24

A.

Our overall objective is to bring an Oregon perspective to helping PGE manage the

25

challenges presented by its industry and a still-changing local economy. We also want to
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1

be a part of bringing new leadership, new energy, and new resources to the utility. We

2

would not be involved in this venture if we did not believe that Oregon Electric’s

3

interests can be aligned with the best interests of the citizens of Oregon. All three of us

4

have strong relationships with local industry and government leaders, and we intend to

5

use those relationships to build a utility that is responsive to the public’s needs and

6

concerns.

7

Q.

Do you have any other comments?

8

A.

Yes. We look forward to working with the various stakeholder groups and leading PGE
back to its prominence as an independent corporate citizen in Oregon.

9
10

Q.

Does that conclude your testimony?

11

A.

Yes.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
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I.

1

INTRODUCTION

2

Q.

Please state your name, occupation and employer.

3

A.

My name is Kelvin Davis. I am a partner at Texas Pacific Group (“TPG”).1 TPG is one

4

of the leading private equity firms in the country. It manages investments principally for

5

the benefit of state and corporate pension funds, university endowments, and other

6

institutional investors. Among other things, my job is to identify and pursue investment

7

opportunities in several industries – among them, the electric power industry – and then

8

to assist the companies we invest in to become better companies.

9

Q.

Please describe your professional experience and education

10

A.

I have been a partner with TPG since 2000. I am in charge of investment efforts in the

11

electric power industry, among other areas. Prior to joining TPG, I was the President and

12

Chief Operating Officer of Colony Capital, Inc., a private international real estate-related

13

investment firm. Before that, I was a principal of RMB Realty, Inc., the real estate

14

investment vehicle of Robert M. Bass. I have also worked at Goldman Sachs & Co., an

15

investment bank, and Trammell Crow Company, a real estate firm. Finally, I have served

16

on the Board of Directors of two publicly traded companies and several private

17

companies, including Kraton Polymers LLC, Hotwire, Inc., DS Waters, L.P., Crestline

18

Hotels and Resorts, and Franchise Finance Corporation of America, among others. I

19

have a B.A. in Economics from Stanford and an M.B.A. from Harvard University.

20

Q.

What is your relationship to the Applicants in this case?

21

A.

Oregon Electric Utility Company, LLC (“Oregon Electric”) was created to purchase from

22

Enron Corp. (“Enron”) all issued and outstanding common stock of Portland General

23

Electric (“PGE”).

24

Applicants”) are two investment funds managed by my firm that will supply most of the

25

TPG Partners III, L.P. and TPG Partners IV, L.P. (the “TPG

1

Throughout my testimony when I refer to TPG, I am referring either to TPG or the TPG–managed funds, as
implied in the context of my testimony.
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1

equity capital to Oregon Electric. We are most fortunate to be joined in this effort by

2

three distinguished local partners – Neil Goldschmidt, Gerald Grinstein and Tom Walsh

3

(the “Local Applicants”) – who will not only invest their own funds in Oregon Electric

4

through a company that will be formed solely for that purpose named Managing Member

5

LLC, but, importantly, will bring local leadership to the Board of PGE.
Oregon Electric is an applicant because it will own all the outstanding and issued

6
7

common stock of PGE, giving it 100% of the voting control of PGE.

The Local

8

Applicants and the TPG Applicants are applicants because they will own 5% of the

9

voting securities of Oregon Electric (directly, in the case of Managing Member LLC, or
indirectly, in the case of the individuals).2

10
11

Q.

Have you ever testified before this Commission?

12

A.

No.

13

Q.

On whose behalf is this testimony presented?

14

A.

This testimony is presented on behalf of all Applicants.
II.

15

PURPOSE

16

Q.

What is the purpose of your testimony?

17

A.

My testimony will provide an overview of the TPG Applicants and Oregon Electric, as

18

well as Oregon Electric’s plan for operating the utility. I will also address the key

19

financing and accounting aspects of the proposed transaction. Finally, I will explain how

20

the interests of Oregon Electric and its owners are aligned with the interests of PGE’s

21

customers and I will discuss the benefits that will accrue to the utility, its customers, and

22

the public interest generally as a result of this transaction.

23
24
25

2

The two TPG-managed funds will collectively own a total of 5% of the voting securities in Oregon Electric.
Because these funds are managed by a single manager, we are treating their interest as though it was held by a
single investor, therefore requiring approval by the Commission under ORS § 757.511. The balance of the voting
securities in Oregon Electric will be owned by the Local Applicants.
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III.

1

OREGON ELECTRIC AND ITS INVESTORS

2

Q.

Who is Oregon Electric?

3

A.

Oregon Electric is a Portland-based limited liability company incorporated under Oregon

4

law. Oregon Electric will serve as a holding company and will own all the issued and

5

outstanding common shares of PGE. PGE will be Oregon Electric’s sole holding.

6

Q.

Who owns Oregon Electric?

7

A.

The owners of limited liability companies are called “members.” Oregon Electric’s
members will be:

8

•

9

The TPG Applicants, who will invest and hold approximately 79.9% of the
economic interest and 5% of the voting interest in Oregon Electric;

10
•

11

The Local Applicants, who collectively will invest and hold about 0.4% of the
economic interest and 95% of the voting interest; and

12
•

13

The Passive Investors, comprised of the Bill & Melinda Gates Foundation and

14

OCM Opportunities Fund III, L.P., that together will invest and hold

15

approximately 19.7% of Oregon Electric’s equity interest, but will have no voting

16

interest.

17

I will refer to Oregon Electric, the Local Applicants, and the TPG Applicants collectively

18

as “the Applicants.”

19

Q.

What is TPG?

20

A.

TPG is a private equity investment firm.

Basically, pension funds, university

21

endowments and other institutional investors commit to invest money in funds that we

22

manage. We then invest that money in different kinds of businesses. We are called a

23

“private equity” investment firm because we generally invest in privately held companies

24

rather than in the public stock and bond markets. Each of our funds is a discretionary

25

investment partnership. This means the investors in TPG funds give TPG full discretion
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1

over the investment decisions relating to the capital that they have committed to our

2

respective funds.

3

Essentially, our role is to help our investors diversify their investment risks so they

4

are not investing solely in the public stock and bond markets. By expanding their

5

investment portfolios, the pension funds and other investors for whom we manage

6

money obtain the resources to meet their obligations to make promised payments to

7

retirees and other beneficiaries. TPG is proud that its efforts are helping to ensure the

8

retirement income of millions of current and former employees of both public and

9

private entities.

10

Q.

11

A.

How do the TPG-managed funds work?
Our funds are raised successively. When we launch a fund, the pension funds and our

12

other investors “commit” to invest a fixed amount in the fund. When we find an

13

investment, we “call” on each investor to pay into the fund its allocable portion of the

14

capital needed for the fund to make the investment. We launch a new fund when we

15

project that un-invested commitments in the current fund will be insufficient to meet

16

anticipated future investment opportunities. Over the life of a fund, which typically

17

ranges 10 to 12 years, we will invest in a variety of companies. Our investors are not

18

seeking current income from these investments and our funds typically do not seek

19

regular dividends from the companies in which they invest, instead choosing to reinvest

20

in the business.

21

TPG Partners IV, L.P. is our most recent fund and was raised early this year. We

22

have raised over $13 billion in total equity commitments since 1993. Both TPG Partners

23

III, L.P. and TPG Partners IV, L.P. are expected to be investors in Oregon Electric. The

24

precise allocation will depend on the amount of un-invested commitments in TPG

25

Partners III at the time this acquisition is closed, if approved by the Commission.
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1

Q.

Who are the major investors in these TPG funds?

2

A.

Approximately 65% of the capital committed to TPG Applicants comes from public and

3

private pension funds and university endowments. Other investors include financial

4

institutions, life insurance companies, family foundations, and the investment

5

professionals of TPG, including David Bonderman and me. Attached as Exhibit 12 is a

6

breakdown of TPG Applicants’ investors by class.

7

Noteworthy among the major investors in TPG-managed funds is the Oregon

8

Public Employee’s Retirement System (“OPERS”). OPERS has been an investor since

9

TPG’s inception and has chosen to invest in all four successive TPG-managed funds. As

10

a result, pensioners in Oregon and elsewhere are the people, among others, for whose

11

ultimate benefit the investment in PGE will be made.

12

Q.

Can you tell me more about TPG and the TPG Applicants?

13

A.

TPG is led by our three founders, David Bonderman, Jim Coulter, and Bill Price, who

14

started the firm in 1993. In that same year, the founders led the $6 billion reorganization

15

of Continental Airlines as it emerged from bankruptcy. As part of its investment, TPG

16

recruited a new management team and board of directors to guide a turnaround of the

17

company. Several of TPG’s principals were on the Continental Board and played a key

18

role in providing that company and its management with strategic vision, access to

19

capital, and thoughtful and involved support that enabled the company to excel.

20

Through that investment and others since then, TPG has established a reputation

21

for investing in high quality businesses across many industries, some of which are

22

temporarily in troubled or transitional circumstances.

23

coupled with hard work and active board involvement, have helped many such

24

companies stabilize and improve their performance by refocusing on their core values

Our capital and sponsorship,

25
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1

and mission. Later in my testimony I will cite some examples of how we have helped

2

guide companies through such circumstances.

3

Q.

Why is TPG interested in investing in PGE?

4

A.

Historically, TPG has dedicated significant resources to the understanding of specific

5

industries and the macroeconomic circumstances that affect them. In certain cases, we

6

look for industries likely to benefit from positive intermediate and long-term

7

improvement, even though they may currently be experiencing tough times. Often,

8

public market investors may not be anxious to invest in these types of industries, given

9

the perception of near-term challenges. In recent years, one of the industries on which

10

TPG has focused is the electric power industry. The uncertainty of deregulation and the

11

overhang of the 2000-2001 power market crisis have generally made companies in the

12

industry unattractive to investors.

13

It was well known in the marketplace that Enron was interested in selling PGE,

14

even prior to Enron’s bankruptcy. Subsequent to that bankruptcy filing in December

15

2001, Enron retained Blackstone, a New York-based investment banking firm, to widely

16

market several of Enron’s most significant assets, including PGE. In the context of this

17

very public and visible marketing campaign, we expressed interest in PGE and began

18

discussions with Enron and PGE management in the fall of 2002. In the spring of 2003,

19

we intensified our due diligence on PGE and, after almost a year of investigation and

20

negotiations, announced a definitive agreement to acquire the utility on November 18,

21

2003.

22

As part of our due diligence, we confirmed that PGE is a fundamentally sound

23

utility with talented and dedicated employees, a high-quality service territory, well-

24

maintained generation assets, and a long track record of solid customer service. In spite

25

of its distinguished history, however, PGE has been facing a number of challenges.
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1

The company has been weathering a difficult period in the industry.

The

2

unprecedented events during the 2000-2001 power crisis (and the fundamental

3

challenges that they reflected) necessitated significant and abrupt increases in energy

4

costs and rates throughout the Western United States, which had unfortunate

5

implications for many of PGE's customers.

6

financial performance was severely impacted by these industry conditions, which have

7

persisted in many respects. These difficulties have been compounded by the challenging

8

economic environment in Oregon, which has suffered a deep and protracted economic

9

decline.

In spite of such rate increases, PGE's

10

Moreover, PGE has also faced significant challenges brought on by the Enron

11

bankruptcy. With a corporate parent involved in complex legal proceedings, including

12

civil and criminal investigations, and with devastating losses to its employees’ retirement

13

funds, PGE’s reputation has been tarnished and management has been forced to grapple

14

with issues far removed from PGE’s core competencies of generating and distributing

15

energy and serving its customers.

16

In spite of these substantial challenges, PGE continued to ably serve its customers.

17

However, it has done so amidst significant distractions. After serious consideration and

18

analysis, TPG concluded that its capital, institutional knowledge, and expertise, coupled

19

with a dedicated board of directors bringing long-term strategic guidance in collaboration

20

with senior management, could help PGE meet future challenges.

21

Q.

How will Oregon Electric address the challenges you cite?

22

A.

Oregon Electric will address the challenges and opportunities facing PGE by

23

implementing a strategy that will bring PGE back to a singular focus on its core business

24

of serving customers in Oregon. Specifically, we expect to effect this strategy through

25

the following:
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•

1

Removing PGE from Enron's ownership, and placing it in the hands of a unified
ownership;

2
•

3

Re-establishing PGE’s local focus through significant Oregon representation on
PGE’s Board of Directors;

4
•

5

Recruiting a first-class board, including experienced industry executives and local

6

and national business leaders to complement the Local Applicants and PGE's

7

CEO;

8

•

Re-invigorating board-level strategic direction and long-term planning;

9

•

Investing in the future of PGE through capital reinvestment in the maintenance

10

and enhancement of existing assets and the acquisition and development of new

11

utility resources; and
•

12

Reinforcing management’s efforts to achieve best-in-class performance across

13

PGE’s critical service metrics and to install financial discipline throughout the

14

business.

15

Through these initiatives, we can help PGE shed the burdens and distractions of its

16

most recent past, thoughtfully address its future, and strengthen the company's place in

17

this community as a top-quality service provider, employer, business partner, and

18

corporate citizen. With united ownership, a locally focused, reinvigorated board, and

19

restored operating independence, PGE will be well-positioned to be an effective partner

20

of Oregon business and residents.

21

Q.

What role will the TPG Applicants have in managing PGE?

22

A.

Two members of TPG, David Bonderman and I, will join the PGE Board of Directors.

23
24
25
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1

Q.

Why do the Local Applicants have a greater voting interest in Oregon Electric than

2

the TPG Applicants, given that the TPG Applicants are putting in the majority of

3

the equity?

4

A.

As we have said publicly since this transaction was announced, the allocation of voting

5

control at Oregon Electric has been made in order to comply with the requirements of the

6

Public Utility Holding Company Act (“PUHCA”).

7

transaction is described in more detail in the testimony of Richard Schifter. However,

8

suffice it to say that, given TPG’s status as a private equity investor, it is impractical for it

9

to be treated as a “holding company” for PUHCA purposes. Thus, in order to ensure that

10

Oregon Electric is the “holding company,” the Applicants have agreed that the Local

11

Applicants will have 95% voting control of Oregon Electric subject to consent rights in

12

favor of the TPG Applicants over major decisions. These consent rights essentially give

13

the TPG Applicants veto power with respect to certain major corporate decisions. For

14

example, the TPG Applicants would have to give their consent for Oregon Electric to

15

approve a substantial sale of assets or adopt an annual operating budget. A complete list

16

of the TPG Applicants’ consent rights is attached as Exhibit 7.

PUHCA’s application to this

17

I would note that the SEC has recommended that PUHCA be repealed. If it is,

18

then Oregon Electric’s economic ownership and voting control will be adjusted so that

19

the TPG Applicants will have voting control consistent with their equity interests. But

20

this change will not affect in any way the basic agreement among the Applicants and

21

there will always be substantial ongoing local representation on the Board of Directors of

22

PGE. The Board always will include at least five Oregonians, and we expect Neil

23

Goldschmidt will continue to serve as Chairman and Messrs. Grinstein and Walsh will

24

serve as board members even if at some point in the future PUHCA is repealed.

25
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1

Q.

What role will the Passive Investors have in managing PGE?

2

A.

None. They will be passive (i.e., they will not have any voting rights) with no Board
representation.

3

IV.

4

EXPERIENCE OF APPLICANTS

5

Q.

Do the Applicants have specific experience in operating an electric utility?

6

A.

No.

However, the Applicants have other relevant and transferable experience.

7

Additionally, as I previously mentioned, we expect the Board of PGE will include

8

executives with specific energy sector and utility expertise.

9

TPG has significant experience working in a variety of industries—experience that

10

is applicable to operating PGE. Specifically, TPG has owned companies in the airline,

11

financial services, telephony, and healthcare industries, and these investments have given

12

TPG substantial experience in working with regulators. In particular, TPG appreciates

13

that regulated businesses involve a three-way partnership among the company, the

14

regulators and the customers.

15

exploration and production companies. This has given TPG an understanding of the

16

supply side of the energy industry, an important factor as PGE evaluates its long-term

17

resource needs.

18

companies in which TPG has invested that are equally applicable to the utility business.

19

Perhaps most important among these are the focus on customer service, operating

20

efficiency, and the need to make critical, strategic capital investment decisions.

In addition, TPG has invested in two oil and gas

Finally, there are certain basic business principals common to all

21

The Applicants are confident that a powerful combination of TPG’s capital and

22

broad-based experience, local leadership, and strong business and industry experience,

23

will provide PGE with the tools and leadership it needs to emerge from this transitional

24

period as a strong, stable, first-class utility delivering safe and reliable electricity at cost-

25

effective rates.
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1

Q.

Are the companies that TPG invests in operated as part of a conglomerate?

2

A.

No. All companies are capitalized and managed entirely independently of one another.

3

There are no centralized services such as legal departments, human resources, or

4

accounting services.

5

Under Enron, PGE was part of an energy conglomerate. After the acquisition, PGE will

6

no longer be part of a conglomerate and will be better able to focus solely on its core

7

business.

Neither is there consolidation for tax or accounting purposes.

8

Q.

How does TPG help to improve the businesses in which its funds invest?

9

A.

TPG’s mission is to ensure that the companies in which it invests have the financial and

10

organizational tools they need to be successful. That mission is pursued by appropriately

11

capitalizing those companies and providing sound leadership and strategic direction

12

through a highly qualified board of directors. Typically, one of our first steps is to recruit

13

extremely capable board members with qualifications tailored to the needs of the specific

14

company. At least one of our principals usually sits on the board of directors in order to

15

provide the company with access to the full resources of TPG, while actively monitoring

16

and contributing to the direction of the business. We focus on setting the right strategic

17

direction, making sound investments in the business, being a good corporate citizen, and

18

ensuring that sound business fundamentals are in place, including quality customer

19

service, strong labor relations, and enhancement of the company’s products and services.

20

Q.

demonstrate how TPG helps companies?

21
22

Can you give some examples of successful investments by TPG-managed funds that

A.

While TPG can point to numerous success stories, our experiences with Continental

23

Airlines, Denbury Resources, Del Monte Foods, Oxford Health, Beringer Wine Estates,

24

Petco and MEMC, are of particular relevance because those companies illustrate our

25

commitment to and focus on investment in the business and productivity gains, operating
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1

efficiencies, customer service, and the recruitment of world-class management and board

2

members. Attached as Exhibit 13 to the Application are summary descriptions of some

3

of these investments to illustrate how effective TPG has been in helping companies in

4

which it invests.

5

Q.

How long does TPG plan to hold its investment in PGE?

6

A.

As a long-term investor, TPG’s mandate from its limited partners permits it to hold

7

investments for up to 12 years. However, our primary focus is not on the duration of the

8

investment, but on responsible stewardship of the companies in which we invest, the

9

communities they serve, and the funds of our investors. As a matter of context and

10

recognizing that our firm is only 11 years old, we still own interests in roughly half of the

11

companies we had invested in prior to 1998.

12

We expect to hold PGE longer than most of the companies in which we invest.

13

Our goal is to provide financial and organizational stability for PGE in order to help it

14

meet the challenges and opportunities it faces, in both the short and long term. Certain

15

challenges, such as resource planning, will continue to take significant time and

16

attention, but will enhance the foundation of this utility for generations to come. We do

17

not expect that this work will occur quickly. We are confident, however, that over the

18

long term, PGE will grow and prosper, as will Oregon and the electric industry in

19

general. Along the way, we also would expect to help the company become more

20

effective and efficient in serving its customers—as even good companies like PGE have

21

room for improvement. That is how Oregon Electric will succeed in its investment

22

goals, and, importantly, that is how PGE can best benefit its customers.

23

As I have discussed, TPG is an investor and eventually will sell its stake. There is

24

no inconsistency between our intent ultimately to sell our investment in PGE and our

25

goal of making PGE a utility focused solely on its core business of delivering safe,
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1

reliable and efficient energy to its Oregon customers with excellence. It is in everyone’s

2

best interest to make PGE an even stronger company. An effective and efficient PGE,

3

including one in which long-term planning will play a critical role, is the best route for

4

customers to realize rates that will be affordable and will contribute to the long term

5

economic health of the region. Those are the same factors that will enable us to realize a

6

return for our investors on this investment. We truly believe that at this point in its

7

history, PGE could be in no better hands than those of Oregon Electric and its investors.

8

In any event, when TPG does seek to sell its ownership in PGE, this Commission

9

will have the opportunity to fully investigate the proposal, and can and will deny the

10

proposal if it does not deem it to be in the public interest. Whenever we sell our

11

investment in PGE, whether that be through an initial public offering or a private sale,

12

we are confident that we will leave a legacy of corporate responsibility, board

13

accountability, operational efficiency, and customer satisfaction that will continue to

14

benefit PGE and its customers for years to come.

15

V.

OPERATIONAL ISSUES

16

Q.

How will the change of ownership affect PGE’s record of customer service?

17

A.

No business ultimately can thrive without a strong commitment of service to its

18

customers.

PGE has a strong track record of customer service that illustrates this

19

commitment. We understand that it ranks favorably on numerous customer service

20

metrics on a regional basis. For example, PGE compared very favorably to other utilities

21

in the latest Five-Year Electric Reliability Study published by the OPUC. We admire

22

PGE’s achievements in these areas and all members of Oregon Electric are committed to

23

maintaining that record of service and improving upon it where possible.

24
25
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1

Q.

Does Oregon Electric intend to acquire other utilities, electric generation or
transmission assets or gas pipelines?

2
3

A.

No. Oregon Electric has no intent to own any businesses other than PGE.

4

Q.

How will Oregon Electric ownership affect PGE’s commitments to community and
employee safety?

5
6

A.

The Applicants will maintain PGE’s commitment to community and employee safety. It
is our pledge to support PGE’s management in maintaining that excellent record.

7
8

Q.

Will Oregon Electric commit to maintaining PGE’s system?

9

A.

Yes. The Applicants recognize that reliable electric service must begin with a sound

10

generation, transmission and distribution system. We understand that Oregon Electric

11

will be required to invest in the planning, design, operation, and maintenance of PGE’s

12

system, and we fully support this ongoing need for investment.

13

Q.

How will Oregon Electric’s ownership affect PGE’s commitments to energy

14

efficiency, renewable resource developments, and preserving and restoring the

15

environment?

16

A.

The Applicants intend that PGE will continue its development of renewable resources,

17

improvements in energy efficiency, and financial commitment to environmental

18

protection. We also will seek cost-effective ways to improve PGE’s performance in these

19

areas. Neil Goldschmidt and Tom Walsh have substantial knowledge of Oregon’s unique

20

environmental issues and challenges and will bring their perspective to PGE’s Board.

21

The Applicants look forward to working with PGE management and those groups

22

specifically committed to the environment and sustainable development.

23

Q.

Do the Applicants have experience working with union employees?

24

A.

TPG has substantial experience working successfully in industries with union

25

workforces.
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1

Q.

To your knowledge, have any of the Applicants or any of their affiliates or key

2

personnel violated any state or federal statutes relating to the environment or

3

regulating the activities of public utilities?

4

A.

No.

5

Q.

Are you familiar with Oregon’s restructuring legislation?

6

A.

Yes. As part of our due diligence review, we reviewed and evaluated SB 1149 and

7

restructuring activities related to Oregon’s move to competitive markets. The Applicants

8

are committed to supporting restructuring efforts that are currently in place and also

9

support moving towards competitive markets to the extent approved by the Commission
and requested by PGE’s customers.

10

VI.

11
12

Q.

What consideration has Oregon Electric agreed to pay to Enron for the acquisition
of PGE?

13
14

FINANCING

A.

Oregon Electric entered into a stock purchase agreement with Enron in which it agreed to

15

pay a base purchase price of approximately $1.25 billion in cash. This will be adjusted

16

by an amount equal to any change in PGE’s retained earnings from January 1, 2003

17

through the closing date. It currently is estimated that the cash amount due to Enron at

18

close will be approximately $1.4 billion. In exchange, Oregon Electric will receive 100%

19

of the issued and outstanding common stock of PGE.

20

Q.

Do the Applicants have the financial capability to fund this transaction?

21

A.

Yes. Oregon Electric will need approximately $1.471 billion to fund the purchase price

22

and fees and expenses associated with the transaction. It will be funded with proceeds

23

from a combination of equity capital, debt financing, and a dividend from PGE.

24
25
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1

Equity. The Applicants and the Passive Investors will provide approximately $525

2

million in equity in Oregon Electric of which the TPG Applicants will provide

3

approximately 79.9%.

4

Debt. Credit Suisse First Boston (“CSFB”), a reputable investment bank with

5

substantial experience in utility sector financings, together with certain other banks, will

6

arrange for Oregon Electric to borrow approximately $582 million of senior secured term

7

loan facilities (“Term Loans”) with maturities ranging from four to nine years; and

8

approximately $125 million of senior unsecured notes (the “Notes”), which will have a

9

10-year term. The debt financing will be raised from a combination of public and private
financial institutions.

10

Dividend. A special dividend from PGE to Oregon Electric in the amount of

11

approximately $240 million.

12
13

Q.

How certain are you that the Applicants will be able to borrow these amounts?

14

A.

Very certain. TPG has raised over $30 billion of financing in the capital markets through

15

its portfolio companies over the last 10 years. We are confident that we will be able to

16

raise the financing for Oregon Electric. In addition, Oregon Electric has obtained a

17

Highly Confident Letter from CSFB. The Highly Confident Letter states that CSFB is:
•

18

Highly confident of its ability to arrange a syndicate of lenders willing to provide

19

the entire amount of the credit facilities.

20

discussions with Oregon Electric at the appropriate time regarding the terms and

21

conditions upon which it could issue a formal commitment letter with respect to

22

the credit facilities; and
•

23

CSFB is prepared to continue

Highly confident of its ability to arrange for the sale of the Notes through a
private sale with customary registration rights and/or public offering.

24
25
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1

The Highly Confident Letter as of November 18, 2003 is attached to the Application as

2

Exhibit 19.

3

Q.

and revolving credit facility?

4
5

What assets will Oregon Electric pledge to secure the Oregon Electric Term Loans

A.

Subject to certain limitations, these loans will be secured by a priority lien on, and pledge

6

of, the stock of PGE. It is important to note that if the lenders were ever to exercise their

7

rights to foreclose under this pledge, a situation I consider to be very unlikely and only

8

hypothetically possible, that exercise would be subject to obtaining required regulatory

9

approvals, including that of the Commission.

10

Q.

Explain the special dividend to be made at closing.

11

A.

PGE has a substantial cash position, in part because it has not paid a cash dividend to

12

Enron since 2001. As of December 31, 2003, PGE had cash on the balance sheet in the

13

amount of $109 million and a common equity ratio of 55%. Based on current forecasts

14

of net income and cash for 2004, PGE is expected to have approximately $250 million in

15

cash on the balance sheet by December 31, 2004. At closing, PGE will dividend to

16

Oregon Electric approximately $240 million to help fund the final purchase price

17

adjustment amount. This would leave a cash balance at PGE of approximately $10

18

million, which, in conjunction with the revolving bank loan facility available at PGE

19

(discussed below), will provide more than ample liquidity for the company. Importantly,

20

the common equity ratio at PGE will remain in excess of the OPUC minimum of 48%

21

common equity ratio after this dividend is made.

22

Q.

What is the pro forma capital structure of Oregon Electric?

23

A.

Oregon Electric’s total stand-alone capitalization at closing is estimated to be

24

approximately $1.232 billion, comprised of $525 million of equity and $707 million of

25

debt for a pro forma debt to total capitalization ratio of 57%. The capitalization of PGE
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1

will remain above the 48% common equity ratio required by this Commission. Attached

2

as Exhibit 20 to the Application are pro forma statements of both Oregon Electric’s and

3

PGE’s estimated capitalization.

4

Q.

How will Oregon Electric’s debt be serviced?

5

A.

Oregon Electric’s source for servicing its debt will be revenues from PGE.

6

Q.

How do you know there will be sufficient dividends?

7

A.

Based upon our forecasts, PGE will be able to pay approximately $80 to $100 million of

8

annual dividends to Oregon Electric. This will translate into over $250 million of debt

9

pay-down over the first five years after closing (i.e., 2005 through 2009).

10

Q.

If there is a timing difference between receipt of dividends from PGE and debt

11

service obligation under the Term Loans and Note, how will Oregon Electric

12

address this?

13

A.

Oregon Electric will have a $100 million senior secured revolving credit facility

14

(“Revolver”) available. The Revolver will be largely undrawn at the closing of the

15

purchase, but would be available subsequently to be used to fund certain Oregon Electric

16

expenses and for general liquidity purposes such as timing differences between cash

17

disbursements (e.g., debt service obligations) and cash receipts (i.e., dividends from

18

PGE).

19

Q.

Will PGE retain an investment grade credit rating if this transaction is
consummated?

20
21

A.

Yes.

22

Q.

Will Oregon Electric pay dividends to its members?

23

A.

No. Oregon Electric intends to use all available funds to pay taxes and to service and pay

24

down debt.

25
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1

Q.

Will Oregon Electric pay taxes in Oregon?

2

A.

Yes. In contrast to Enron, Oregon Electric will pay income taxes, including to the State
of Oregon.

3

VII.

4
5

Q.

Will there be any need to change PGE’s authorized capital structure as a result of
the acquisition?

6
7

IMPACT OF ACQUISITION FINANCING PLAN ON PGE

A.

No. The Commission has required a common equity ratio of at least 48%. At closing,

8

the common equity ratio will be at 48% or greater. We have assumed that PGE would

9

continue to be regulated at a pro forma common equity ratio of 48% for purposes of

10

determining the cash dividends to its parent company. We have assumed that PGE will

11

maintain a $10 million cash balance, as well as a constant debt capital structure (i.e., PGE

12

will refinance any maturing debt). The combination of a starting pro forma common

13

equity ratio of approximately 49% and these assumptions yields a projected common

14

equity ratio which remains above 48% throughout the forecast period.

15

Q.

acquisition?

16
17

Will there be any changes in PGE’s debt structure in connection with the

A.

PGE’s long-term debt and preferred securities will remain in place. PGE’s $150 million

18

revolving credit facility will be refinanced with a new unsecured $250 million revolving

19

credit facility. Because PGE’s revolving credit facility is expected to have a term that is

20

longer than one year, as discussed in the Application, PGE will seek authority from this

21

Commission to increase the amount of this credit facility.
Short-term cash requirements at PGE would be managed in much the same manner

22
23

as they are currently being managed.

24
25
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1

Q.

Will any assets of PGE be pledged to secure loans to Oregon Electric?

2

A.

No. To be perfectly clear—the utility itself will not be responsible for those debts, and its

3

assets will not be pledged as part of the financing of the purchase, but the stock of PGE

4

held by Oregon Electric will be pledged to secure the loans.

5

Q.

Who bears the burden of acquisition costs or charges?

6

A.

Neither PGE nor its customers will bear the costs of the acquisition—all fees and costs,

7

such as banking fees and expenses, incurred by the Applicants will be funded by the

8

members of Oregon Electric and excluded from PGE’s utility accounts.

9

Q.

acquisition?

10
11

How do the Applicants propose to protect PGE’s financial condition after the

A.

The Applicants understand that it is important to place safeguards on this type of

12

transaction to ensure that the utility and its customers will not suffer any harm.

13

Applicants are also aware of the important role these protections, commonly referred to

14

as “ring fencing,” have played in protecting PGE from Enron’s financial problems.

15

Accordingly, Applicants pledge to work with the Commission to develop the appropriate

16

ring fencing mechanisms that will provide the necessary protection for PGE in the

17

context of the Proposed Transaction.

18

Q.

Electric’s and PGE’s accounting information?

19
20

What access do the Applicants propose to provide the Commission to Oregon

A.

Oregon Electric agrees to provide the Commission full access to books and records of

21

Oregon Electric, as long as appropriate levels of confidentiality can be maintained. The

22

Commission will maintain its current access to PGE’s accounting information.

23
24
25
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1

Q.

procedures?

2
3

A.

Q.

How will Oregon Electric prevent affiliated interest abuses and cost allocation
issues?

6
7

None. PGE will continue to maintain its own separate accounting system. All PGE
financial books and records will be kept in Portland at PGE headquarters.

4
5

What effect will Oregon Electric’s acquisition have on PGE’s accounting

A.

Unlike previous mergers and similar transactions reviewed by this Commission, the

8

proposed transaction does not raise the threat of cross-subsidization, self-dealing, or

9

affiliated interest abuses. Oregon Electric does not own any other utilities, independent

10

power producers, or fuel suppliers that would raise the specter of these issues. Oregon

11

Electric pledges to comply with all Commission regulations and requirements for

12

affiliated interest transactions, should such transactions ever arise.

13

Q.

Will the transaction require an increase in PGE’s service rates?

14

A.

No.
VIII. BENEFITS

15
16

Q.

Will the proposed acquisition provide benefits to PGE customers?

17

A.

Absolutely. There are specific, identifiable benefits to PGE and its customers arising out

18

of the Applicants’ acquisition of PGE. As a result of this transaction, PGE customers

19

will be served by an Oregon-based, customer-focused, healthy utility with seasoned

20

leadership and the expertise necessary to withstand challenging industry and economic

21

circumstances. Such a result is clearly in the best interests of the utility’s customers and

22

the public at large.

23

Q.

Please explain how PGE’s customers will benefit from Oregon Electric’s ownership.

24

A.

Oregon Electric’s ownership and plan will ensure the following benefits to PGE's
customers:

25
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1

•

Certainty of ownership and unified shareholder support;

2

•

Accountability to customers and community;

3

•

PGE management will have the resources of a dedicated, first class board of
directors to help it navigate the challenges ahead;

4
•

5

Thoughtful and skilled strategic leadership and long-term planning, ensuring
PGE's long term health;

6
•

7

Enhanced reliability and efficiency from investment in utility assets and the
acquisition and development of new resources; and

8
•

9

Best-in-class safe, reliable and efficient electric service.

10

Q.

Does this conclude your testimony?

11

A.

Yes.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
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1

I.

INTRODUCTION OF WITNESS AND WITNESS QUALIFICATIONS

2

Q.

Please state your name and business affiliation.

3

A.

My name is Dr. Karl McDermott. I am a Vice President of National Economic Research

4

Associates, Inc. (“NERA”). My business address is 875 North Michigan Avenue, Suite

5

3650, Chicago, Illinois 60611.

6

Q.

Please state your qualifications.

7

A.

I have been working in the field of public utility regulation for over twenty-five years. In

8

1999 I joined NERA’s energy practice in its Chicago office where I direct projects in the

9

electric, natural gas, and telecommunications industries.

10

From April of 1992 until May of 1998, I served as a Commissioner on the Illinois

11

Commerce Commission (“ICC”). The ICC regulates electric, natural gas, and telephone

12

utilities operating within the state of Illinois. While a Commissioner at the ICC, I was

13

responsible for helping make regulatory policy, along with my fellow Commissioners, as

14

well as implementing the ICC’s policies.

15

I participated in several electric public utility rate proceedings as well as mergers in all of

16

the industries the ICC regulates. One of the major electric mergers I reviewed and voted

17

on was the Union Electric purchase of Central Illinois Public Service Company in 1995.

18

There were also several other mergers involving smaller electric, gas and telephone

19

companies that I presided over during my tenure at the ICC. I also was required to

20

preside over asset transfers, land sales, and a range of other requests that public utilities

21

are required to bring before the ICC by the Illinois Public Utilities Act.

In the time I was at the Commission

22

While a Commissioner I was very active in the national regulatory debate through

23

my affiliation with the National Regulatory Utility Commissioners (“NARUC”)

24

organization where I was a member of the Committee on Energy and the Environment

25
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from 1992 through 1998. For the last two years of my tenure at NARUC I was the Chair

2

of the Subcommittee on the Environment.

3

From 1986 to 1992, I was co-founder and served as the President of the Center for

4

Regulatory Studies (“CRS”), a not-for-profit regulatory policy institute located on the

5

campus of Illinois State University. CRS was created to provide the Illinois regulatory

6

environment with independent third-party research and education on issues affecting the

7

regulation of public utilities.

8

Before founding the CRS, I worked in numerous capacities including positions on

9

the staff of the Illinois Commerce Commission, the NARUC-sponsored National

10

Regulatory Research Institute (“NRRI”) at the Ohio State University, and Argonne

11

National Laboratory. I have also taught graduate and undergraduate level economics

12

courses, including regulatory economics, at Illinois State University and undergraduate

13

economics courses at the Ohio State University, the University of Illinois at Urbana-

14

Champaign and Parkland College. I am currently on the faculty of the Institute for

15

Public Utilities at Michigan State University where I am an invited lecturer at the

16

Institute’s annual Regulatory Studies Program.

17

I have testified before numerous state regulatory commissions, as well as before

18

the Federal Energy Regulatory Commission, the Federal Communications Commission

19

and the Iowa and Illinois General Assemblies on issues concerning public utility

20

regulation.

21

I received a B.A. in Economics from Indiana University of Pennsylvania, an M.A.

22

in Public Utility Economics at the University of Wyoming, and a Ph.D. in Economics at

23

the University of Illinois at Urbana-Champaign.

24
25
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1

Q.

Please describe NERA.

2

A.

NERA is a firm of consulting economists with offices in many major U.S. cities and in

3

Europe, Asia, and Australia. My firm provides clients with advisory services as well as

4

expert testimony in many different forums in fields such as antitrust, labor, intellectual

5

property, securities, energy, and telecommunications. NERA’s economists have been

6

involved in many of the most pressing public policy issues in the last 40 years. NERA is

7

a subsidiary of Marsh & McLennan Companies of New York City. NERA’s home office

8

is in White Plains, New York.

9

Q.

Please describe your practice at NERA.

10

A.

Since joining NERA in 1999 I have been retained by both public and private interests to

11

provide my expert analysis of numerous public policy issues that face regulators and

12

utilities. My domestic practice consists of advisory work for clients on issues pertaining

13

to regulation and market conditions and providing expert opinion on issues of public

14

policy toward regulated utilities.

15

governments and utilities on the appropriate course for public policy through the

16

transition from centralized planning toward a more liberalized economy and utility

17

industry.

18

commissioners in best practices of regulation. My practice has allowed me to address

19

issues from electric restructuring, firm governance and mergers, to rate design and the

20

applications of competitive principles toward regulated utilities.

21

description of my academic and professional experience can be found in my curriculum

22

vita attached to this testimony.

My international practice consists of advising

This includes training newly formed regulatory commission staff and

A more detailed

23
24
25
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II.

PURPOSE AND CONCLUSIONS

2

Q.

What is the purpose of your testimony?

3

A.

Counsel for Oregon Electric Utility Company, LLC (“Oregon Electric”) has retained me

4

to provide an independent opinion on the proposed acquisition of Portland General

5

Electric Company (“PGE” or “Company”) by Oregon Electric from PGE’s parent, Enron

6

Corp. (“Enron”) (“Proposed Transaction”).

7

interpretation and opinion of the existing Oregon Public Utility Commission (“OPUC” or

8

“Commission”) criteria for reviewing applications brought under ORS § 757.511, and

9

the relevant facts and circumstances of the Proposed Transaction.

10

Q.

11
12

In this testimony I will discuss my

What are your conclusions after your review of the facts and circumstances in this
case?

A.

After a review of the facts and circumstances in this case I conclude that the Proposed

13

Transaction is in the public interest and will provide significant benefits to PGE’s

14

customers. In particular, I believe the Proposed Transaction will result in immediate

15

benefits to PGE’s customers and the public.

16

economic benefits are very likely to accrue to PGE’s customers over time.

17

Moreover, I believe that significant

The major benefits I have identified can be grouped into the following areas:
•

18
19

An immediate end to the uncertainty caused by the bankruptcy of PGE’s
parent, Enron;

•

20
21

Benefits related to Texas Pacific Group’s (“TPG”) role as a private equity
investor;

22

•

Greater alignment of owner and customer interests;

23

•

Application of best corporate governance and management practices;

24

•

Local emphasis and accountability.

25
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1

In addition, I believe that the Commission’s continued regulation, including

2

appropriate ring-fencing measures, will assure that the public will not be harmed.

3

Q.

Please describe how your testimony is organized.

4

A.

The remaining portions of my testimony are organized as follows: in Section III,

5

I present the economic context for the Proposed Transaction, both in the electric industry

6

and in the overall economy. Section IV presents the relevant details of the Proposed

7

Transaction, and then discusses the benefits to PGE’s customers and the public interest.

8

Finally, in Section V, I apply the OPUC criteria to the Proposed Transaction and present

9

my conclusions.

10
11

III.
Q.

12
13

CONTEXT FOR THIS TRANSACTION

Please describe the context for the Proposed Transaction as it relates to changes in
the electric industry.

A.

The electric industry in the United States has gone through what may be one of the most

14

turbulent decades in its history. The introduction of wholesale competition as well as

15

experiments with retail competition have prompted changes in the strategic direction of

16

many energy utilities. These changes have led to mergers and acquisitions, divestures,

17

spin-offs and other organizational changes. At the same time, problems with liquidity,

18

poor market design and other market transition issues have created distractions for utility

19

management. These distractions include bankruptcies, loss of liquidity in the energy

20

trading markets, and the failure of robust retail electricity markets to emerge in a timely

21

fashion.

22

anticipation of the market evolving in a particular way are now being reconsidered. The

23

resulting uncertainty has caused the public market investors to retreat from the industry,

24

causing a lack of liquidity.

Accordingly, many of the management strategies that utilities adopted in

25
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1

For those firms willing to invest capital into the industry, this period of

2

reconsideration and uncertainty has created an investment opportunity. Specifically,

3

private equity firms are beginning to enter these markets and use their specific skills in

4

capital allocation and efficiency enhancements to help energy companies meet the

5

challenges posed by changes in the marketplace. I, as well as many other observers,

6

view this entry as a positive step that will help the energy industry move beyond many of

7

the problems it has faced in the past few years and create more nimble utilities that are

8

prepared to face the challenges that lie ahead.

9

Q.

Please describe the macroeconomic context.

10

A.

While the U.S. economy is still struggling to produce job growth, Oregon’s economy in

11

many ways has lagged behind the U.S. economy. For example, Oregon’s economy grew

12

less than the national economy in the years 1998 to 2003, and while it has rebounded

13

somewhat from the recessions in 2001 to early 2002 and again in late 2002, Oregon is

14

still experiencing a largely jobless recovery.1

15

decreased somewhat in recent months, they are still well above the rates experienced in

16

the mid-1990s and job growth in the near term appears to be only slightly more positive.2

17

Oregon’s economy is still in a very fragile condition and could continue to lag behind the

18

U.S. economy in its recovery.

Although unemployment rates have

19

The Proposed Transaction in many ways stands against the current trend in that

20

capital will be flowing into the state and jobs will be protected. For example, the

21

stability and efficiency of the local electric utility are important determinants in

22

economic development. Ensuring that a stable electric utility will be maintained and

23
24
25

1

See, e.g., Oregon Economic and Revenue Forecast, March 2004, Vol. XXIV, No. 1, State of Oregon, Department
of Administration, Office of Economic Analysis, p. 38.
2

See id. See also U.S. Bureau of Labor Statistics, “Local Area Unemployment Statistics.”
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enhanced thereby provides one of the foundations for economic growth into the

2

foreseeable future.

3

Q.

4
5

What structural changes have occurred in the U.S. electric industry as a result of
both industry changes and recent macroeconomic changes?

A.

One result has been the changing ownership of firms in the industry. Mergers and

6

acquisitions as well as divesture and spin-offs are part of this changing landscape. In

7

particular, non-traditional players such as investment banks, private equity firms and

8

other ownership structures recently have made inroads into the industry. Representative

9

examples that are similar to the Proposed Transaction include the following:
•

10

MidAmerican Energy Holdings. A prime example of a utility that is now

11

owned by an private investor group is Warren Buffett’s Berkshire

12

Hathaway purchase of a 75% controlling stake (a combination of

13

common stock and a non-dividend paying convertible preferred stock) in

14

MidAmerican Energy Holdings,3 which is the parent company of several

15

vertically-integrated utilities with service territories in Iowa, Illinois and

16

parts of the Dakotas.4 Following the transaction, MidAmerican became a

17

privately-held company with publicly traded fixed-income securities.
•

18

UniSource Energy. An even more recent example is the Saguaro Utility

19

Group, L.P. proposed purchase of UniSource Energy, the parent company

20

of Tucson Electric Power (the electric utility serving Tucson, Arizona).

21

Saguaro is a partnership of Kohlberg, Kravis & Roberts (KKR), J.P.

22

Morgan Partners, and Wachovia Capital Partners.

23

committed to a list of conditions that are designed to maintain continuity

24
25

UniSource has

3

Buffett gets energetic, CNN Money, October 25, 1999. Accessed at
http://money.cnn.com/1999/10/25/deals/berkshire/ (March 6, 2004).
4

MidAmerican also holds an electricity distribution company in the UK.
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1

at UniSource Energy and its affiliates, providing an assurance that

2

Tucson Electric Power will have to meet the same regulatory

3

requirements before and after the merger.5
•

4

TNP Enterprises. The 2000 acquisition of TNP Enterprises, the parent

5

company of Texas New Mexico Power (TNMP), by a buyout group (led

6

by William Catacosinos, a former executive of Long Island Lighting) that

7

includes CIBC World Markets, provides an early example of a successful

8

buyout of a utility by an investor group. TNMP remains a stand-alone

9

utility, with “ring-fencing” requirements that insulate the utility from the

10

parent holding company and provide an assurance that TNMP will be

11

regulated on a stand-alone utility basis.6
•

12

Trans-Elect, Inc. Trans-Elect focuses exclusively on buying, owning

13

and/or operating electric transmission assets. Trans-Elect acquired the

14

transmission assets of Michigan Electric Transmission Co, LLP, which

15

held all of the transmission assets then owned by Consumers Energy. GE

16

Capital Corp. is the preferred limited partner of Trans-Elect.7
•

17

International Transmission and Dayton Power. KKR has also made

18

investments in transmission in Michigan (International Transmission

19

Company)8 and a utility in Ohio (DPL parent of Dayton Power and

20

5

21

See: James S. Pignatelli, Direct Testimony on behalf of UniSource Energy Corp., In the Matter of the
Reorganization of UniSource Energy Corp., Arizona Corp. Comm., Docket No. E-04230A-03-0933. Available at
http://www.unisourceenergy.com/Docs/Testimony_JPignatelli.pdf (accessed on March 6, 2004).

22

6

23
24
25

Texas-New Mexico Power Company, PUC Docket No. 21112, SOAH Docket No. 473-99-1483, Texas Public
Utility Commission, February 22, 2000 (2000 WL 33596457 (Tex.P.U.C.).
7

The Securities and Exchange Commission concluded that GE’s financial stake would not result in GE being a
holding company or affiliate under PUHCA. General Electric Capital Corp., SEC No-Action Letter (April 26,
2000).
8

DTE to Sell Transmission Business to KKR and Trimaran Capital Partners, December 3, 2002.
http://www.tdworld.com/ar/power_dte_energy_sell (accessed on March 6, 2004).
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Light). DTE Energy (the parent of Detroit Edison) sold its transmission

2

business subsidiary to an investor group that includes KKR and Trimaran

3

Capital Partners, explaining that transmission was no longer strategic to

4

DTE and that sale of these transmission assets promoted the independent

5

operation of the electric transmission grid by the Midwest ISO.9 With

6

DPL, KKR entered into a series of recapitalization transactions, including

7

the issuance of a combination of voting preferred and trust preferred

8

securities and warrants to an affiliate of investment company KKR.10

9

Q.

What benefits do private equity firms bring to the industry?

10

A.

Private equity firms such as TPG serve a valuable function in the economy through the

11

allocation of capital. Private equity firms typically also provide experienced board

12

leadership that is focused on creating value through better business management

13

practices, new ideas and strategic capital investment in the business. Furthermore, the

14

entry of new capital from outside the traditional utility industry provides the necessary

15

diversity of ownership that promotes new thinking and provides competition for ideas,

16

capital and customers. I, as well as many other observers of the industry, see the influx

17

of private equity firms as a partial solution to the industry’s overall poor liquidity

18

position and will provide utilities with a new corporate culture well suited to facing an

19

industry in transition.

20

Commission appears to be supportive of the entry of financial investors into the electric

21

industry, because such entry is beneficial to the industry and is also supportive of

22

FERC’s policies on competition.11

23
24
25

It has been reported that the Federal Energy Regulatory

9

DTE to Sell Transmission Business to KKR and Trimaran Capital Partners, December 3, 2002.
http://www.tdworld.com/ar/power_dte_energy_sell (accessed on March 6, 2004).

10

DPL Inc., 10-K for year ended 2002, p. 29.

11

See, e.g., “Electrical-Plant Watchdogs Open Door to Private Equity Players,” Wall Street Journal, Monday
February 9, 2004, p. 1.
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1

Q.

Are there other benefits that arise when a private equity firm purchases a utility?

2

A.

Yes. Where private equity firms and the utilities they purchase are not actual or potential

3

competitors in any relevant market there are no concerns over market power or cross-

4

subsidization. The introduction of new players to the game (i.e., the private equity firms)

5

is generally seen as a benefit because it serves to maintain or enhance the overall

6

competitiveness of the industry.

7

IV.

BENEFITS OF THE PROPOSED TRANSACTION

8

Q.

Have you reviewed the financing plan for the Proposed Transaction?

9

A.

Yes. I have reviewed the financing plan as it is described in the Application and the

10

testimony of Kelvin Davis.

11

Q.

What are the most relevant aspects of the financing plan?

12

A.

My understanding is that Oregon Electric will use debt and equity financing to purchase

13

the stock of PGE. Importantly, Oregon Electric does not intend to pay dividends to its

14

members (the limited liability company equivalent of shareholders), instead using the

15

excess cash to service and pay down debt at Oregon Electric. Moreover, as I note below,

16

the OPUC will continue to have regulatory authority over PGE and its finances, and the

17

Applicants have agreed to accept appropriate ring-fencing arrangements. Such ring-

18

fencing arrangements have protected PGE in the past and will continue to protect the

19

utility and its customers. Thus, the fundamentals of this plan appear to be sound and,

20

when combined with the regulatory protections just described, are a reasonable approach

21

to financing the Proposed Transaction.

22

Q.

Please describe the categories of benefits related to the Proposed Transaction.

23

A.

As I stated above, I have identified five areas or aspects of the Proposed Transaction that

24

create benefits for PGE’s customers:
•

25

An immediate end to the uncertainty caused by Enron’s bankruptcy;
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1

•

Benefits related to TPG’s role as a private equity investor;

2

•

Greater alignment of owner and customer interests;

3

•

Application of best corporate governance and management practices; and

4

•

Local emphasis and accountability.

5

Q.

6
7

How do PGE and its customers benefit from an immediate end to Enron’s
ownership?

A.

Uncertainty about future ownership and strategic direction of the Company can require

8

managers to focus more on short-term decision making than longer-term strategy and

9

direction. This can create poor incentives for longer-term decision making resulting in

10

the potential postponement or distortion of important business decisions. If this situation

11

continues into the future, customers may be harmed by decisions which may be

12

appropriate given the situation, but may not be optimal relative to a more stable situation.

13

In addition, uncertainty about the future can affect the customers’ decisions about

14

investing. The elimination of this uncertainty will avoid these potentially damaging

15

results and benefit both customers and PGE.

16

Q.

What specific benefits does TPG bring to the transaction as a private equity firm?

17

A.

TPG brings to the Proposed Transaction many of the benefits of a private equity firm that

18

I described in Section III. It brings a diversity of ownership and corporate culture that

19

can promote new ideas and assist Oregon Electric in addressing changing industry

20

conditions. Because Oregon Electric and PGE are not actual or potential competitors in

21

any relevant market there are no regulatory concerns over market power or cross-

22

subsidization, and competition in local markets can only be enhanced. As I will discuss

23

in more detail below, TPG has particular skill in working with companies in the midst of

24

economic transition, and its expertise will help Oregon Electric assist PGE to thrive in

25

the midst of industry change.
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1

Q.

2
3

Why is TPG particularly well suited to provide PGE with a renewed focus and
thereby increase value?

A.

By bringing its particular approach and expertise to its acquisitions, TPG has been

4

extremely successful in a variety of settings facing a variety of complex business, legal

5

and regulatory conditions. The utility industry, although different in many respects from

6

other industries, requires fundamental business and financial know-how to operate in the

7

new electricity marketplace. TPG, as an equity firm, is uniquely positioned to provide

8

that know-how as well as the monitoring of business operations through the

9

locally-focused Board of Directors.

10

TPG has an excellent history of bringing its capital and strategic guidance to

11

companies across various industries. One example is the turn-around at Continental

12

Airlines after TPG recapitalized the company in the early 1990s and provided new

13

strategic direction. TPG used simple but important business strategies to provide real

14

benefits to Continental’s customers through more efficient service and attention to

15

consumer needs.12

16

Benchmarking can come in many forms, but at its core is the idea that setting standards

17

of achievement can help motivate management and employees (and often align the

18

incentives of employees and customers). For example, Continental instituted a program

19

to benchmark its on-time performance to published statistics from the U.S. Department

20

of Transportation on all airlines. The results benefited customers, employees and owners

21

by reducing the cost of rebooking customers on other flights due to missed

22

connections.13

Another aspect of management strategies is benchmarking.

23
24
25

12

See “Right Away and All at Once: How We Saved Continental,” Harvard Business Review, Sept/Oct 1998,
p. 162.

13

Id.
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1

Q.

How do these management practices create benefits for PGE customers?

2

A.

One recurring theme that I observe in many of the TPG investments I have reviewed is

3

the commitment TPG has to creating long term stability and value. This has been

4

achieved through attention to customers’ and employees’ needs while creating a

5

management culture that expects performance. Such an approach creates real benefits

6

for customers not only through creating more efficient companies but also through

7

creating a better quality of customer service. The approach TPG takes to investments

8

has a great deal of positive potential for PGE, its customers and its employees.

9

Importantly, although Oregon Electric may not be a permanent owner of PGE, the effect

10

of its efficiencies and improvements to the utility’s core competencies will last for a very

11

long time.

12

Q.

13
14

How does this acquisition better align management incentives with customers and
owners?

A.

There are two ways that I see the interests of owners and customers becoming more

15

closely aligned as a result of the Proposed Transaction. First, Oregon Electric as the new

16

owner has the incentive to obtain a fair return on its investment. To do so, it will need

17

the management of PGE to be as effective and efficient as possible. This means that

18

creating value for Oregon Electric is related to how innovative and efficient management

19

can be at satisfying customers’ demands. As I discuss below, the members of TPG have

20

specific experience and expertise in implementing better management practices that not

21

only will benefit the new owners, but also will benefit customers. With equity firms as

22

investors, Oregon Electric has a greater incentive to monitor management to ensure that

23

this is being done. Second, input from the local representatives will enhance the utility’s

24

responsiveness to the particular needs of the community it serves. TPG has stated that

25

part of the attraction of PGE is that it is currently a well-run utility. However, the utility
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1

is currently facing issues that can distract management from utility operations. The

2

Proposed Transaction would allow utility management to focus solely on providing high

3

value service to its customers, providing a better working environment for its employees

4

and earning a fair return for its owners. In this instance, I believe that the Proposed

5

Transaction is likely to better align the interests of the utility and its customers, as well as

6

improve the utility’s relationship with its regulators because of the private equity firm’s

7

emphasis on the performance of its companies.

8

Q.

Are there any other benefits related to the proposed new structure of the firm?

9

A.

Yes. PGE will be reestablished as an independent company, and will therefore be able to

10

focus its attention solely on the utility functions in Oregon and its role as the provider of

11

energy services in Oregon. This “re-localization,” at a minimum, will provide greater

12

attention to local issues and greater stability for the local business environment. Further,

13

Oregon Electric has prominent local people who have an interest in ensuring that PGE is

14

responsive to local needs. In addition, Oregon Electric will provide a stable parent

15

company both from a management standpoint and a financial standpoint, as Oregon

16

Electric has indicated it has no intent to acquire other businesses. Bringing certainty and

17

a local perspective to the ownership of PGE is a real benefit to the local economy and

18

business environment that will last within the utility for a long time.

19

Q.

20
21

What leads you to your conclusion that Oregon Electric’s acquisition of PGE will
likely result in economic benefits over time?

A.

There are a number of factors specific to the Proposed Transaction that lead me to

22

believe that Oregon Electric’s acquisition of PGE will very likely result in economic

23

benefits for PGE’s customers. First, as I have noted above, TPG has an impressive

24

history of success in leading those companies in which it invests to superior performance

25

and efficiencies. Such efficiencies, as well as sound long-term planning, are benefits that
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1

will translate into lower costs. Second, TPG has created an Oregon-based holding

2

company with prominent Oregon and Northwest people that have not only a financial

3

stake in the business, but also have ties to the local community and region that provide

4

additional incentives to perform. While financial incentives are important, economists

5

recognize that non-economic incentives, such as identification with the goals of the firm,

6

can be as strong, or in some cases stronger, than financial incentives.14 These factors lead

7

me to believe there is a strong likelihood that Oregon Electric will provide benefits for

8

customers through this acquisition.

9

Q.

10
11

Are there any factors that suggest that the Proposed Transaction will, at a
minimum, impose ‘no harm’ on the public?

A.

12

There are four main reasons why I believe this merger will impose ‘no harm’ on the
public and therefore serve the public interest.

13

First, service provided by PGE will remain regulated in the same manner as it has

14

been under the current owners.

15

authority and prices and terms and conditions of service will remain ‘just and

16

reasonable.’

17

The OPUC will have all of the same ratemaking

Second, the utility will continue to be required to provide safe and reliable service

18

and will continue to meet exceptional service quality standards.

19

Third, all of the regulatory ring-fence protections that have been in place under the

20

previous owner are expected to continue. This will allow PGE to continue to obtain

21

capital on reasonable terms and conditions.

22

Last, this acquisition is simple and straightforward. It will impose no additional

23

burdens on the OPUC that would require the customers to increase staff funding for the

24
25

14

See, e.g., Herbert Simon, “Organizations and Markets,” Journal of Economic Perspectives, 5(2), pp. 25-44, 1991
or George Akerlof, “Procrastination and Obedience” American Economic Review, 81(2), pp. 1-19, 1991.
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1

OPUC. This transition will not require any additional oversight from the OPUC as a

2

result of the proposed conditions.

3

Q.

4
5

Please describe some specific safeguards that will exist if this acquisition is
approved by the OPUC.

A.

One specific example of a key safeguard is the ring-fencing mechanisms that would

6

apply to PGE and Oregon Electric. I use the term ring-fencing to refer to mechanisms

7

that segregate the regulated utility from other non-regulated affiliates and its parent

8

company.15

9

Q.

10
11

Do you see any potential benefits to the public at large as a result of the Proposed
Transaction?

A.

Yes. Oregon Electric has committed to maintain its headquarters in Portland and, as

12

I understand the situation, there are currently no plans by Oregon Electric to make

13

substantial staffing changes. This clearly benefits the region by maintaining those jobs

14

in Portland.

15

V.

CRITERIA FOR ASSESSING THE PROPRIETY OF A CHANGE IN PUBLIC

16
17

UTILITY OWNERSHIP IN OREGON
Q.

18
19

Please describe your understanding of the applicable criteria for reviewing a
change in ownership of a public utility in Oregon?

A.

I have reviewed the OPUC’s standards under ORS § 757.511. My understanding of the

20

applicable test for transactions as proposed in this case is as follows. The petitioning

21

party has the burden to meet two tests or standards. The first standard I will refer to as

22

the “net benefits” test. According to the OPUC this test should not be applied in a

23

“rigid” or “arbitrary” fashion and is intended to take into account the “total set of

24
25

15

I note that the ring-fencing provisions that currently apply to PGE have allowed it to continue to be financially
healthy even in the face of its parent company’s bankruptcy.
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1

concerns” presented in each merger application. Further the OPUC stated that this test

2

should not, as a matter of policy, be reduced to economic considerations and that upfront

3

monetary payments are not required to meet this standard.16 This net benefits test

4

appears to be aimed at the assessment that the utility’s customers will be “served” by the

5

Proposed Transaction. The second standard or test is intended to be applied to the

6

“public at large” and requires a showing of “no harm.”17 I note that the OPUC’s

7

standards provide the Commission with broad flexibility to consider all the

8

circumstances in deciding whether there are “net benefits” and “no harm.”

9

Q.

10
11

In your opinion, does the Proposed Transaction meet the OPUC’s criteria for
approving a proposed change in control of a public utility?

A.

Yes, it does. Oregon Electric will provide the financial and strategic capabilities that

12

when combined with PGE’s managerial and technical capabilities will produce a stronger

13

utility that will be able to further enhance the service it provides to PGE customers in

14

Oregon. The potential benefits of the Proposed Transaction that I have described will

15

benefit PGE customers. Furthermore, at the completion of this acquisition, the OPUC

16

will continue to regulate PGE in an effective manner. This ensures that the public will

17

not be harmed by the Proposed Transaction. Therefore, I conclude that the Proposed

18

Transaction meets the OPUC’s guidelines for approval and should be approved.

19

Q.

Does this conclude your testimony?

20

A.

Yes.

21
22
23
24
25

16

See Order No. 01-778 at 11, OPUC Docket No. UM 1011.

17

Id.
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1

I.

INTRODUCTION

2

Q.

Please state your name, occupation, and employer.

3

A.

My name is Richard Schifter. I am a partner with Texas Pacific Group (“TPG”)1. I am a

4

lawyer by training with particular expertise in bankruptcy. As a partner with TPG,

5

I generally am involved in investments involving issues dealing with financial

6

restructuring, regulatory matters, and litigation.

7

Q.

What is your relationship to the applicants in this case?

8

A.

TPG manages TPG Partners III, L.P. and TPG Partners IV, L.P. (“TPG Applicants”).

9

Q.

Please describe your professional experience and education as it relates to your

10

testimony in this matter.

11

A.

I received a B.A. degree in Political Science from George Washington University in

12

1975 and a J.D. degree from the University of Pennsylvania in 1978. I worked at the law

13

firm of Arnold & Porter in Washington, D.C., for fifteen years before joining TPG in

14

1994.

15

Q.

Have you ever testified before this Commission?

16

A.

No.

17

Q.

On whose behalf was this testimony prepared?

18

A.

This testimony was prepared on behalf of the Applicants (as defined in the Application).

19

II.

PURPOSE

20

Q.

What is the purpose of your testimony?

21

A.

My testimony is offered to explain certain of the federal regulatory approvals required as

22

a condition to close under the Stock Purchase Agreement between Enron Corp. and

23

Oregon Electric Utility Company, LLC (“Oregon Electric”). In addition, I will address

24

certain other approvals that Oregon Electric will seek in parallel but separate proceedings

25

1

Throughout my testimony when I refer to TPG, I am referring either to TPG or the TPG–managed funds, as
implied in the context of my testimony.
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1

relating to a reorganization of PGE. These approvals are not required under the purchase

2

contract with Enron.

3

Q.

What are the FERC and SEC approvals required to complete this transaction?

4

A.

The Federal Energy Regulatory Commission (“FERC”) will be asked to approve the

5

transfer of ownership of PGE stock because PGE owns jurisdictional assets of a public

6

utility pursuant to Section 203 of the Federal Power Act; the jurisdictional assets are

7

certain of PGE’s transmission facilities and power contracts.

8

In accordance with a recent ruling by the Securities and Exchange Commission

9

(“SEC”), I understand that in the next few days Enron expects to register as a holding

10

company under the Public Utility Holding Company Act of 1935 (“PUHCA”).

11

Accordingly, the SEC will be asked to approve the transfer of PGE shares by Enron to

12

Oregon Electric.

13

III.

FERC

14

Q.

What is FERC’s jurisdiction with regard to the acquisition?

15

A.

Under Section 203 of the Federal Power Act, no public utility may dispose of

16

“jurisdictional assets” unless and until FERC has approved the transfer. Jurisdictional

17

assets include interstate transmission facilities and FERC jurisdictional power contracts.

18

FERC has a well-established procedure for transfers that is set out in 18 CFR Part 33.

19

The applicants will be PGE and Oregon Electric. The applicants must show that the

20

transfer will not increase horizontal or vertical market power, or have an adverse effect

21

on rates or regulation.

22

Q.

23
24
25

Will the acquisition increase horizontal or vertical market power, or have an
adverse effect on rates or regulation?

A.

No. Oregon Electric has no other holdings. Therefore, the transaction will have no
impact on market power, rates or regulation.
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1

Q.

How long will FERC approval take?

2

A.

Because Oregon Electric has no other holdings, a short form application is all that is

3

required. Oregon Electric will file for approval within the next 30 days. There is no set

4

time frame for a FERC ruling on the application; a typical time frame is 60 to 120 days,

5

depending on the number of adverse interventions (protests). For example, when PGE

6

sought to merge with Northwest Natural, the application was filed November 30, 2001

7

and granted February 13, 2002.

8

IV.

SEC

9

Q.

Why is SEC approval required?

10

A.

Under PUHCA, as a registered holding company, Enron is required to obtain approval

11

from the SEC before it can sell its shares of PGE.

12

Q.

Are any other SEC actions needed to conclude the acquisition?

13

A.

Another condition to closing is receipt of a no-action letter from the SEC’s Division of

14

Investment Management concluding that it would not recommend enforcement action to

15

the SEC or otherwise assert that the limited partner investors or non-managing member

16

investors in Oregon Electric, or their affiliates, would be or will become a public utility

17

holding company or affiliate of PGE within the meaning of PUHCA solely by reason of

18

the consummation of the transaction. We expect to be able to obtain the no-action letter.

19

V.

PGE REORGANIZATION

20

Q.

Will Oregon Electric be subject to PUHCA?

21

A.

After the acquisition, Oregon Electric will hold 100% of the voting securities of PGE.

22

As such, it will be a holding company as defined in PUHCA. Because the SEC has ruled

23

that PGE is not an intrastate utility, Oregon Electric will have to register under

24

PUHCA—unless it qualifies for an exemption.

25
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1

Q.

What sort of regulation would Oregon Electric be subjected to under PUHCA?

2

A.

The regulation of registered companies is comprehensive.

The requirements are

3

primarily designed to limit the company's holdings to a single integrated public utility

4

system and such other businesses that are functionally related. They include not only

5

reporting requirements, but also the need to obtain SEC approvals of financing and asset

6

acquisition or disposal, as well as restrictions on capital structure.

7

Q.

Why does Oregon Electric want to qualify for an exemption?

8

A.

In the case of a holding company that owns only one utility that is already thoroughly

9

regulated by a state regulator, registering under PUHCA leads to redundancy of

10

regulation and could lead to conflicting or inconsistent requirements. The SEC itself

11

acknowledged this in a June 1995 report advocating the repeal of PUHCA, and proposals

12

to repeal the Act are pending in the Congress on the basis that its provisions are

13

redundant and unnecessary.

14

Enron’s SEC proceeding for exemption from PUHCA, advocated that Enron should be

15

granted the exemption, noting that “[t]he OPUC adequately and effectively regulates

16

Portland General’s utility operations and activities.”

17

Commission oversight of PGE is sufficient and that layering additional PUHCA

18

requirements on Oregon Electric would not be useful.

We note that this Commission, when it intervened in

Oregon Electric believes that

19

Q.

What does Oregon Electric need to do to qualify for an exemption?

20

A.

The SEC order denying Enron an exemption cited a number of factors, but, in my

21

opinion, the SEC's primary concern appears to have been the magnitude of PGE's

22

revenues from out-of-state wholesale power sales. To obtain an exemption, Oregon

23

Electric would have to remove this concern. Given that PGE actively manages its

24

trading portfolio and its primary trading hub is out of state, it would not be feasible to

25

reduce PGE’s out-of-state trading operations. One approach that Oregon Electric and
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1

PGE are evaluating is the possibility of restructuring PGE’s trading business. If Oregon

2

Electric and PGE determine to restructure PGE’s trading business to qualify for an

3

exemption under PUHCA, a separate application for approval of the restructuring will be

4

submitted to the Commission. We do not believe this restructuring would have any

5

adverse impact on PGE or its customers.

6

Q.

What steps are being taken in that direction?

7

A.

Oregon Electric is currently working with PGE to develop a restructuring plan. When it

8

is complete, Oregon Electric will present the plan to each of its regulators. To the extent

9

that it appears the restructuring will not be completed before the close of this transaction,

10

Oregon Electric will apply with the SEC for a temporary exemption from PUHCA to

11

allow time to complete the restructuring post-closing.

12

Q.

Would any other regulatory approvals be necessary to implement the

13

restructuring?

14

PGE would apply to this Commission for approval of the restructuring. In addition, the

15

new trading entity would apply to FERC for market-based rates authority to engage in

16

interstate transactions with third parties. Of course, that authority could not be exercised

17

until the expiration of the 12-month period during which PGE, as a result of recent

18

enforcement actions, must sell to the market at cost-based rates.

19

approve the terms under which the power marketing affiliate would sell power to the

20

regulated utility. FERC’s primary focus is on market power.

21

In addition, the SEC must also agree that the restructuring will enable Oregon

22

Electric to qualify for exemption.

23

Q.

Will the TPG Applicants be subject to PUHCA?

24

A.

No.

25

FERC must also

After the acquisition, TPG Applicants will hold approximately 79.9% of the

economic interest in Oregon Electric, but they will have only 5% of the voting securities.
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1

Therefore, neither of the TPG Applicants will be a “holding company” under PUHCA.

2

A condition of the transaction with Enron is that the SEC staff issue a no-action letter

3

indicating it would not recommend that the SEC institute an enforcement action against

4

the TPG Applicants to deem them or their affiliates as a “holding company” under

5

PUHCA. The Local Applicants are individuals and therefore do not fall within the

6

objective standard for a “holding company” under PUHCA.

7

Q.

8

Is approval of the restructuring by the SEC, FERC, or the Commission a condition
to closing the acquisition?

9

A.

No.

10

Q.

What impact will the restructuring proceedings have on this application?

11

A.

Oregon Electric believes it should have no impact. The Commission, SEC, and FERC

12

restructuring proceedings will all be filed in separate dockets and at a later date than the

13

acquisition proceedings at the Commission (this application), the SEC (approval of

14

Enron’s sale), and FERC (market power assessment).

15

proposed restructuring will enable the holding company to qualify for exemption,

16

Oregon Electric has reason to believe this request will be granted. Oregon Electric

17

intends to ask the SEC for a temporary exemption from PUHCA on the basis that

18

implementation will take some period of time after closing of the acquisition.

19

Q.

Does this conclude your testimony?

20

A.

Yes.

If the SEC agrees that the

21
22
23
24
25
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EXHIBIT 7
LIST OF TPG APPLICANT CONSENT RIGHTS1
The consent of the holders of a majority in interest of the Class A Interests would be required for
any of the following matters:
1.

any recapitalization, reorganization, reclassification, merger, consolidation, liquidation,
dissolution or other winding up, spin-off, subdivision or other combination of OEUC, the
Company or any of their respective subsidiaries;

2.

any declaration, setting aside or payment of any dividend or other similar distribution
(including a redemption or repurchase of capital) in respect of any class of capital stock
of OEUC, the Company or any of their respective subsidiaries, other than payments of
cash dividends on the Preferred Stock of the Company outstanding as of the date of the
Closing of the Acquisition in accordance with the terms of the Preferred stock as in effect
on the date of the Closing of the Acquisition;

3.

any authorization, sale, issuance or redemption of equity securities (or any warrants,
options or rights to acquire equity securities or any securities convertible into or
exchangeable for equity securities) of OEUC, the Company or any of their respective
subsidiaries, other than in accordance with any then-current annual operating or capital
budget and business plan approved in accordance with these consent rights;

4.

any incurrence of indebtedness by OEUC, the Company or any of their respective
subsidiaries in the aggregate in excess of $[●]: (a) for borrowed money, (b) evidenced by
notes, bonds debentures or other similar instruments, (c) under capital or financing leases
or installment sale agreements, or (d) in the nature of guarantees of the obligations
described in clauses (a) through (c) of any other person or entity, other than in accordance
with any then-current annual operating or capital budget and business plan approved in
accordance with these consent rights;

5.

any loan or advance (not specified in clause 4) to any person, other than trade credit in
the ordinary course of business consistent with past practice;

6.

any redemption, acquisition, cancellation or prepayment of a complete or partial
discharge in advance of a scheduled payment date with respect to any material
modification or other material amendment of any terms of, or waiver of any material
right under, any indebtedness of OEUC, the Company or any of their respective
subsidiaries (whether for borrowed money or otherwise), other than in accordance with
any then-current annual operating or capital budget and business plan approved in
accordance with these consent rights;

1

Consent rights and all proposed amounts indicated as $[●] herein to be negotiated with the SEC.
Exhibit 7.rtf
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7.

the entering into or amendment of any contract, agreement, arrangement or commitment
with respect to the procurement of goods or services which creates or could reasonably be
expected to create a financial obligation in an amount, whether payable at one time or in
a series of payments, in excess of $[●], except as contemplated by any then-current
annual operating or capital budget and business plan approved in accordance with these
consent rights;

8.

any capital expenditures in an amount greater than$[●], in any transaction or series of
related transactions, except as contemplated by the then-current annual operating or
capital budget approved in accordance with these consent rights;

9.

any purchase, lease or other acquisition of any securities or assets of any other person,
except for acquisitions of securities, products, supplies and equipment in the ordinary
course of business consistent with past practice or acquisitions pursuant to the thencurrent annual operating or capital budget and business plan approved in accordance with
these consent rights;

10.

any sale, lease, exchange, transfer, or other disposition of OEUC’s, the Company’s or
their respective subsidiaries’ assets or businesses on a consolidated basis (including,
without limitation, the capital stock of any subsidiary), except to the extent that such
transactions in any fiscal year in aggregate do not exceed $[●] or [●]% of such entity’s
net revenues, as determined by an independent appraiser of national standing;

11.

any joint venture, partnership or other material operating alliance by OEUC, the
Company or any of their respective subsidiaries with any other person;

12.

any material change in accounting policies, practices or principles, or voluntary change in
OEUC’s or the Company’s outside independent auditor or accountants;

13.

any voluntary proceeding or filing of any petition by or on behalf of OEUC, the
Company or any of their respective subsidiaries seeking relief under the Bankruptcy
Code or the voluntary wind up, dissolution or liquidation of OEUC, the Company or any
of their respective subsidiaries;

14.

any employment contract with the executive officers of OEUC, the Company or any of
their respective subsidiaries, including any material change in the compensation or terms
of employment of such executive officers, or any employee stock option plan, equity
incentive plan or any other material employee benefit plan;

15.

the hiring or firing of a Chief Executive Officer, Chief Operating Officer or Chief
Financial Officer of the Company;

16.

any change in the principal line of business of OEUC, the Company or any of their
respective subsidiaries as in effect on the Closing;
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17.

the adoption of, or amendment to, the Company’s annual operating budget, capital budget
and three-year financial plan, each of which will be updated annually;

18.

any public offering or private sale of equity securities (other than financing activities in
the ordinary course) or any change of control of OEUC, the Company or any of their
respective subsidiaries;

19.

any transaction involving conflicts of interest between the OEUC and the Managing
Member, any member or Affiliate thereof (including employees and directors of the
Managing Member, any member or Affiliate thereof) or payment of any advisory or
similar fees by OEUC, the Company or any of their respective subsidiaries to the
Managing Member, any member or Affiliate thereof;

20.

any amendment or modification of OEUC’s, the Managing Member’s, the Company’s or
any of the Company’s subsidiaries’ organizational documents (including limited liability
company agreements);

21.

any filing to obtain a material governmental permit or approval, any material filing in
connection with a Company rate proceeding or any material change to the rates or other
charges under any Company tariff, or any material amendment to any such filings;

22.

initiation, settlement or compromise of any action, suit, claim, dispute, arbitration or
proceeding by or against OEUC, the Company or any of their respective subsidiaries
(i) that would materially adversely affect such party, (ii) that results in aggregate
value/cost of more than $[●], or (iii) would require OEUC, the Company or any of their
respective subsidiaries to be subject to any material equitable relief or to take or refrain
from taking any material action in connection with the conduct of its business;

23.

any action (or failure to act) by OEUC, the Company or any of their respective
subsidiaries that would result in any holder of a membership interest in OEUC or any
affiliate thereof being subject to (a) regulation as a “holding company” or a “subsidiary
company” or an “affiliate” of a “holding company” or a “public-utility company” under
the 1935 Act, or (b) any other federal or state regulation, in each case that is reasonably
determined by such affected party to have an adverse effect;

24.

any modification of the name of OEUC or the Company; or

25.

any contract, agreement, arrangement or commitment to do or engage in any of the
foregoing.
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EXHIBIT 8
Richard Schifter
Rick Schifter is a partner at Texas Pacific Group, where he is responsible for financial
restructurings and other investments. He joined TPG in 1994. In addition to his responsibilities
at TPG, he has been the managing partner of Newbridge Latin America since its formation in
1996. Newbridge Latin America is a joint venture formed by TPG and Blum Capital Partners for
the purpose of funding private equity investments throughout Latin America.
Prior to joining TPG, Mr. Schifter was a partner at the law firm of Arnold & Porter in
Washington, D.C., where he specialized in bankruptcy law and corporate restructuring.
Mr. Schifter joined Arnold & Porter in 1979 and was a partner from 1986 through 1994. He
currently serves on the Boards of Directors of America West Holdings, Inc., Grupo Milano, S.A.,
Bristol Group, Productora de Papel, S.A. de C.V. (Propasa), and Empresas Chocolates La
Corona, S.A. de C.V. (La Corona), and is a member of the Board of Directors of the Washington
Chapter of the American Jewish Committee, Youth INC. (Improving Non-profits for Children),
and the EcoEnterprise Fund of the Nature Conservancy. He is a member of the District of
Columbia Bar.
Mr. Schifter graduated cum laude from the University of Pennsylvania Law School in 1978. He
received a B.A. with distinction from George Washington University in 1975.
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EXHIBIT 9
OWNERSHIP STRUCTURE

TPG Partners
III, L.P.

~38.3%(2)

TPG Partners
IV, L.P.

Managing Member
LLC (1)

~61.7% (2)

TPG Applicants

100.0%

Bill & Melinda
Gates
Foundation

~50.0%

Local Applicants

0.5%

79.9%

OCM
Principal
Opportunities
Fund, III, L.P.
~50.0%

Passive Investors

19.6%

Oregon Electric
Utility Company, LLC

100.0%

Portland General
Electric Company

Note: percentages denote estimated economic interests.
(1)

Managing Member LLC will be owned by Neil Goldschmidt, Jerry Grinstein and Tom Walsh.

(2)

Precise allocation of the investment between TPG Partners III and TPG Partners IV to be
determined at closing.
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EXHIBIT 10
TERM SHEET
OREGON ELECTRIC UTILITY COMPANY, LLC
Investment Vehicle

Oregon Electric Utility Company, LLC, an
Oregon limited liability company (“OEUC”),
which was formed for the purpose of acquiring
all of the issued and outstanding stock of
Portland General Electric Company (the
“Company”) pursuant to the Stock Purchase
Agreement, dated as of November 18, 2003,
between OEUC and Enron Corp. (the “Stock
Purchase Agreement”).

Membership Interests

OEUC will have three classes of membership
interests:
•

Voting Membership Interests (the
“Voting Interests”);

•

Class A Non-Voting Membership
Interests (the “Class A Interests”); and

•

Class B Non-Voting Membership
Interests (the “Class B Interests”).

Voting Interests

In the aggregate, the Voting Interests will
confer 100% of the voting power of OEUC
(subject to the consent rights of the Class A
Interests set forth below) and an approximate
0.5% economic interest in OEUC.

Class A Interests

The Class A Interests will not confer any
voting rights, except as described below under
“Additional Capital Contributions”, “OEUC
Board of Directors”, “Removal of Managing
Members”, “Class A Consent Rights”, “Exit
Rights” and “Change in Control upon PUHCA
Event”. In the aggregate, the Class A Interests
will confer at least a 79.9% economic interest
in OEUC.
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Class B Interests

The Class B Interests will not confer any
voting or other governance rights. In the
aggregate, the Class B Interests will confer an
approximate 19.6% economic interest in
OEUC.

Managing Member Ownership Interest

At the closing of the acquisition (the
“Acquisition”) of the Company (the “Closing”)
by OEUC, [•], a newly formed Oregon limited
liability company (the “Managing Member”),
the members of which are Neil Goldschmidt,
Gerald Grinstein and Tom Walsh, will own
95% of the Voting Interests. The aggregate
subscription price for the Managing Member’s
Voting Interests will be approximately $2.5
million, subject to adjustment as described
under “Equity Account Adjustment” below.

TPG Ownership Interest

At the Closing, TPG Partners III, L.P. and TPG
Partners IV, L.P. or their respective affiliates or
assigns (collectively, “TPG”) will own 5% of
the Voting Interests and all of the issued and
outstanding Class A Interests. The aggregate
subscription price for TPG’s membership
interests will be approximately $419.5 million,
subject to adjustment as described under
“Equity Account Adjustment” below.

Co-Investor Ownership Interest

At the Closing, the persons or entities listed on
Schedule 1 hereto (collectively, the “CoInvestors”) will, directly or indirectly, own all
of the issued and outstanding Class B Interests.
The aggregate subscription price for the CoInvestors’ membership interest will be
approximately $103 million, subject to
adjustment as described under “Equity
Account Adjustment” below.

Equity Account Adjustment

In the event that the cash from equity
contributions that OEUC requires at the
Closing (i) is less than $525 million, TPG’s
and each of the Co-Investors’ commitments
will be reduced on a pro rata basis and (ii) is
greater than $525 million, the Managing
Member, TPG and each of the Co-Investors
will have the right, in its sole discretion, but
not the obligation, to increase its commitment

[New York #1256209 v7]
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on a proportionate basis; provided that, in any
event, TPG will own at least a 79.9%
economic interest in OEUC following the
Closing.
Additional Capital Contributions

No holder of a membership interest in OEUC
(each, a “Member”) will be required, or except
as (i) described above under “Equity Account
Adjustment” or (ii) with the consent of the
Managing Member and the holders of a
majority in interest of the Class A Interests,
permitted, to make additional capital
contributions to OEUC. If additional capital
contributions are called for, each Member shall
have the right (but not the obligation) to make
additional capital contributions pro rata to all
Members in accordance with its respective
economic interest in OEUC.

Distributions to the Members

Distributions, to the extent declared by the
Board of Directors of OEUC, will be made pro
rata to all Members based on their respective
economic interest in OEUC.

Management of OEUC

As the holder of in excess of a majority of the
Voting Interests in OEUC, the Managing
Member will control OEUC and will have the
power and authority to take such actions from
time to time as the Managing Member deems
necessary or appropriate in connection with the
management and conduct of the business and
affairs of OEUC, and will have the power and
authority to take all actions on behalf of OEUC
acting in its capacity as sole shareholder of the
Company, in each case, except as described
under “Additional Capital Contributions”,
“OEUC Board of Directors”, “Removal of
Managing Members”, “Class A Consent
Rights”, “Exit Rights” and “Change in Control
upon PUHCA Event”.
Decisions of the Managing Member will be
made by majority vote of a committee
comprised of the members of the Managing
Member (the “Managing Member
Committee”).

[New York #1256209 v7]
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The members of the Managing Member and of
the Managing Member Committee will have
the same fiduciary duties (if any) as if (i) the
OEUC were a Delaware corporation, (ii) the
members of OEUC were shareholders of
OEUC, and (iii) the members of the Managing
Member Committee were members of the
board of directors of OEUC.
OEUC Board of
Directors

The Managing Member will have the right to
nominate and appoint approximately 80% of
the board of directors of OEUC and the
Company (the “Directors”). The remaining
Directors of OEUC and the Company (which,
in the case of the Company, shall not be less
than 2 Directors) will be nominated and
appointed by the holders of a majority in
interest of the Class A Interests. In addition,
the holders of a majority in interest of the Class
A Interests may nominate and appoint
additional non-voting observers to the board of
directors of OEUC and the Company.

Removal of Managing Members

Members of the Managing Member may be
removed by the holders of a majority in
interest of the Class A Interests upon the
events or circumstances described in Exhibit 1.

Class A Consent Rights

The holders of a majority in interest of the
Class A Interests will have consent rights over
certain specified actions by OEUC, including
actions taken on behalf of OEUC acting in its
capacity as sole shareholder of the Company
approval, as set forth in summary form in
Exhibit 2.

Investor Information

Following the Closing, OEUC will afford the
Investors reasonable and customary
information rights regarding OEUC and the
Company.

Registration Rights

TPG will have 5 demand registrations with
respect to the Voting Interests and Class A
Interests owned by it.
The Investors will have standard and
proportional "piggyback" rights with respect to
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public offerings by OEUC (including TPG
demands).
Class B Transfer Restrictions

The Class B Interests shall not be transferred to
any competitor of the Company or to any
utility in the Pacific Northwest without the
consent of the Managing Member and the
holders of a majority in interest of the Class A
Interests.

Exit Rights

After consultation with OEUC’s Board of
Directors and the Company’s Board of
Directors, the holders of a majority in interest
of the Class A Interests will have the right to
effect a sale of all the outstanding equity
interests in the Company or an initial public
offering of equity securities of the Company or
OEUC in accordance with applicable law and
regulation, including regulations imposed by
the OPUC, if any. Any such sale of all the
equity interests in the Company will be for the
ratable benefit of all holders of Voting
Interests, Class A Interests and Class B
Interests based on their respective economic
interests in OEUC.
Upon the sale of all the outstanding equity
interests in the Company or OEUC or an initial
public offering of the equity securities of the
Company or OEUC, the Class A Interests and
the Class B Interests will become full voting
interests in OEUC. Thereafter, the Class A
Interests, the Class B Interests and the Voting
Interests will have 100% of the voting power
of OEUC in the aggregate, allocated among the
three issues pro rata based on the economic
interests represented thereby.
Upon the sale of all the outstanding equity
interests in the Company or an initial public
offering of the Company, the proceeds of such
transaction received by OEUC shall be applied
toward payment of costs, expenses, liabilities,
losses or indebtedness of OEUC or distributed
to its Members.

Conversion Rights
[New York #1256209 v7]
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upon PUHCA Event

Class A Interests reasonably determine that
repeal of, amendment to, or administration of,
PUHCA has eliminated the risk that the
holders of the Class A Interests in OEUC will
be regulated as a holding company thereunder,
then the Class A Interests will become full
voting interests in OEUC. Thereafter, the
Class A Interests and the Voting Interests will
have 100% of the voting power of OEUC in
the aggregate, allocated among the two issues
pro rata based on the economic interests
represented thereby. PUHCA-related
restrictions (such as limits on board
membership) will also cease to apply.

Tag Along Rights

In the event that TPG agrees to sell a portion of
its economic interest in OEUC to a third-party
purchaser (other than an affiliate of TPG) and
the interests to be sold in such sale, when
aggregated with all prior sales by TPG,
represent more than 25% of the economic
interest in OEUC that TPG held at the Closing,
TPG will provide the Managing Member and
the holders of Class B Interests with 10 days’
written notice of each such proposed sale. The
Managing Member and each holder of a Class
B Interest may elect to cause the third-party
purchaser to purchase, at the same price per
economic interest conveyed and on materially
the same terms and conditions as offered to
TPG, a number of its Voting Interests or Class
B Interests, as applicable, not to exceed (a) the
number of Voting Interests or Class B interests
held by such person or entity, multiplied by (b)
the percentage of TPG’s economic interest in
OEUC being sold; provided that if the
purchaser elects not to purchase all of the
Equity Securities offered by TPG, the
Managing Member and the holders of Class B
Interests, the number of membership interests
purchased by such third-party purchaser will be
allocated pro rata based on the respective
economic interests such holders have elected to
sell. Each of the Investors recognizes that any
such sale may be subject to OPUC approval.

Drag Along Rights

If TPG receives and accepts an offer from a
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A–6

Oregon Electric/Exhibit 10
Page 7 of 12
third-party purchaser (other than an affiliate of
TPG) to purchase (whether by stock purchase,
merger or otherwise) at least 2/3 of its
economic interest in OEUC, upon 10 days’
prior written notice, TPG may require the
Managing Member and each holder of a Class
B Interest (and its permitted transferees) to
transfer to such third-party purchaser, at the
same price per economic interest conveyed and
on materially the same terms and conditions as
the offer so accepted by TPG, a number of the
equity interests held by such person or entity
equal to (a) the number of Voting Interests or
Class B Interests held by such person or entity,
multiplied by (b) the percentage of TPG’s
economic interest in OEUC being sold. Each
of the Investors recognizes that any such sale
may be subject to OPUC approval.

[New York #1256209 v7]
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Exhibit 1
Removal of Managing Members
A member of the Managing Member may be removed by the holders of a majority in interest of
the Class A Interests upon the following events:
1. the death or legal incapacity of the individual holding, directly or indirectly, any interest
in such member of the Managing Member;
2. the commission of any felony by such member of the Managing Member or any Affiliate
of such member of the Managing Member;
3. willful material misconduct committed by such member of the Managing Member or any
Affiliate of such member of the Managing Member;
4. the breach of any fiduciary duty by such member of the Managing Member or any
Affiliate of such member of the Managing Member;
5. self dealing by such member of the Managing Member or any Affiliate of such member
of the Managing Member;
6. fraud or intentional material misrepresentation committed by such member of the
Managing Member or any Affiliate of such member of the Managing Member;
7. intentional misappropriation by such member of the Managing Member or any Affiliate
of such member of the Managing Member of Company funds or other Company
property;
8. gross negligence of such member of the Managing Member or any Affiliate of such
member of the Managing Member resulting in loss or damage to OEUC or the Company;
9. a material breach of this Agreement by such member of the Managing Member or any
Affiliate of such member of the Managing Member that results in a loss or damage to
OEUC or the Company;
10. the Transfer of any direct or indirect legal or beneficial interests in such member of the
Managing Member (whether occurring voluntary or by operation of law, excluding
however any Transfer occurring by reason of death or legal incapacity) without the prior
written consent of the holders of a majority in interest of the Class A Interests;
11. the bankruptcy, liquidation or insolvency of such member of the Managing Member or
any Affiliate of such member of the Managing Member; or
12. Any or all members of the Managing Member Committee may be removed by the holders
of a majority in interest of the Class A Interests upon the Managing Member Committee
[New York #1256209 v7]
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or any member thereof having taken any “controllable management decision” that, in the
reasonable judgment of the holders of a majority in interest of the Class A Interests, has
resulted in or will result in a “material failure” to achieve the results contemplated by the
Company’s annual business plan or operating budget, where:
“Controllable Management Decision” means any action or omission by the
Managing Member Committee or any member or Person acting on behalf of the
Managing Member Committee other than as a result of (1) changes in law, or (2)
actions of regulators, provided, that the exception described in clause (2) shall not
apply if the Managing Member Committee shall have failed to manage the
relations of OEUC or the Company with any such regulators in accordance with
good utility practices.
“Material failure” means the actual or projected failure to achieve
the results contemplated in the Company’s annual business plan or
operating budget by 2% or more as of the end of an annual period.

[New York #1256209 v7]
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Exhibit 2
Consent Rights
The consent of the holders of a majority in interest of the Class A Interests would be required for
any of the following matters:
1. any recapitalization, reorganization, reclassification, merger, consolidation, liquidation,
dissolution or other winding up, spin-off, subdivision or other combination of OEUC, the
Company or any of their respective subsidiaries;
2. any declaration, setting aside or payment of any dividend or other similar distribution
(including a redemption or repurchase of capital) in respect of any class of capital stock
of OEUC, the Company or any of their respective subsidiaries, other than payments of
cash dividends on the Preferred Stock of the Company outstanding as of the date of the
Closing of the Acquisition in accordance with the terms of the Preferred Stock as in
effect on the date of the Closing of the Acquisition;
3. any authorization, sale, issuance or redemption of equity securities (or any warrants,
options or rights to acquire equity securities or any securities convertible into or
exchangeable for equity securities) of OEUC, the Company or any of their respective
subsidiaries, other than in accordance with any then-current annual operating or capital
budget and business plan approved in accordance with these consent rights;
4. any incurrence of indebtedness by OEUC, the Company or any of their respective
subsidiaries in the aggregate in excess of $[•] (a) for borrowed money, (b) evidenced by
notes, bonds, debentures or other similar instruments, (c) under capital or financing leases
or installment sale agreements or (d) in the nature of guarantees of the obligations
described in clauses (a) through (c) of any other person or entity, other than in accordance
with any then-current annual operating or capital budget and business plan approved in
accordance with these consent rights;
5. any loan or advance (not specified in clause 4) to any person, other than trade credit in
the ordinary course of business consistent with past practice;
6. any redemption, acquisition, cancellation or prepayment of a complete or partial
discharge in advance of a scheduled payment date with respect to, any material
modification or other material amendment of any terms of, or waiver of any material
right under, any indebtedness of OEUC, the Company or any of their respective
subsidiaries (whether for borrowed money or otherwise), other than in accordance with
any then-current annual operating or capital budget and business plan approved in
accordance with these consent rights;
7. the entering into or amendment of any contract, agreement, arrangement or commitment
with respect to the procurement of goods or services which creates or could reasonably be
expected to create a financial obligation in an amount, whether payable at one time or in
a series of payments, in excess of $[•], except as contemplated by any then-current
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annual operating or capital budget and business plan approved in accordance with these
consent rights;
8. any capital expenditures in an amount greater than $[•], in any transaction or series of
related transactions, except as contemplated by the then-current annual operating or
capital budget approved in accordance with these consent rights;
9. any purchase, lease or other acquisition of any securities or assets of any other person,
except for acquisitions of securities, products, supplies and equipment in the ordinary
course of business consistent with past practice or acquisitions pursuant to the thencurrent annual operating or capital budget and business plan approved in accordance with
these consent rights;
10. any sale, lease, exchange, transfer, or other disposition of OEUC’s, the Company’s or
their respective subsidiaries’ assets or businesses on a consolidated basis (including,
without limitation, the capital stock of any subsidiary), except to the extent that such
transactions in any fiscal year in aggregate do not exceed $[•] or [•]% of such entity’s net
revenues, as determined by an independent appraiser of national standing;
11. any joint venture, partnership or other material operating alliance by OEUC, the
Company or any of their respective subsidiaries with any other person;
12. any material change in accounting policies, practices or principles, or voluntary change in
OEUC’s or the Company’s outside independent auditor or accountants;
13. any voluntary proceeding or filing of any petition by or on behalf of OEUC, the
Company or any of their respective subsidiaries seeking relief under the Bankruptcy
Code or the voluntary wind up, dissolution or liquidation of OEUC, the Company or any
of their respective subsidiaries;
14. any employment contract with the executive officers of OEUC, the Company or any of
their respective subsidiaries, including any material change in the compensation or terms
of employment of such executive officers, or any employee stock option plan, equity
incentive plan or any other material employee benefit plan;
15. the hiring or firing of a Chief Executive Officer, Chief Operating Officer or Chief
Financial Officer of the Company;
16. any change in the principal line of business of OEUC, the Company or any of their
respective subsidiaries as in effect on the Closing;
17. the adoption of, or amendment to, the Company’s annual operating budget, capital budget
and three-year financial plan, each of which will be updated annually;
18. any public offering or private sale of equity securities (other than financing activities in
the ordinary course) or any change of control of OEUC, the Company or any of their
respective subsidiaries;
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19. any transaction involving conflicts of interest between the OEUC and the Managing
Member, any member or Affiliate thereof (including employees and directors of the
Managing Member, any member or Affiliate thereof) or payment of any advisory or
similar fees by OEUC, the Company or any of their respective subsidiaries to the
Managing Member, any member or Affiliate thereof;
20. any amendment or modification of OEUC’s, the Managing Member’s, the Company’s or
any of the Company’s subsidiaries’ organizational documents (including limited liability
company agreements);
21. any filing to obtain a material governmental permit or approval, any material filing in
connection with a Company rate proceeding or any material change to the rates or other
charges under any Company tariff, or any material amendment to any such filings;
22. initiation, settlement or compromise of any action, suit, claim, dispute, arbitration or
proceeding by or against OEUC, the Company or any of their respective subsidiaries (i)
that would materially adversely affect such party, (ii) that results in aggregate value/cost
of more than $[•] or (iii) would require OEUC, the Company or any of their respective
subsidiaries to be subject to any material equitable relief or to take or refrain from taking
any material action in connection with the conduct of its business;
23. any action (or failure to act) by OEUC, the Company or any of their respective
subsidiaries that would result in any holder of a membership interest in OEUC or any
affiliate thereof being subject to (a) regulation as a "holding company" or a "subsidiary
company" or an "affiliate" of a "holding company" or a "public-utility company" under
the 1935 Act or (b) any other federal or state regulation, in each case that is reasonably
determined by such affected party to have an adverse effect;
24. any modification of the name of OEUC or the Company; or
25. any contract, agreement, arrangement or commitment to do or engage in any of the
foregoing.
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EXHIBIT 11
Neil Goldschmidt
Neil Goldschmidt has served as Governor of Oregon, Mayor of Portland, U.S. Cabinet Secretary,
and executive officer of a Fortune 500 corporation.
Mr. Goldschmidt is a principal in a small consulting firm (Goldschmidt Imeson Carter) focused
primarily on strategic planning and problem solving for national and international businesses.
He serves a limited number of clients on a continuing basis.
Mr. Goldschmidt served on the Boards of NIKE Canada, Gelco, National Semiconductor, Pacific
Gas Transmission Company, Kaiser Foundation Health and Hospital Plan, and Infocel. He
served on the private boards of Claremont Technologies, Analogy, Renaissance Bankcard
Services, M Group Mutual Fund, Finatus, and BDM.
PUBLIC SERVICE
State Board of Higher Education, President
Oregon Ballet Theatre, current
Oregon Children's Foundation, Chair, 1991 - Present
Park Blocks Foundation, current
OHSU Board, 1995-1999
NATIONAL ORGANIZATIONS
National Fish and Wildlife Foundation Board, current
Mr. Goldschmidt is a graduate of the University of Oregon, where he was president of the
student body. He earned a law degree from the University of California's Boalt Law School in
1967 and was a Legal Aid lawyer in Portland from 1967 until his election to the Portland City
Council in 1970.
Elected Mayor of Portland in 1972 at the age of 32, he was the nation's youngest big-city mayor.
During Goldschmidt's years as Mayor, Portland became a national model for mass transit,
building both a light rail system and a downtown transit mall. His administration made a strong
commitment to preserving Portland neighborhoods, creating new downtown housing and
revitalizing an aging city business core.
Mr. Goldschmidt served as U.S. Secretary of Transportation for President Jimmy Carter from
1979 until January 1981, and was known for his work to revive the ailing automobile industry.
He also spearheaded efforts to deregulate the airline, trucking, and railroad industries.
Prior to his 1986 gubernatorial campaign, Goldschmidt was an executive of NIKE, Inc., serving
as international Vice President from 1981 to 1985, and as President of NIKE Canada from 1986
to 1987.
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Mr. Goldschmidt served as Oregon’s Governor from 1987 to 1991, leading the “Oregon
Comeback.” The Comeback represented a rebirth of economic vitality founded on the key
principles of building new partnerships, targeting investments, leveraging resources, and raising
expectations of what every region of the State could accomplish. In addition, he was responsible
for establishing the Oregon Children’s Agenda.
Since completing his term as Governor, Mr. Goldschmidt has continued his interest in children's
issues through the Oregon Children's Foundation, created in 1991 by Goldschmidt and the Ater
Wynne Hewitt Dodson & Skerritt law firm. The Foundation's initial effort, SMART, is an early
literacy program for children in kindergarten through second grade. The Foundation recruits
SMART business and organization sponsors to allow their employees to leave work during the
day to tutor children in nearly 260 public schools. Currently 12,000 volunteers are reading with
12,000 students each week.
Mr. Goldschmidt was recently appointed to head the Oregon State Board of Higher Education by
Governor Ted Kulongoski.
Mr. Goldschmidt received the Pioneer Award from University of Oregon in 1982 and was
presented the 1998 Citizen of the Year Award by the Portland Metropolitan Association of
Realtors. In 2000, he received the Aubrey R. Watzek Award from Lewis & Clark College. He
holds honorary degrees from Oregon Health Sciences University, the University of Portland, and
Lewis & Clark College.
Mr. Goldschmidt was born June 16, 1940, in Eugene, Oregon. He is married to Diana Snowden
Goldschmidt, a former executive with Pacific Power and Light. They share four children: Josh, a
Portland police officer; Becca, who works in marketing for R&H Construction; Neilan, who
attends the University of Colorado; and Kirstin, Deputy District Attorney for Multnomah
County. Neil is the proud grandfather of Micaela, born in November 1995, Jaden born in May
1999, and Delaney born in February 2003.
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Gerald Grinstein
Gerald (Jerry) Grinstein is a principal of Madrona Investment Group, LLC, a Seattle-based
investment company, and a strategic advisor to Madrona Venture Fund, a Seattle-based venture
fund. In addition, he is Chief Executive Officer and a member of the Board of Directors of Delta
Air Lines, Inc. (Delta). He previously served as non-executive Chairman of Delta from 1997 to
1999, and thereafter remained on the Board as a director. He is also a director on the Board of
PACCAR Inc., Vans, Inc., and The Brink's Company.
Mr. Grinstein served as non-executive Chairman of the Board of Agilent Technologies from
August 1999 until November, 2002. As Chairman and Chief Executive Officer of Burlington
Northern Inc. (“BNI”), he oversaw the Company's acquisition of Santa Fe Railroad, which
created the nation's largest railroad. Mr. Grinstein was elected to the Board of Directors of BNI
in 1985, was named Vice Chairman in 1987, President and Chief Executive Officer in 1989,
Chairman, President and Chief Executive Officer in 1990, and Chairman and Chief Executive
Officer in 1991. He retired as Chairman and Chief Executive Officer of BNI in 1995.
Before joining BNI, Mr. Grinstein held positions as Chief Executive Officer and Chairman of the
Board of Western Airlines, Inc., and was a partner in the law firm of Preston, Thorgrimson, Ellis
& Holman in Seattle from 1969 to 1983. His prior career includes serving as Chief Counsel to
the U.S. Senate Commerce Committee, Counsel to the Merchant Marine & Transportation
Subcommittee, and Administrative Assistant to U.S. Senator Warren G. Magnuson.
During his tenure at Western Airlines and BNI, Mr. Grinstein had extensive contacts with the
City of Portland and the Port of Portland on issues ranging from economic development to light
rail transit to export facilities. At an earlier time, as a lawyer, he worked on regional energy
issues with the Bonneville Power Administration.
Mr. Grinstein is President of the Board of Regents of the University of Washington, a member of
the Henry M. Jackson Foundation, and serves on the boards of the Seattle Symphony, the Seattle
Foundation, and Long Live the Kings, an organization whose mission is to restore wild salmon
to the waters of the Pacific Northwest.
A native of Seattle, Mr. Grinstein graduated from Yale College in 1954 and Harvard Law School
in 1957.
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Tom Walsh
Tom Walsh is the President of Tom Walsh & Co., a Portland builder of affordable housing.
From 1991 to 1998, Mr. Walsh served as General Manager of Tri-Met, the Portland regional
transit agency. In 1960, he founded Walsh Construction Co., a general contractor specializing
in multi-family construction, where he held the position of Secretary through 1990.
Mr. Walsh has served with many Oregon civic groups, including as Chairman of the Oregon
Roads Finance Committee, Vice Chairman of the Oregon Transportation Commission, and
Chairman of the Glenn Jackson Scholars Program. He has been on the boards of the Oregon
Historical Society and the Lewis & Clark Bicentennial. In addition, Mr. Walsh has served as
Chairman of the Oregon Board of Forestry and as a member of the Oregon Land
Conservation & Development Commission. In 1991, he was appointed as Oregon's
representative to the Endangered Species Committee for the spotted owl.
Mr. Walsh received a B.S. in Engineering from Stanford University in 1962.
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EXHIBIT 12
BREAKDOWN OF INVESTORS IN TPG APPLICANTS

TPG III

TPG IV

Family Investors
6%
Non-US Investors
5%

Family
Investors
8%
Non-US
Investors
12%

Public Pension
Funds
55%

Corporate Pension
Funds and
Endowments
22%

Financial/
Life Insurance
14%

$3,500 million

Public Pension
Funds
45%

Corporate Pension
Funds and
Endowments
15%

Financial/
Life Insurance
20%

$5,800 million
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EXHIBIT 13
SUMMARIES OF SELECT TPG INVESTMENTS
Continental Airlines (NYSE: CAL)
Continental Airlines is the fifth largest airline in the United States, serving destinations
throughout the world through hubs in Houston, Newark and Cleveland.
In 1993, Continental was widely thought of as a poorly run airline, as evidenced by its
results. Continental ranked last out of the ten largest U.S. airlines in all key customer
service areas as measured by the Department of Transportation (“DOT”). It ranked last
in on-time arrivals, baggage handling, customer complaints, and involuntarily denied
boardings. In fact, the company had not posted a profit since 1978. In 1993, however,
TPG believed that the cyclical airline industry was just emerging from a low point in the
economic cycle. Further, although Continental clearly suffered from a host of operational
issues, the company actually enjoyed a low-cost structure, which TPG believed would
ultimately enable the airline to take advantage of the anticipated industry improvement.
The principals of TPG, in conjunction with Air Canada as their partner, led a $6 billion
reorganization of Continental under Chapter 11 of the Bankruptcy Code in 1993. The
reorganization capped over six months of negotiations with various constituencies.
Ultimately, the transaction infused $450 million in capital into the airline and resulted in
one of the largest bankruptcy emergences in U.S. history at that time.
Few industries rival the airline sector for operational complexity. The investment in
Continental was made on the basis that numerous improvements could be made and
executed. The turnaround involved four key elements. First, TPG recruited an
exceptional new management team to help lead the turnaround, led by Gordon Bethune
(formerly of Boeing) and Greg Brenneman. Second, a new business strategy was
implemented. The carrier’s route and hub structure was redesigned, which involved the
divestiture of certain second-tier hubs, including Denver, while rapidly expanding and
investing in promising locations, primarily Newark. Third, management took actions to
improve the efficiency of the airline. These actions included investing in a new fleet of
aircraft, rationalizing lease structures and restructuring long-term indebtedness. Fourth,
and probably most importantly, the company’s culture was revolutionized to change the
way the company approached its business. Management instituted a series of incentives
that were designed to reward employees for meeting certain DOT targets each month—as
Continental’s customers benefited from greater on-time departures and fewer lost bags,
so did Continental’s employees.
As a result of all of these actions, management successfully remade the airline.
Continental dramatically improved its customer service and performance, as evidenced
by its rise from tenth to third in on-time performance and sixth to third in complaint
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ranking in just three years. From a net operating loss of $174 million in 1994,
Continental’s net income grew from $215 million in 1995 and to $387 million in 1998.
TPG sold its interest in Continental in 1998. Two representatives from TPG remained on
the Board of Directors of Continental until 2004.

Oregon Electric/Exhibit 13
Page 3 of 9
Denbury Resources (NYSE: DNR)
Denbury Resources is an oil and gas exploration and production company focused
primarily in Mississippi and Louisiana.
TPG invested in Denbury in 1995 to help fund the company’s growth. At the time,
Denbury had 14.3 million barrels (“MMBOE”) of proven reserves and generated $9.4
million of annual cash flow. TPG was attracted to Denbury’s strong management team
and their focus and specialized expertise in the Mississippi and Louisiana regions. At
that time, many of the major oil and gas companies were divesting their more mature
domestic properties in favor of international expansion. Denbury’s strategy was to
acquire those properties and extract additional production and value out of them,
something Denbury had proven expert at doing but was typically left undone by the
majors given their focus on larger projects.
In 1998, oil prices suffered a steep collapse to $10 per barrel. Given its predominantly
oily reserve base and production, Denbury saw its earnings decline precipitously. TPG
invested an additional $100 million in the company in late 1998 to help the company
strengthen its balance sheet and pay down debt, as well as to position the company to
take advantage of attractive acquisition opportunities in light of the depressed commodity
price environment. TPG’s investment allowed the company to restructure its balance
sheet and to emerge out the oil price cycle as a financially healthy company.
Since that time, Denbury has continued to generate strong grow both organically and
through acquisitions. Today, Denbury has 128 MMBOE of reserves and generates
approximately $200 million of annual cash flow. TPG continues to hold an interest in the
company after nine years, and has three Board seats.
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Del Monte Foods Company (NYSE: DLM)
Del Monte Foods Company produces, distributes and markets branded and private label
food and pet products for the United States retail market. The Company's food brands
include Del Monte, StarKist, Contadina, S&W, College Inn and other brand names, and
its pet food and pet snacks brands include 9Lives, Kibbles 'n Bits, Pup-Peroni and
Pounce.
In 1997, TPG acquired Del Monte Foods from a group of private investors. TPG
partnered with two senior executives who had formerly been with Dole’s packaged foods
business to jointly develop a business plan for the reinvigoration of Del Monte by
extending the brand into new products and new packaging. TPG was attracted to Del
Monte’s strong, one-hundred-year-old brand name and leading market share in the dry
grocery channel and believed that Del Monte would provide a solid foundation from
which to expand the business.
Over the next four years, TPG supported the investment of $227 million to acquire four
complementary brands, including Contadina (canned tomato business), SunFresh (fresh
cut fruit business), and Del Monte Latin America. In 1999, Del Monte went public and,
three years later, in 2002, merged with certain food businesses owned by Heinz,
including pet food, soup, tuna and baby food, to create one of the leading companies in
the dry grocery sector.
Del Monte has experienced substantial growth since TPG’s investment, with revenues
increasing from $1.2 billion in 1996 to over $3 billion today. TPG continues to own an
interest in the company after seven years and has one Board seat.
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Oxford Health Plans (NYSE: OHP)
Oxford is a leading managed care company providing health benefit plans primarily in
New York, New Jersey and Connecticut.
The company enjoyed a period of rapid growth during the early and mid-1990s.
Membership had grown from only 100,000 in 1992 to 2.1 million by 1997, with revenues
totaling over $4 billion. However, by 1997, the company had failed to make the
investments in its information, financial and customer service systems that were
necessary to keep up with its growth. Customer calls were going unanswered, and unpaid
claims were piling up. The company lost the ability to correctly monitor its medical costs
or determine the appropriate amount of reserves it should have. As a result, the company
realized that its costs were higher than it had been accounting for, and the Department of
Insurance in New York threatened to shut the company down unless its reserves were
increased. Oxford required several hundred million dollars to bring its balance sheet into
compliance. In addition, shareholder litigation related to improper financial reporting
threatened to bankrupt the company.
In May 1998, TPG invested approximately $280 million in Oxford and took the lead in
effecting a $710 million comprehensive restructuring to save the company. TPG
believed that, despite the company’s financial, computer systems and litigation troubles,
Oxford was fundamentally a premier franchise in a major market. The company’s core
business was strong, and TPG believed that the company could divest its unprofitable,
non-core operations. Importantly, the managed care industry appeared to be poised for a
cyclical upturn in prices, which would provide some “wind at the back” for the
turnaround. Finally, TPG recruited a new CEO, Dr. Norm Payson (formerly the CEO of
Healthsource), as well as a leading management team, to bring experienced and effective
leadership to the turnaround.
Through a combination of TPG’s guidance and the superior execution of Dr. Payson and
his team, Oxford was able to rebound successfully. The company substantially lowered
its medical costs, with its medical loss ratio declining from 103% at the beginning of
1998 to 91% by the second half of 2000. Overhead costs were also dramatically reduced,
with SG&A declining from $772 million in 1998 to $476 million in 2000, or from 17% to
12% of revenue. The company fixed its systems and reduced its claims inventory from
1.2 million in 1998 down to 455,000 in 2000, and reduced the average processing time
for a claim from 24 days to seven. As a result of all of these initiatives, Oxford’s
EBITDA improved by approximately $900 million, from a loss of $340 million in 1998
to $561 million in 2002.
Oxford remained a public company during TPG’s investment. TPG sold its position
through a series of public market transactions by 2002. One of the TPG partners
responsible for making the investment still remains on Oxford’s board of directors.
Today the company has over $5 billion of revenue and an equity market capitalization of
$4 billion.
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Beringer Wine Estates
Beringer is one of the largest wineries in the United States and is engaged in the
production, marketing and distribution of premium wines. The company’s seven
nationally-recognized brands of premium wines include Beringer, Meridian, Napa Ridge,
Chateau St. Jean, Chateau Souverain, Stags’ Leap Winery and St. Clement. The company
is also the second-largest winery holder of vineyards in the United States, with over 10,000
acres of owned and leased land located in California.
In January 1996, TPG partnered with Beringer’s management team to acquire WineWorld
Estates (subsequently renamed Beringer) from Nestlé for $365 million. TPG believed that
Beringer had a strong brand name and a loyal customer following, but its larger corporate
parent had underinvested in its operations. In addition, TPG believed that the premium
wine sector had attractive long-term growth prospects and that Beringer represented an
attractive foundation from which to harness this growth.
In partnership with the management team, TPG executed a “buy-and-build” strategy by
identifying attractive acquisition opportunities for Beringer. In April 1996, Beringer
purchased Chateau St. Jean, a leading Sonoma winery, for $30 million. This acquisition
expanded the company’s product offerings in the higher-priced segments of the premium
wine business, particularly in Chardonnay, and enabled the company to take advantage of
economies of scale in production, marketing and distribution. Beringer purchased Stags’
Leap Winery for $23 million in 1997 and St. Clement Vineyards in 1999, enhancing the
Company’s position in the higher-priced segments of the premium red wine business. The
company also established a dominant position in the rapidly growing white Zinfandel
market where its product ultimately became the leading wine product sold in the U.S. wine
market.
During TPG’s ownership period, Beringer more than doubled its revenue and EBITDA.
Gross revenue grew from $232 million at the time of TPG’s investment to $439 million in
2000 (annual growth rate of 17%), EBITDA grew from $54 to $114 million and volumes
grew from 5.0 million cases per year to 7.7 million. During this period, TPG supported
$211 million of investment in the business.
The company went public in 1997. TPG did not sell any shares in the offering, but rather
took the company public to raise capital to improve the company’s balance sheet and for
further investment in Beringer’s business. The company was subsequently sold to Fosters
in 2000, at which time TPG sold its investment. The original management team that TPG
had partnered with in 1995 continues to run the Beringer business today.
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Petco (NASDAQ: PETC)
Petco is a leading specialty retailer of premium pet food, supplies and services, with over
600 stores in 43 states. Petco’s stores tend to be located in convenient neighborhood
shopping centers and offer customers a complete assortment of pet-related products at
competitive prices. The company’s store concept combines the broad merchandise
selection and everyday low prices of a pet supply warehouse store with the convenience
and service of a neighborhood store. Ninety percent of Petco’s products cannot be found
in supermarkets or other outlets.
In 1999, despite a long history of robust operating and financial performance, Petco’s stock
languished due in large part to inflated perceptions about competition from Pets.com and
other online pet supply companies. TPG was attracted to Petco’s solid historical
performance and competitive positioning, notwithstanding Internet hype, and believed that
Petco would continue to grow and expand in the future. TPG partnered with another
investment firm and with the existing management team to take the company private in
2000 for approximately $600 million.
Since TPG’s investment, the company’s performance continues to be outstanding. Despite
a challenging retail environment over the last few years, Petco’s same-store sales grew by
8.6% in 2001, 8.0% in 2002, and 5.6% (estimated) in 2003. EBITDA for 2003 is estimated
at $193 million, representing total growth of 65% over the EBITDA level of $117 million
in 2000 at the time of TPG’s investment. With encouragement from the Board, Petco
accelerated its investment in new store openings from an average of 20 stores per year in
the five years prior to TPG’s investment to an average of 40 to 50 stores per year since
2000.
In February 2002, Petco completed an IPO, raising capital to bolster its balance sheet and
invest in the business. TPG continues to hold an interest in the company and has two
directors on the Board.
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MEMC (NYSE: WFR)
MEMC is a worldwide leader in the manufacture of silicon wafers for the semiconductor
industry. The company offers a comprehensive line of wafer products of different sizes
and types to the world’s largest semiconductor manufacturers.
Prior to TPG’s investment in MEMC, 70% of the company was owned by E.ON (a $40
billion German utility conglomerate) and 30% of its equity was publicly traded. E.ON
was also MEMC’s largest creditor, with approximately $1 billion in outstanding loans to
the company, and had invested more than $2 billion in MEMC’s facilities over the
previous five years. Despite significant investment from its parent, MEMC was losing
$80 million a year. Given the continued downturn in the semiconductor market and
mounting losses at the company, E.ON was no longer able or willing to continue to fund
MEMC. E.ON tried unsuccessfully for over a year to divest its stake in the company.
Absent the ability to effect a sale of the company, E.ON seriously considered bankrupting
the company.
Despite MEMC’s precarious condition, TPG decided to acquire E.ON’s stake in MEMC.
TPG’s ultimate belief in the investment came from its insight into the semiconductor
cycle and its belief that the company could materially reduce its cost base. TPG had
previously invested in several other semiconductor companies and had lived through
prior cyclical downturns. In TPG’s view, this cycle was unique in that semiconductor
purchasing was artificially depressed as the market worked down excess inventory,
implying that spending would increase even absent an improvement in end-market
conditions. As a critical raw material to semiconductor manufacturing, the semiconductor
wafer market served by MEMC was experiencing the exaggerated effects of this
inventory phenomenon. TPG’s experience and contacts in the industry helped it
determine that, even in the absence of end market growth, wafer production should
increase robustly as inventory levels were worked through, bringing production and
consumption back into equilibrium.
TPG’s investment in MEMC closed two months after September 11, 2001, in the middle
of the worst downturn in the history of the semiconductor industry. Immediately
following the investment, TPG undertook a series of operational initiatives to contain
costs, rationalize order fulfillment processes and reinvigorate core customer relationships
through direct sales visits. These actions accelerated with the TPG-led recruitment of a
new CEO and a new Board that included former semiconductor industry executives.
Together with new management, TPG helped lead a cost turnaround that brought gross
margins from negative 8% in Q4 2001 to positive 25% in Q4 2002. Cash flow from
operations improved from negative $18 million in Q4 2001 to positive $43 million in Q4
2002, in spite of continued softness in the company’s end markets. Rather than having to
pursue a bankruptcy process, MEMC was able to recapitalize its balance sheet, while
maintaining its headquarters and jobs in St. Louis.
MEMC’s performance has improved dramatically as a result of cost reductions that TPG
initiated and an improvement in the semiconductor market, with current last twelve
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months revenue and EBITDA of $756 million and $167 million, respectively, versus
$500 million and negative $80 million at the time of TPG’s purchase. TPG continues to
control the company today and has two representatives on the Board of Directors.
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EXHIBIT 15
LIST OF AFFILIATES OF TPG APPLICANTS(1)

TPG PARTNERS III, L.P.

TPG PARTNERS IV, L.P.

Burger King
Debenhams(2)
Differentis
DoveBid
Endurance
Findexa
Gate Gourmet
Gemplus
GMP Companies
Kraton
MEMC
Petco
Quintiles
Seagate
Smart Modular(2)
Spirit Amber

Debenhams(2)
Kraton
Smart Modular(2)

(1)

Includes all investments in which TPG Partners III, L.P. or TPG Partners IV, L.P.
has an ownership interest of 5% or more.

(2)

Pending transaction. Ownership is estimated.

Burger King: Burger King is the second largest global quick service restaurant
hamburger chain, with more than 11,000 stores and over $11 billion in system-wide sales.
Debenhams: Debenhams is a British department store, with over 100 stores across the
United Kingdom and Republic of Ireland.
Differentis: Differentis is a management consulting firm focusing on the business of
information technology.
DoveBid: DoveBid is a global provider of capital asset auction and valuation services to
large corporations and financial institutions.
Endurance Specialty Insurance: Endurance is a leading Bermuda-based insurer and
reinsurer, specializing in commercial property and casualty insurance.
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Findexa: Findexa is one of Norway’s largest companies in the business of media and
information, focusing on user and advertiser paid directories, database procurement, and
electronic media products.
Gate Gourmet: Gate Gourmet is a global provider of airline food services. Its airline
customers include Continental, Delta, United, American, Air France, and British
Airways.
Gemplus: Gemplus is a leading provider of smart card enabled technology, products and
services.
GMP Companies: GMP Companies and its subsidiaries acquire, develop, and
commercialize innovative diagnostic and medical device technologies relating to the
treatment and care of diabetes, glaucoma, and genetic diseases, among others.
Kraton: Kraton is a manufacturer of polymers that are used in a variety of products such
as shoes, roofing materials, adhesives, and packing materials.
MEMC Electronic Materials: MEMC is a worldwide leader in the manufacture of
silicon wafers for the semiconductor industry.
Petco Animal Supplies: Petco is a leading specialty retailer of premium pet food,
supplies and services, with over 600 stores in 43 states.
Quintiles: Quintiles helps improve healthcare worldwide by providing a broad range of
professional services, information and partnering solutions to the pharmaceutical,
biotechnology and healthcare industries.
Seagate Technology: Seagate is a worldwide leader in the design, manufacturing, and
marketing of rigid disc-drives, the primary medium for storing electronic information.
Smart Modular: Smart Modular is a leading designer and manufacturer of memory
modules and memory cards and communications products.
Spirit Amber: Spirit Amber is the largest managed pub business in the United Kingdom
with approximately 2,500 pubs.

Exhibit 15.rtf

BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON
UM 1121

In the Matter of the Application of OREGON
ELECTRIC UTILITY COMPANY, LLC, TPG
PARTNERS III, L.P., TPG PARTNERS IV, L.P.,
MANAGING MEMBER LLC, NEIL
GOLDSCHMIDT, GERALD GRINSTEIN, and
TOM WALSH for an Order Authorizing Oregon
Electric Utility Company, LLC to Acquire
Portland General Electric Company

EXHIBIT 16
BIOGRAPHIES
OF
TPG APPLICANTS

ATER WYNNE LLP
222 SW COLUMBIA, SUITE 1800
PORTLAND, OR 97201-6618
(503) 226-1191

Oregon Electric/Exhibit 16
Page 1 of 2
EXHIBIT 16
David Bonderman
David Bonderman is a founder of Texas Pacific Group and serves as a principal and general
partner of the firm.
Prior to forming TPG in 1993, Mr. Bonderman was Chief Operating Officer of the Robert
M. Bass Group, Inc. (now doing business as Keystone, Inc.) in Fort Worth, Texas. Prior to
joining RMBG in 1983, Mr. Bonderman was a partner in the law firm of Arnold & Porter in
Washington, D.C., where he specialized in corporate, securities, bankruptcy and antitrust
litigation. From 1969 to 1970, Mr. Bonderman was a Fellow in Foreign and Comparative
Law in conjunction with Harvard University and from 1968 to 1969, he was Special
Assistant to the U.S. Attorney General in the Civil Rights Division. From 1967 to 1968, Mr.
Bonderman was Assistant Professor at Tulane University School of Law in New Orleans.
Mr. Bonderman serves on the Boards of the following public companies: CoStar Group, Inc.;
Ducati Motor Holding, S.p.A.; Gemplus International S.A.; ProQuest Company; Ryanair
Holdings, plc; and Seagate Technology. He also serves on the Boards of The Wilderness
Society, the Grand Canyon Trust, the World Wildlife Fund, and the American Himalayan
Foundation.
Mr. Bonderman graduated Magna Cum Laude from Harvard Law School in 1966. He was a
member of the Harvard Law Review and a Sheldon Fellow. He is a 1963 graduate of the
University of Washington in Seattle.
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Kelvin Davis
Kelvin Davis is a partner at Texas Pacific Group where he is responsible for investments
across a variety of industries, including the energy and power sector.
Prior to joining TPG in 2000, Mr. Davis was President and Chief Operating Officer of
Colony Capital, Inc., a private international real estate-related investment firm based in Los
Angeles. Previously, Mr. Davis was a principal of RMB Realty, Inc., the real estate
investment vehicle of Robert M. Bass. He has also worked at Goldman, Sachs & Co. in New
York City and with Trammell Crow Company in Dallas and Los Angeles.
Mr. Davis is a director of Kraton Polymers, LLC and DS Waters, LP and is the past
Chairman and a current director of Los Angeles Team Mentoring, Inc., a charitable
mentoring organization. He is also on the Board of Overseers at the Huntington Library, Art
Collections and Botanical Gardens.
Mr. Davis earned a B.A. degree (Economics) from Stanford University and an M.B.A. from
Harvard University, where he was a Baker Scholar, a John L. Loeb Fellow, and a Wolfe
Award recipient.
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EXHIBIT 20
Estimated Capitalization – Portland General Electric
(dollars in millions)
Estimated
At
Closing (1)
Cash (2)
Revolver (3)
First Mortgage Bonds
Pollution Control Bonds
Other Debt (4)
Total Debt
Preferred Stock

% of Total
Capitalization

Estimated
12 Months
Post Closing

$10
600
194
250
1,044

$10
680
194
222
1,096

22

19

% of Total
Capitalization

Total Debt & Preferred Stock

1,066

51%

1,115

51%

Shareholders’ Equity

1,040

49%

1,092

49%

Total Capitalization

$2,107

100%

$2,207

100%

(1)

For illustrative purposes, closing is estimated to be on December 31, 2004. Proposed transaction is
expected to have no impact on PGE’s capital structure. Estimates for 2004 based on management
guidance.
(2)

Assumes cash in excess of $10 million will be dividended to Oregon Electric and used to fund the
transaction.

(3)

Oregon Electric’s plan is to establish a new $250 million revolver at PGE which will be available at
closing but is expected to be undrawn.

(4)

Represents short term debt, long term debt due within one year, conservation bonds, QUIDS and
other long term debt.
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Estimated Capitalization – Oregon Electric
(dollars in millions)
Estimated
At
Closing (1)

% of Total
Capitalization

Estimated
12 Months
Post Closing

% of Total
Capitalization

Cash
Revolver (2)
Term Loans (3)
Senior Notes (3)
Total Debt

582
125
707

Total Debt
Shareholders’ Equity (4)

707
525

57%
43%

704
550

56%
44%

$1,232

100%

$1,253

100%

Total Capitalization

579
125
704

(1)

For illustrative purposes, closing is estimated to be on December 31, 2004.

(2)

A new $100 million revolver will be available but is expected to be undrawn at closing.

(3)

Precise allocation between Term Loans and Senior Notes is illustrative and may change at time
financing is executed. Senior Notes issuance will likely range from $100 million to $200 million.
(4)

Shareholders’ equity at closing unadjusted for transaction fees and expenses.
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Estimated Transaction Sources and Uses at Closing (1)
(dollars in millions)

Uses

Sources

Base Purchase Price
Estimated Purchase Price Adjustment (2)
Transaction Fees and Expenses
Total Uses

$1,250
151
70
$1,471

PGE Dividend

$239

Oregon Electric Debt

707

Oregon Electric Equity

525

Total Sources

$1,471

(1)

For illustrative purposes, closing is estimated to be on December 31, 2004.

(2)

Purchase price adjustment includes estimated PGE earnings from January 1, 2003 to closing.
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