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Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 1 

OCCUPATION. 2 

A. My name is Bryan Conway.  My business address is 550 Capitol Street 3 

NE, Suite 215, Salem, Oregon 97301-2551.  I am employed by the Public 4 

Utility Commission of Oregon (OPUC) as the Program Manager of the 5 

Economic and Policy Analysis Section in the Economic Research and 6 

Financial Analysis Division. 7 

Q. ARE YOU THE SAME BRYAN CONWAY WHO SPONSORED 8 

STAFF/1100?   9 

A. Yes.  My Witness Qualifications Statement is found on Exhibit Staff/1101, 10 

Conway/1.   11 

Q. HAVE YOU PREPARED AN EXHIBIT? 12 

A. Yes, I have prepared Staff Exhibit 1201 consisting of 53 pages and Staff 13 

Exhibit 1202 consisting of 6 pages. 14 

Q. WHAT IS THE PURPOSE OF THIS TESTIMONY? 15 

A. The purpose of my testimony is to review the cost of long-term debt for 16 

Portland General Electric (PGE or Company).   17 

 18 

Summary Recommendation 19 

Q. WHAT IS YOUR SUMMARY RECOMMENDATION? 20 

A. I recommend the Commission reject the Company's proposed cost of 21 

long-term debt and adopt Staff's recommendation of 6.30 percent.   22 

 23 
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Embedded Cost of Long-Term Debt 1 

Q. WHAT IS LONG-TERM DEBT? 2 

A. Long-term debt is debt with a maturity of more than one year.   3 

Q. WHAT IS PGE'S PROPOSED COST OF LONG-TERM DEBT? 4 

A. In Exhibit PGE/1100, Hager-Valach/3, PGE proposes its embedded cost 5 

of long-term debt be 6.69%.  On August 4, 2006, PGE updated its cost of 6 

debt estimate to 6.826%  7 

Q. HOW DID PGE ARRIVE AT THE 6.826% FIGURE? 8 

A. PGE follows the same process it used to calculate the embedded cost of 9 

preferred stock except it assumed a new debt issuance (i.e., pro forma 10 

debt).  PGE similarly used an average monthly balance approach for 11 

some of its pro forma debt.   12 

Q. WHAT IS STAFF'S FORECAST OF PGE'S EMBEDDED COST OF 13 

LONG-TERM DEBT? 14 

A. I recommend an embedded cost of long-term debt of 6.30 percent.  (See 15 

Staff/1201, Conway/1.)   16 

Q. WHAT TYPES OF ADJUSTMENTS DO YOU MAKE TO PGE'S 17 

EMBEDDED COST OF LONG-TERM DEBT? 18 

A. While I made numerous adjustments to PGE’s analysis, my adjustments 19 

fell into three general categories.  The first category is corrections.  With 20 

these adjustments I correct mathematical errors as well as judgment 21 

errors regarding how debt is reflected going forward.  The second 22 

category is the more typical cost of debt adjustment where I re-price 23 
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PGE’s pro forma or replacement debt to be consistent with current interest 1 

rates.  The third category of adjustments includes adjustments I use to 2 

remove increases in PGE’s cost of debt due to the Enron situation.   3 

Q. PLEASE DESCRIBE THE ADJUSTMENTS IN YOUR FIRST 4 

CATEGORY. 5 

A. I made two corrections to PGE’s analysis.  I found that PGE’s calculations 6 

for the internal rate of return (IRR) did not match the IRR calculation from 7 

my Excel worksheet. Accordingly, I recalculated PGE’s IRR for each debt 8 

issuance.  While the correction was not consistently in one direction or 9 

another, the result was a slightly lower embedded cost of debt.   10 

The second correction I made was to use the actual amount of the 11 

planned issuance rather than the “average” gross proceeds from PGE’s 12 

analysis.  PGE projects that it will issue $100 million around July 2007, but 13 

uses a monthly average balance for 2007 of $54 million for the gross 14 

proceeds rather than the full amount of the expected issuance.  Because 15 

the fees are not similarly “averaged,” the resulting IRR is inflated.  Further, 16 

because the assumed debt in 2007 is less expensive than PGE’s 17 

embedded cost of debt, assuming a lower balance inflates PGE’s estimate 18 

of its overall embedded cost of debt.   19 

Q. PLEASE DESCRIBE THE ADJUSTMENTS IN YOUR SECOND 20 

CATEGORY. 21 
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A. I made two adjustments in this category.  First, I removed “losses on 1 

reacquired debt.”  Second, I re-priced PGE’s pro forma debt issuance to 2 

reflect updated interest rates and spreads.   3 

Q. WHY DID YOU REMOVE THE LOSSES ON REACQUIRED DEBT 4 

FROM YOUR CALCULATION OF THE EMBEDDED COST OF DEBT? 5 

A. There are several reasons for excluding the losses on reacquired debt.  6 

First, the losses on reacquired debt should not be reflected in rates 7 

because the debt securities are no longer outstanding and no replacement 8 

debt has been identified.  Second, the expenses are non-recurring in 9 

nature, and as such should not be included in rates.  Third, PGE did not 10 

show that customers were best served by the early redemption.  In other 11 

words, there is no reliable evidence that customers benefited from the 12 

early redemption of the debt securities.  (See PGE’s response to Staff DR 13 

190 attached as Staff/1201, Conway/2.) 14 

Q. HAS THE COMMISSION PREVIOUSLY RULED ON THE INCLUSION 15 

OF UNAMORTIZED EXPENSES ASSOCIATED WITH REACQUIRED 16 

SECURITIES? 17 

A. Yes.  In Docket No. UE 116, the Commission excluded the unamortized 18 

expense associated with PacifiCorp’s Quarterly Income Debt Securities 19 

(QUIDS) because the securities were no longer outstanding and 20 

PacifiCorp had not replaced them with new debt, they were not recurring 21 

and also, PacifiCorp had not shown how early redemption of the securities 22 
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benefited customers.  See Order 01-787 at 19.  The Commission decision 1 

in that case remains sound and should be applied in this case. 2 

Q. WHY SHOULD CONTEMPORANEOUS INTEREST RATES AND 3 

SPREADS BE USED?   4 

A. Spreads and interest rates are not independent.  Historically, spreads 5 

decline as interest rates rise.  This phenomenon is demonstrated by  6 

Chart 1.  Further, many other factors can impact spreads, such as the 7 

credit quality of the utility, its parent’s credit quality, and the credit 8 

industries comfort with management’s direction and the energy industry as 9 

a whole.   10 

 Chart 1:   11 

Historic Monthly Interest Rates and Corporate Spreads
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Q. PLEASE EXPLAIN HOW YOU OBTAINED YOUR ESTIMATE OF THE 1 

CREDIT SPREAD FOR THE PRO FORMA DEBT.   2 

A. I accepted PGE’s estimate for its current spread over Treasuries for a 10-3 

year maturity of 90 basis points.  (See PGE’s response to Staff Data 4 

Request No. 55, attached as Staff/1201, Conway/3-4.)   5 

Q. PLEASE EXPLAIN YOUR DECISION TO ASSUME A 10-YEAR 6 

MATURITY FOR THE PRO-FORMA DEBT SERIES.   7 

A. Staff generally advocates for a 5-, 7-, and 10-year maturity assumption 8 

when estimating the cost of debt for a utility.  In this case, Staff is 9 

assuming an average maturity of 10 years based partially on the current 10 

interest rate environment and relatively flat yield curve.  If the Commission 11 

were to determine that a forward interest rate should be applied in this 12 

case, then Staff would support a shorter average maturity assumption 13 

unless the Commission also finds that the current interest rate 14 

environment will persist and the yield curve will remain flat.   15 

It is important to note that the Commission is setting a price for 16 

incremental debt, not a maturity schedule.  If the Company is able to issue 17 

lower-cost debt, then shareholders benefit.  Because the Company can 18 

choose to issue debt of a shorter maturity, and therefore save on interest 19 

expense, assuming too long of a maturity for replacement debt only 20 

increases the potential gains to shareholders at the expense of customers.  21 

Given the relatively flat yield curve in today’s rates, Staff supports the 22 

longer-term maturity assumption of 10 years.   23 
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Q. WHAT IS STAFF’S RESULTING ESTIMATED INTEREST RATE FOR 1 

THE PRO FORMA DEBT?   2 

A. I used the current yield on a reference 10-year Treasury bond on August 3 

17, 2006, which was 4.87% (See Staff/1201, Conway/5.)  Assuming 4 

PGE’s estimated issuance costs on its most recent $100 million issuance 5 

(approximately 10 basis points) and PGE’s estimated credit spread, my 6 

projected cost of pro forma debt is (0.90 + 4.87 + .10) = 5.87%.     7 

Q. PLEASE DESCRIBE THE ADJUSTMENTS IN YOUR THIRD 8 

CATEGORY. 9 

A. I made six adjustments in this category.  Specifically, I re-priced six 10 

issuances negatively affected by Enron’s ownership.   11 

Q. WHY DID YOU RE-PRICE DEBT AFFECTED BY ENRON’S 12 

OWNERSHIP OF PGE?  13 

A. I re-priced the debt, including fees, to ensure that the impact of Enron’s 14 

ownership on PGE’s cost of debt is excluded from rates.  This is 15 

consistent with Condition No. 6 from Order No. 05-1250, dated December 16 

14, 2005, which states, 17 

6.  (a) PGE agrees not to seek recovery of increases in the allowed 18 
return on common equity and other costs of capital (i) due to Enron’s 19 
ownership of PGE or (ii) caused by the ownership by the Reserve of 20 
25% or more of PGE’s issued and outstanding common stock.  These 21 
capital costs refer to the costs of capital used for purposes of rate 22 
setting, avoided cost calculations, affiliated interest transactions, least 23 
cost planning, and other regulatory purposes.   24 
 (b) PGE agrees not to seek recovery of increases in PGE’s 25 
revenue requirement that result from Enron’s ownership of PGE. 26 
 (c) In connection with Conditions 6(a) (i) and 6(b), PGE shall not 27 
make any distribution to shareholders that would cause PGE’s 28 



Docket UE 180 Staff/1200 
Conway/8 

  

common equity capital to fall below the level specified in Condition 5 1 
plus $40 million.  PGE has agreed to maintain this additional $40 2 
million during the pendency of PGE’s next general rate case to assure 3 
PGE’s financial capacity to absorb adjustment(s), if any, in PGE’s 4 
revenue requirement resulting from Conditions 6(a)(i) and/or 6(b).    5 
 (d) Condition 6(c) shall expire thirty (30) days after the PGE 6 
tariffs approved in PGE’s next general rate case become effective, 7 
without regard to any appeal of the Commission’s order approving 8 
such tariffs.   9 
 10 

Q. WHEN DID ENRON FILE FOR BANKRUPTCY?  11 

A. Enron filed for bankruptcy on December 2, 2001.   12 

Q. WHAT AFFECT DID ENRON’S BANKRUPTCY HAVE ON PGE?  13 

A. Enron’s bankruptcy interjected much uncertainty regarding the future of 14 

PGE.  As would be expected, this uncertainty resulted in higher costs of 15 

borrowing.  Additionally, because PGE was owned by Enron, it had to rely 16 

upon the debt markets and retained earnings for its sources of capital.  I 17 

believe this left PGE in a precarious situation where it needed to rely upon 18 

the debt markets at a time when PGE’s future was uncertain.   19 

Q. WAS ENRON’S BANKRUPTCY THE ONLY EVENT YOU CONSIDERED 20 

TO HAVE A NEGATIVE EFFECT ON PGE’S COST OF DEBT?   21 

A. No.  Enron was attempting to sell PGE just prior to Enron’s bankruptcy.  22 

Standard & Poor’s downgraded PGE by one notch based, in part, on the 23 

pending sale I consider this event, as well as the bankruptcy, to set an 24 

assumed baseline credit rating.  (See Staff/1201, Conway/6-7.) 25 

Q. WHAT DO YOU ASSUME AS THE BASELINE CREDIT RATING FOR 26 

PGE?   27 
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A. I assume PGE has an A rating as it did on November 29, 2001, just prior 1 

to Enron’s bankruptcy for most of my adjustments.  (See Exhibit 2 

Staff/1202, Conway/1-6.) 3 

Q. WHICH ISSUANCES DID YOU IDENTIFY AS BEING AFFECTED BY 4 

ENRON’S OWNERSHIP?  5 

A. I have identified the following six issuances as being affected by Enron’s 6 

ownership: 7 

  1.  $100 million 5.6675% Series issued October 28, 2002 8 

  2.  $150 million 8.125% series issued October 10, 2002 9 

  3.  $50 million 5.279% Series issued April 8, 2003 10 

  4.  $50 million 5.35% Series issued August 4, 2003 11 

  5.  $50 million 6.75% Series issued August 4, 2003 12 

  6.  $50 million 6.875% Series issued August 4, 2003 13 

 The first three of these issues were issued under Order 02-477, which 14 

states,  15 

“[t]he interest rate spreads generally appear to be somewhat high, though 16 
given the financial pressures that the Company has faced since the Enron 17 
bankruptcy filing, such would be anticipated and are in line with recent 18 
Commission financing decisions.”   19 

 20 

Q. DO YOU HAVE ANY OTHER EVIDENCE THAT PGE’S COST OF 21 

CAPITAL AND COST OF DEBT WAS NEGATIVELY AFFECTED BY 22 

ENRON ISSUES?   23 

A. Yes.  I have attached Commission orders in several financing dockets 24 

initiated by PGE.  (See Staff/1201, Conway/8-47.)  The Commission 25 
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issued the orders between October 31, 2001, which is only a few weeks 1 

prior to the time Enron declared bankruptcy, and May 31, 2003. The 2 

following is a listing of the orders, including a brief discussion:   3 

 4 

Order No. 01-911 (October 31, 2001) 5 

On August 14, 2001, PGE obtained Commission authority to issue and 6 

sell up to $250 million fixed mortgage bonds (Bonds) and/or senior 7 

unsecured debt (Debt), subject to certain conditions.  (OPUC Order 8 

No.01-726; Docket No. UF 4179.)  One of the conditions limited the fixed 9 

interest spreads for the Bonds and Debt to a defined table of spreads.  In 10 

October 2001, PGE asserted that due to changes in capital markets, the 11 

previously authorized spreads did not allow it access to the Bond or Debt 12 

markets.  Statements made by PGE’s chief financial officer at a December 13 

10, 2001 Special Public Meeting, which are set forth below, make clear 14 

that the “changes” in markets necessitating the increase were the markets’ 15 

reactions to events unfolding at Enron.   16 

   17 

Order No. 01-1048 (December 10, 2001) 18 

Soon after the Commission’s October 31, 2001 order increasing the 19 

authorized rate spreads for the issuances authorized in UF 4179, PGE 20 

requested that they be increased again.  PGE filed its application on 21 

December 5, 2001, and requested that the issue be taken up as soon as 22 
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possible at a Special Public Meeting1.  At the meeting, held on December 1 

10, 2001, PGE’s chief financial officer, Jim Piro, made clear that the need 2 

for the increased spreads was primarily due to Enron:  3 

[Chairman Hemmingway:] Do you perceive this difference to be 4 
entirely due to the Enron problems or are there things endemic within 5 
PGE itself or the market for securities that caused this change?   6 
 7 
[Jim Piro:]  Tough question because markets are looking at lots of 8 
things but primarily I would say this is the result of the Enron situation.  9 
The markets’ uncertainty around the bankruptcy and trying to 10 
understand kind of how we fit in the overall picture with Enron.  We did 11 
issue an 8-k last week to try to clarify that to the market place.  How we 12 
are situated relative to Enron.  But clearly, as the market is trying to 13 
sort out what is going on with Enron that has had some affect on our 14 
credit rating as well as our cost of capital. 15 

  16 
 Additionally, Jay Dudley, PGE’s counsel, gave the following assurance: 17 

 [Jay Dudley:]  We have made a commitment to the Commission that 18 
no issuances under this would affect the [sic], would increase the 19 
overall cost of capital that we have.  And we made that undertaking 20 
and after discussions with Staff to be sure that the public interest would 21 
be protected. 22 

 23 

 Order No. 02-292 (April 24, 2002)  24 

This Order approved PGE’s request to issue debt insured by a third party.  25 

This was described as an “interim solution.”   26 

 27 

Order 02-384 (June 10, 2002)  28 

In Docket No. UF 4188, PGE requested authority to issue up to $300 29 

million of First Mortgage Bonds to secure the Company’s short-term  30 

                                            
1 The audio file from the December 10, 2001 Special Public Meeting can be found at 
http://apps.puc.state.or.us/agenda/audio/2006/exhibit/spm12102001.mp3 
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revolving credit facilities.  The Commission’s order approving the request 1 

incorporates the following language:  “PGE’s request is in response to the 2 

financial pressures placed on the Company as a result of the Enron 3 

bankruptcy proceedings.”  (Order No. 02-384, App. A at 2.) 4 

 5 

Order No. 02-444 (July 9, 2002)  6 

On September 21, 2001, PGE obtained authority to borrow up to $100 7 

million from Enron.  The Commission specified, however, that the interest 8 

rate had to be less than or equal to PGE’s commercial paper rate on the 9 

date the loan issued.  (OPUC Order No. 01-838; UF 4182.)  Subsequently, 10 

PGE asked that the Commission modify the restriction on the interest rate 11 

because it did not have access to the commercial paper market.  (OPUC 12 

Order No. 02-444, App A at 2 (Commission adopting staff’s statement that 13 

“[c]ompany has represented that neither PGE nor Enron has access to the 14 

commercial paper market.”)).  15 

  16 

Order No. 02-477 (July 26, 2002)  17 

On July 26, 2002, the Commission issued an order authorizing PGE to 18 

issue and sell First Mortgage Bonds (FMB) not to exceed $300 million.  In 19 

that order, the Commission noted that PGE had recently received 20 

authorization for a $250 million issuance of FMB’s but had not been able 21 

to complete the authorized transaction, and that the current authorization 22 

was intended to address PGE’s problem: “Order 02-292 was issued to 23 
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provide the requested authority.  To date, the Company has not been able 1 

to issue under that Order.  The current application is designed to offer 2 

more flexible terms while not discounting the potential for finalizing the 3 

prior transaction.”  Additionally Order No. 02-477 states that “[t]he interest 4 

rate spreads generally appear to be somewhat high, though given the 5 

financial pressures that the Company has faced since the Enron 6 

bankruptcy filing, such would be anticipated…”   7 

 8 

Order No. 03-317 (May 21, 2003)  9 

In Order No. 03-317, the Commission authorized PGE to secure its 364-10 

day Revolving Line of Credit with up to $200 million of FMBs.  The Order 11 

states, “PGE represents that the requirement for the FMBs as a security 12 

for the Revolver is due in large part to the economic pressures that face 13 

the Company resulting from Enron’s bankruptcy filing.  It is not clear when 14 

the pressures will be reduced and when the Company can cost-effectively 15 

remove the underlying security offered by the FMBs from the LOC.”   16 

 17 

Q. HAS PGE MADE ANY OTHER STATEMENTS THAT SUPPORT YOUR 18 

ASSERTION THAT ITS COST OF CAPITAL HAS BEEN NEGATIVELY 19 

AFFECTED BY ENRON? 20 

A. Yes.  PGE has made numerous statements in its filings with the SEC.  In 21 

its Form 10-K filed on 4/16/2002, PGE states, 22 
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In late 2001, credit rating agencies reviewed their ratings of the 1 
Company in response to the announced Stock Purchase Agreement 2 
for the sale of PGE to NW Natural and uncertainties surrounding 3 
PGE's ability to remain fully insulated from the current financial 4 
difficulties faced by Enron in bankruptcy. As a result of these reviews, 5 
the Company's ratings were lowered to their current levels, which are 6 
investment grade. PGE has experienced higher interest rates for 7 
commercial paper and other short-term borrowings as a result. 8 
 9 

 In PGE’s Form 10-K filed March 17, 2003, PGE states, 10 

PGE's secured and unsecured debt ratings continue to be investment 11 
grade from both Moody's Investors Service (Moody's) and Standard 12 
and Poor's (S&P), with Fitch Ratings (Fitch) currently carrying a below 13 
investment grade rating on the Company. In their 2002 reviews of PGE 14 
ratings, credit agencies cited PGE's reduced financial flexibility 15 
resulting from its status as a subsidiary of an insolvent parent (Enron), 16 
a difficult capital market environment, and uncertainty regarding 17 
ongoing federal investigations into the Company's energy trading 18 
activities in the western U.S. power markets. Also cited in such reviews 19 
was the expectation that PGE would be sold, the significant credit 20 
enhancement and strengthened liquidity resulting from PGE's creation 21 
of a ring fence structure (described in the following paragraph), as well 22 
as the Company's fundamentally sound operations, healthy 23 
capitalization ratios, and levels of earnings and cash flows.  24 
 25 

Q. IS THERE ANY OTHER DOCUMENT YOU WOULD LIKE TO 26 

REFERENCE?   27 

A. Yes.  In an August 8, 2002, release FitchRatings states,  28 

Based upon the company’s representations, substantive consolidation 29 
of PGE in the bankruptcy of Enron seems unlikely due to the separate 30 
operation of the utility under its own name, separate officers, 31 
maintenance of separate books and records, avoidance of 32 
commingling of cash and assets, and practices consistent with Oregon 33 
Public Utility Commission conditions in approving the acquisition of 34 
PGE by Enron.  Since any attempt to consolidate PGE with Enron in 35 
bankruptcy is not likely to succeed, there is no apparent advantage to 36 
any creditors of Enron or Enron management to force PGE into 37 
bankruptcy.  Thus, Fitch’s ratings of PGE do not anticipate near-term 38 
bankruptcy of the utility, but do contemplate continued reduced 39 
financial flexibility, access to funding sources and potential exposure 40 
as a member of the Enron control group relating to tax and employee 41 
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benefit liabilities and other contingencies.  (See PGE’s response to 1 
Staff Data Request No. 60, Attachment 060-A pages 58-59 attached 2 
as Staff/1201, Conway/48-49.) 3 

 4 
Q. WHAT DO YOU CONCLUDE FROM YOUR REVIEW OF THIS FITCH 5 

RELEASE?   6 

A. I conclude the ring fencing implemented by this Commission did not fully 7 

insulate PGE from the Enron situation.   8 

Q. WHAT DO YOU CONCLUDE FROM YOUR REVIEW OF THE 9 

COMMISSION ORDERS, PGE’S 10-KS, AND THE FITCH RELEASE 10 

DISCUSSED ABOVE?   11 

A. I conclude that PGE’s cost of debt is higher today due to the Enron 12 

situation. 13 

Q. PLEASE DISCUSS YOUR TREATMENT OF THE FIRST ENRON-14 

AFFECTED DEBT ISSUANCE.   15 

A. The $100 million 5.6675% Series issued October 28, 2002, had an 16 

issuance cost of over $12 million (or 12 percent).  In contrast, PGE’s most 17 

recent debt issuances had issuance costs, on average, of 0.68 percent.  18 

The high issuance costs associated with the 5.6675% Series issued 19 

October 28, 2002, are the result of PGE choosing to have the FMBs 20 

insured by Ambac.  To offset the Enron effect, I re-priced the bonds 21 

assuming PGE was A rated as they were in November of 2001 and 22 

assumed an all-in interest rate of 5.19%.  I estimated the 5.19 percent 23 

based on NW Natural’s projected spreads for January 2003 and PGE’s 24 
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fees for its next 10-year issuance in 2003.  (See Staff/1102, Conway/50-1 

51.) 2 

Q. PLEASE DISCUSS YOUR TREATMENT OF THE SECOND ENRON-3 

AFFECTED DEBT ISSUANCE.   4 

A. The second issuance is the $50 million 5.279% Series issued April 8, 5 

2003.  This debt series had an issuance cost of over $4 million (or 8.4 6 

percent).  The high issuance costs are the result of PGE choosing to have 7 

the FMBs insured by Ambac.  I assumed the same interest rate as I did for 8 

the 5.6675% Series issued October 28, 2002.   9 

Q. WHAT HAPPENED TO INTEREST RATES BETWEEN OCTOBER 28, 10 

2002, AND APRIL 8, 2003?  11 

A. Interest rates remained relatively stable over that period of time.  Chart 1 12 

shows the 10-year Treasury rate over the time period and highlights the 13 

January 2003 time frame for comparison purposes. 14 
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Ten-Year Treasury Rates
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 1 

Q. PLEASE DISCUSS YOUR TREATMENT OF THE THIRD ENRON-2 

AFFECTED DEBT ISSUANCE.   3 

A. The third issuance is the $150 million 8.125% Series issued October 10, 4 

2002.  PGE redeemed this debt issuance using a make-whole premium 5 

under which PGE pays a premium intended to make the lender indifferent 6 

between remarketing the bond at a lower rate and the interest the lender 7 

would receive from PGE.  This premium was approximately $12.9 million.  8 

The two debt series to which PGE allocated this premium are the $175 9 

million 6.31% series issued April 1, 2006, and the $100 million 6.26% 10 

issued April 1, 2006.  My adjustment simply removes the $12.9 million of 11 

unamortized costs associated with a make-whole call.    12 
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Q. PLEASE DISCUSS YOUR ADJUSTMENTS TO THE THREE 1 

REMAINING DEBT SERIES PGE ISSUED IN AUGUST OF 2003.   2 

A. On August 4, 2003, PGE issued three debt series with maturities of 10, 3 

20, and 30 years.  Rather than compare PGE to an “A” rated company or 4 

NW Natural, I chose PacifiCorp as the proxy company.  PacifiCorp shared 5 

many characteristics with PGE during 2003, geographic market (Western 6 

US) and Oregon regulation.  There are differences, of course, such as 7 

PGE’s more equity-rich capital structure and PGE’s parent, Enron.  On 8 

November 29, 2001, PGE was rated “A” while PacifiCorp was rated A3 by 9 

Moody’s (A- by S&P) in part due to the Western Energy Crisis.  (See 10 

Moody’s release regarding PacifiCorp attached as Staff/1201, Conway/52-11 

53.)  In 2003, PacifiCorp was still rated A-, but PGE had fallen to BBB+.  12 

Also, in September 2003, PacifiCorp issued 10-year debt with a coupon 13 

rate of 5.45 percent.  In contrast, PGE’s 10-year issuance from August 14 

2003 was 5.625 percent, a difference of 0.275 percent.  I assume this 15 

difference between two Oregon utilities is due to PGE’s relationship with 16 

Enron and I subtract 27.5 basis points from each of the three PGE August 17 

issuances.   18 

Q. DO YOU PROPOSE ANY ADJUSTMENTS FOR THE DEBT PGE 19 

ISSUED IN 2006, OR PLANS TO ISSUE IN 2007? 20 

A. No. 21 

Q. WHAT IS THE OVERALL AFFECT OF YOUR ADJUSTMENTS 22 

RELATED TO THE ENRON SITUATION? 23 
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A. The effect of my adjustments categorized as “removing increases in 1 

PGE’s cost of debt due to the Enron situation” is a decrease to PGE’s 2 

embedded cost of debt of approximately 41 basis points.  I estimate this 3 

difference to be worth approximately $4.1 million annually on a pretax 4 

basis, or $2.4 million after taxes.  5 

Q. DO YOU PROVIDE A TABLE THAT OUTLINES YOUR ADJUSTMENTS 6 

TO PGE’S COST OF DEBT? 7 

A. Yes. Table 1 shows the various adjustments I made to PGE’s cost of debt 8 

and the corresponding estimated annual revenue impact.   9 

Table 1: 10 

 11 

 12 

 13 

 14 

 15 

 16 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 17 

A. Yes.   18 

CATEGORY BASIS POINT 
ADJ. 

EST. REVENUE 
IMPACT 

(PRE-TAX/POST-
TAX) 

No. 1 & No. 2 12 $1.2M/$0.706M 

No. 3  41 $4.1M/$2.4M 

Total  $5.3M/$3.1M 
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