
OREGON PUBLIC UTILITY COMMISSION REJECTS UTILITIES’ PROPOSAL FOR 
PENSION COST RECOVERY 

 
On August 3, 2015, the Oregon Public Utility Commission issued a final order in its long-running 
investigation into the way utility pension costs are treated in rates. The order rejects the utilities’ 
proposal to include their “prepaid pension assets” in rate base and re-affirms the Commission’s long-
standing practice of only allowing utilities to collect from customers their pension expense under 
Financial Accounting Standard 87 (FAS 87). The Commission’s final order adopts the policy 
arguments Davison Van Cleve (“DVC”) made in briefing and oral argument representing customer 
interests. 
 
All of Oregon’s IOUs recover their pension costs under FAS 87, an accrual method of accounting. 
When the amount of FAS 87 collected is less than cumulative contributions to the pension plan, the 
utilities record a prepaid pension asset. Utilities can also over-collect FAS 87, in which case they 
record an “accrued pension liability” on their books. The utilities stated that they had accumulated 
large prepaid pension assets, primarily due to the 2008 market crash and accelerated funding 
requirements under the Pension Protection Act, that were likely to continue growing. They argued 
that their investors had funded these prepaid pension assets, which incurred a financing cost that 
was going uncompensated. The utilities argued that including these assets in rate base would allow 
them to earn a return on them and, therefore, recover that financing cost. 
 
In briefing and oral argument, DVC argued that the utilities had not shown that their prepaid pension 
assets were likely to be long-lasting, noting that two of the utilities had lower prepaid pension asset 
balances currently than they did in 2008. DVC also argued that the timing of the utilities’ request was 
opportunistic in that they were requesting rate base treatment for these assets when they were at 
their highest level, but had not correspondingly reduced rate base in prior years when they had 
accrued pension liabilities on their books. DVC further noted that the prepaid pension asset is not a 
traditional rate base item that depreciates on a straight-line basis. Rather, it fluctuates significantly in 
value, meaning that the amount included in rates may not accurately reflect its value in future years. 
Finally, DVC pointed out that the prepaid pension asset was not only comprised of shareholder 
funds, but was also the consequence of other factors that do not incur financing costs, including 
higher-than-anticipated market returns. Determining which portion of the prepaid pension asset 
constituted shareholder funds would require unwinding decades of ratemaking decisions that 
cumulatively are responsible for the utilities’ current prepaid pension assets. The Commission 
agreed with all of these arguments in rejecting the utilities’ request its final order. 
 


