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)
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|. APPLICATION FOR RECONSIDERATION

On January 22, 2009, the Oregon Public Utility Cassion (OPUC) entered
Order No. 09-020 in Docket No. UE 197. The Citzddtility Board of Oregon (CUB),
hereby respectfully makes Application for Reconsatien of Order No. 09-020, Section
111.B.12, PGE’s Decoupling Proposal, pursuant toSOR56.561 and OAR 860-014-
0095(3)(a) and (d), upon the grounds that new exiel¢hat was unavailable and not
reasonably discoverable before issuance of the biaecome to light. There is good
cause for further examination of this evidence,ollwas essential to the original
decision® Attached to this Application For Reconsiderati®fExhibit 300. Exhibit 300
is the Testimony of Bob Jenks, Executive Directathe Citizens’ Utility Board of
Oregon, which sets forth the new evidence thatumavailable and not reasonably
discoverable before the issuance of the CommissiOnder No. 09-020, Section

[11.B.12. Mr. Jenks Testimony discusses the neweswe, how the new evidence

! OAR 860-014-0095(3)(a) and (d).



impacts the proposed decoupling mechanism and thistissues that CUB requests the
Commission reconsider.

CUB'’s Request for Reconsideration is made becaGdeiP experiencing a
significant reduction in its load due to the cutreconomic downtufrather than due to
any voluntary efficiency measures taken by resideand other customers of the utility.
This load reduction due to the recession is likglater than the potential energy
efficiency load reductions that were discussedrdyitine case, and therefore the
decoupling adjustment that customers will be regguto pay will be greater than was
discussed during this case. As currently set wgpddtoupling mechanism cannot
distinguish between significant load reductions ttuthe economic downturn as opposed
to modest load reductions actually due to custorakmtary efficiencies. In light of this,
CUB believes that the Commission should reconsidether the mechanism that was
established with regard to modest, voluntary, enefficiency reductions is appropriate
for the larger recession caused load reduction.

CUB, therefore, respectfully requests reconsidenatif the decoupling
mechanism set up by the Commission in UE 197 Qxae109-020 upon the grounds that
new evidence that was unavailable and not reaspulgioverable before issuance of the
order has now come to light. There is good caust&ufther examination of this evidence
and this evidence was essential to the originakdst CUB further requests that the
Commission reverse, change or modi®rder No. 09-020, as set forth below, so as to
prevent PGE from receiving a massive financial viaficht the expense of residential and

small business customers under the decoupling messhaontained in the Order:

2“We are now in an economic decline that is gretiten that of 2000-2001”. UE 197/CUB/300/Jenks/4-5
¥ ORS 756.561(3)
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CUB believes that the Commission should -
» Reconsider the implications that the economic dedtias on decoupling
and in light of those implications -

o Clarify what is an “active customer;”

o Clarify that ORS 757.355(1) “presently used” (tlsed and useful
standard) must be considered in determining “acustomers”
during decoupling;

o Clarify how decoupling adjustments will be spreadtstomer
classes;

o Clarify how the associated $1.9 million reductiorROE affects
the PCA;

» Reconsider whether the 2% cap should be a hardfiocagp on
decoupling adjustments;

» Reconsider whether decoupling should be based enage fixed
cost/kWh or marginal fixed cost/kWh; and, most impotly

» Reconsider whether implementing decoupling in tireent economic
circumstances will have any positive benefits oethir it will eliminate
a potential tool that the Commission might wisluse under normal

circumstances.
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II. HISTORY OF THE CASE

In January 2009 the Commission entered Order N@209 which contained a
provision on decouplin§The provision sets forth a two year pilot projettereby PGE
will be reimbursed by its customers for moniesaild have earned if its customers had
not effected energy efficiency measures that reditiee company’s loatiHowever, the
current provision does not differentiate betweedlceductions that are the result of
energy efficiency savings and those that are theltref declining economic conditiofis.

During the compilation of the record in this dockethe summer and fall of
2008, economic analysts were predicting markeiections of limited proportion§.
Although there was some muted discussion of an ilipg recession and the associated
effects of decoupling, it is clear from the rectndt none of the parties envisioned the
severity of the current economic collapse. Indé@eds rebuttal testimony, PGE argued
against drawing any conclusions from staff's hyptittal example of a recession,
because “nothing short of the extraordinary eveh000-2001 seems consistent with
the staff scenaric® The Commission, therefore, did not have a retwat considered
the possibility of a massive reduction in custofoad due to an economic downturn.
Today, economic analysts predict that this recessitd be the most severe in the
postwar period,and vast amounts of new information are availaliieh evidence that
this “recession”, “economic downturn”, “large scatarket correction” — whatever you

choose to call it — is having an enormous and datiag effect on PGE’s residential,

:UE 197 Order No. 09-028ection I11.B.12, PGE’s Decoupling Proposal
Ibid.
® |bid.
"UE 197 / CUB/ Jenks / 300/ 6, 8-9
8 UE 197/ PGE / 2100 / Cavanaugh / 16
® UE 197 / CUB / Jenks / 300 / 303/1
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commercial and industrial customers. And now, gndbthe already increasing
economic burden faced by PGE’s customers, OrdeOBi®20 will result in additional
customer costs. Customers will have to remit paysenPGE of monies related to load
reduction due to the economic downturn, becauge ko way to distinguish between
that load reduction caused by the economic dowrdatchload reduction caused by
customer efficiency measures.

Decoupling was implemented to create better ingestior PGE to improve
energy efficiency programs. However, by focusingtmmaveragével of fixed cost
recovery per kwWh rather than the margileafel of fixed cost recovery per kWh, this
decoupling mechanism over-compensates PGE for tiedgdn load. The result is a
bizarre incentive mechanism, whereby PGE’s prafitsease when customers lose their
jobs, small businesses close up shop, and housesnrgacant for months on end. As
PGE's customers’ economic situations get more aocerdire, PGE’s economic situation

improves. This does not represent improved inceativ

Because the full effects of the current recessierevunknown to the OPUC when
the record in this case was compiled, and wheil€tramission issued its Order No. 09-
020 on PGE’s Decoupling Proposal, CUB respectfidiyuests that the Commission

grant CUB’s Application for Reconsideration in thiscket.

. ARGUMENT

The Argument which follows is divided into four sieas:

1.CUB'’s Application for Reconsideration Meets theghl Standard for
Reconsideration.

2. The Commission needs to consider the effectthleaéconomic decline is and
will have on the decoupling mechanism.
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3. The Commission needs to clarify how it intentiegldecoupling mechanism to
be applied.

4. The Commission needs to reconsider certain paspects of the decoupling

mechanism and whether application of a decoupliaghanism is appropriate
during this or any other recession.

1. CUB’s Application for Reconsideration Meets thd_egal Standard
for Reconsideration.

The Commission may grant reconsideration “if sugfit reason therefore is made to
appear.®® Pursuant to the rule implementing the statutetwmmission may grant an
application for reconsideration if the applicanbwis there is (a) “[n]Jew evidence which
is essential to the decision and which was unabiailand not reasonably discoverable
before issuance of the order” or (d) “[g]ood caimwefurther examination of this
evidence which is essential to the decisith Either of the above grounds, if essential to
a decision, constitutes a sufficient basis for gr@reconsideration. New evidence
supporting this application is set forth in attatiexhibit UE 197 / CUB / Jenks / 300,
and discussed below, as is good cause for exammatithis new evidence.

This Application For Reconsideration should be tgdrbecause the new evidence
set forth in UE 197/CUB/Jenks/300, and discusséalpesatisfies the standard for
reconsideration.

I

I

/

1 ORS § 756.561(1).

1 OAR 860-014-0095(3)(a) and (d).
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2. The Commission needs to consider the effect thidte economic
decline is and will have on the decoupling mechams

A. The Economy is Much Worse than When the Record ohts Case
was Compiled.

The current decline in the economy is severe. Urf@mployment rate in Oregon
reached 11.9% in February. This is significantlgxabthe 8.8% unemployment during
the last recessiolf.So far in this recession, unemployment has douloted 5.3% to
11.9%, meaning that 6.6% of Oregonians have |@st jbbs.

The economy in 2009 is much worse than was pretllest September when
CUB filed its final round of testimony in this casAt that point the most recent forecast
from State Economist, Tom Potiowsky, suggestedttieaeconomy “is not expected to
grow worse.*?

B. The Load Forecast that was Used in this Docketv¥@erestimated
Demand.

PGE’s load forecast in the UE 197 docket was basddformation developed
prior to Mr. Nguyen'’s testimony, filed February 2008, and used baseline economic
forecasts from December 2087Mr. Nguyen used the Oregon Office of Economic
Analysis (OEA) forecast which predicted an emplogitraiecrease of only 0.2% in its
worst case scenarfd. CUB Exhibit 303 is the most recent OEA forecabtol predicts
an employment decline of 4.3% in 2009. This emplegtdecline is in addition to the

employment losses already experienced in 2008.

2 Oregon Labor Market Information System, Oregon Eiyiment Department,
www.qualityinfo.org/olmisj/AllRates

'3 CUB Exhibit 301

14 UE197/PGE/1100/Nguyen/11-12.

15 |bid.
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C. The Recession will create a Decoupling Adjustméthat is Greater
than the Energy efficiency Adjustment Discussed ithe Record.

In PGE’s testimony, Mr. Piro discussed decouplim¢hie context of load
reductions of 0.5%, stating that under those cistances PGE would lose $2 million in
fixed cost recovery’ PGE witness, Mr. Cavanagh went even further, disiag the
implications of a 1% load reduction, where the campwould lose $4 million in the first
year, and up to $60 million over five years ass@yiGE does not file a rate case to
update its load forecabt.

The predictions of load losses of 0.5 to 1% weetaon the assumption that
those levels of load reduction were attainabletduenergy efficiency® But the potential
load loses due to a bad economy are much great=ording to PGE’s Annual Reports
for the years 2002 and 2003, PGE’s load decline8%yor those two years due to that
recession.

As Mr. Jenks demonstrates in his testimony a sirBla decrease in commercial
load will lead to decoupling adjustments of $10limil for Schedule 32 customer?.
Because the 2% annual cap is approximately $3amijlthis means that a recession
similar to 2001-02 would cause more than 3 yeadeabupling surcharges for Schedule
322°But, as previously noted, this recession is alyemdrse than the recession in 2001-
02.

I

16 YUE 197/PGE/Piro/100/19

" UE 197/PGE/Cavanagh/2100/7.

18 bid.

19 UE 197/CUB/304

20 YE 197/CUB/304
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D. This Recession Will Lead to a Decoupling Adjustmenthat Could
Last Several Years.

If the 2001-02 recession caused commercial loatkttine by 8%, this recession
should cause more significant declines. If comna¢toad declines by 10% instead of
8%, then Schedule 32 customers will owe the ut$it®.6 million. If the load reduction
is 12%, Schedule 32 customers will owe the utitityre than $15 million, which will
take 5 years to pay under the terms of the cuBehedule 123* A 5% reduction in
residential load would create a two-year decoupdidigistment of $38 million, which is
in excess of the 2% rate cap, meaning that sortteeahoney would roll over and be
charged to customers in future ye#rs.

In addition, as the housing market collapses, thods of homes languish on the
market for an average of 19.2 monfAsf decoupling were implemented statewide in
this housing market, looking only at the effectlidse unsold homes upon the
decoupling adjustment, the decoupling adjustmenthfese unsold homes could be,

assuming the majority of these homes are vaca8t8$illion*

E. Maine Had a Similar Experience with Decoupling

Oregon is not the first state that has implemedtabupling just as a recession is
hitting. Maine implemented decoupling in the 1986% as a recession was hitting and
the Maine experience provides a valuable lessda e effects of recession upon

decoupling. CUB Exhibit 304 is a recently-authoregort on decoupling in Maine and

L UE 197/CUB/304

2 UE 197/CUB/304

% http://portlandhousing.blogspot.com/2009/jps-maemalysis-january-2009.html
4 UE 197/CUB/300/Jenks/8
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makes clear that the issue of decoupling in Masmsill tainted by Maine’s experience in
the early 90s>

Maine put in place decoupling for Central Main Po@@MP) in 1991, just as the
state was heading into a recession. By the ed®@2, the decoupling deferral had
reached $52 million and decoupling was “increasimigwed as a mechanism that was
shielding CMP against the economic impact of tleession, rather than providing the
intended energy efficiency and conservation ineeritnpact.?® Maine ended its

decoupling mechanism in 1993 and today Maine doe&ave decoupling’

3. The Commission needs to clarify how it intendshe decoupling
mechanism to be applied.

CUB has identified a handful of issues that neadfatation given the economic

climate that prevails at this time, and will likgdyevail for some time to come.

A. Definition of an “Active Customer”

In their testimony, PGE witnesses Jim Piro and R&pvanaugh both state that
PGE assumes the risk related to its customer fet®éa They did not, however, define
the mechanism by which this forecast is made. fidiescast mechanism is very
important, as it will largely determine whether tmmsers are assuming nearly all the risk
of an economic downturn, or the risk is jointly @s®d by customers and the Company.
In analyzing the decoupling effects CUB revieweel diecoupling mechanism

which looks at the forecasted versus actual loacdpstomer. CUB noted that the

% CUB Exhibit 304, Report of Revenue Decoupling Toansmission & Distribution Utilities, Presented to
the Utilities and Energy Committee, by the MPUC Adhd OEIS. January 31, 2008.
% CUB Exhibit 304, Report of Revenue Decoupling fToansmission & Distribution Utilities, Presented to
gbtleb%tilities and Energy Committee, by the MPUC A0&hd OEIS. January 31, 2008.

id.
8 UE 197/PGE/100/23; UE 197/PGE/2100/16
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schedule implementing the mechanism uses the tactivé customers” but CUB was
unable to locate a definition for this tefffCUB also noted that in its load forecast, PGE
defines residential customers as including “dwetithat PGE has connected for
electrical service but are not yet occupidd.”

I. Active Residential Customer.

As noted in Bob Jenks’ Testimony, PGE states ifodd forecast that residential
customers “are most households, but also includglihgs that PGE has connected for
electrical service but are not yet occupieciven the current average 19 months that
new homes are on the market before being occugedohing new homes as active
customers results in a $786 surcharge levied ogr ofsidential customers before each
new home is occupieti.If there are 1,000 unoccupied homes in PGE’s serérritory
that the company has connected, PGE's residenstdmers will incur nearly $1 million
in charges related to decouplitig.

Also of note is the fact that while realty companmeay have the power turned on
in order to show houses to prospective buyers,usage is minimal, as the homes are not
occupied by residential customers. This is why GdtlBed above that the statewide
decoupling adjustment associated with homes tleadathe market could be as high as
$18 million. And, this is what prompts CUB to pasie following question for
clarification:

» Are vacant homes that have negligible usage “actistomers” for the
purpose of decoupling?

2 pGE Schedule 123

30 UE 197/PGE/1100/6

31 UE 197/CUB/Jenks/300/17 citing to UE 197/PGE/1600/

32 UE 197/CUB/Jenks/300/18

33 |bid.
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CUB also notes that PGE defines a residential oustan load forecast in a manner that
conflicts with ORS 757.600 which requires that ‘thlectricity consumer.reside[] at a
dwelling primarily used for residential purposesirjphasis addetf]

Based on the forgoing, it is CUB’s position thatibes that are connected for
electrical service but are not yet occupied are‘residential customers”; no one
“resides” there; and that such homes should nebbeted when determining decoupling
benefits.

This is not a small issue. PGE projected 15,000 r@sidential customers in this docket.
In a deepening recession, it is likely that custogrewth will fall well short of that
number.

A similar issue exists on the on side of the ledgee houses that have their
electricity shut off counted as customers? Sur@¥£Rloes not count as an active
customer someone who has had their electricity sfidor non-payment. Requiring
other customers to subsidize 49% of the electriaty house after it is shut off makes
little sens€’ If we are to subsidize people’s electric billseddt not make more sense to
subsidize them before they are shut off? Agaisetian the forgoing, it is CUB’s
position that houses to which electricity has bgeut off should not be counted when

determining decoupling benefits.

3 ORS 757.600(28):

(28) “Residential electricity consumer” means atsicity consumer who resides
at a dwelling primarily used for residential purpss“Residential electricity
consumer” does not include retail electricity cansus in a dwelling typically used
for residency periods of less than 30 days, inclgdiiotels, motels, camps, lodges
and clubs. As used in this subsection, “dwellinggludes but is not limited to

single family dwellings, separately metered apantsieadult foster homes,
manufactured dwellings, recreational vehicles doatihg homes. [emphasis added]

35 UE 197/CUB/Jenks/300/19.
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il. Active Small Business Customer.

The same analysis should be applied on the comaheide. Is a restaurant that
is closed 24 hours per day, 7 days per week, diveacustomer”? In many cases,
commercial customers are renters and do not owngheperty. Property owners may
well want to keep some level of power on in ordesliow the property or for security
purposes, but the usage at an unoccupied proemtjnimal>®

If closed businesses are defined as “active custintaen decoupling
adjustments will certainly be larger. Each businbsasis closed will require a decoupling
adjustment amounting to approximately 42% of tHiettat the customer would have
paid if it had not gone out of busin€€sThis again raises the issue of appropriateness:
wouldn’t it make more sense to subsidize the it commercial customer before it
closes down and lays off its workforce?

Even if decoupling adjustments are restricted y trose businesses that have
not closed, customers are going to pay heavilytigreconomic downturn. When a
business lays off an employee, the decrease iddmand for electricity associated with
that employee will lead to a decoupling adjustmeikewise, if a business reduces its
hours, there will be a decoupling adjustment asgediwith this reduction.

Again, based on the forgoing, it is CUB’s posittbat businesses to which
electricity has been shut off, or whose electricitpsumption is reduced due to lay offs
or reduction in working hours, should not be codntdaen determining decoupling
benefits. CUB respectfully requests reconsidenatiy and clarification of, the definition

of an “active customer”.

36 UE 197/CUB/Jenks/300/19-20
37 UE 197/CUB/Jenks/300/13.
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B. ORS 757.355 and the “Active Customer”.

ORS 757.355 codifies the “used and useful” standfarthis statue was amended
to deal with property that was retired in the paloliterest before its rate base was fully
recovered. However, the law does apply to investem utility rate base that have yet
to be “used to serve customers.”

As noted in the prior section, PGE defines a nemédas a customer when it is
hooked up to the grid, even if the home is vacahis definition is not consistent with
ORS 757.355. The rate base associated with theftraner and other elements of the
last part of the distribution system cannot, whitackhed to a vacant dwelling, be
considered as “presently used” to serve customers.

Under normal ratemaking rules, this is not an isSuieile the utility may forecast
an investment into ratebase, it also forecast®omest growth into its revenue. If the
home remains unoccupied, the utility does not &édrifrastructure for that customer
into its ratebase. Thus, customers are not chdoyedtebase that is not providing
service to an occuparit. Decoupling can change this situation. If, as wkebe PGE is
doing, empty dwellings are defined as customegespther “real” customers will be
charged the ratebase associated with an unocchpied.

Again, based on the forgoing, it is CUB’s posittbat vacant new homes and
vacant new businesses to which electricity has beanected, and vacant older homes

and vacant older businesses - languishing on thkathashould not be counted when

3 757.355 Costs of property not presently providing ility service excluded from rate base;
exception.(1) Except as provided in subsection (2) of teistion, a public utility may not, directly or
indirectly, by any device, charge, demand, collgateceive from any customer rates that includectists
of construction, building, installation or realersonal property not presently used for providititity
service to the customer.

%9 UE 197/CUB/Jenks/300/21
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determining decoupling benefits. Itis CUB’s pmsitthat such infrastructure as PGE has
provided, is in those circumstances, not presargdd and useful. CUB respectfully

requests reconsideration of, and clarificatiorttod, forgoing issue.

C. How The Decoupling Adjustment Should Be Spread Acrss
Customer Classes

Because the bulk of the fixed costs relate to theidution system that is
assigned and dedicated to particular customeredasge assume that the decoupling
adjustments will be assigned to the customer ¢hegscauses the adjustment. This
particularly makes sense if the adjustment is ahbbyeenergy efficiency. If the utility
collects its fixed costs through fixed cost charglesn the cost will be recovered from
the class to which it is assigned. If the custooh@ss reduces its usage, the fixed costs do
not change and continue to be collected from tleesisc But, PGE does not address how
the decoupling adjustments will be spread acros®mer classes. Mr. Cavanaugh uses
the PacifiCorp example from the 1990s to show tivatrate impact will be minimal on
each class of customers, but does not state whe@Eris in fact proposing the same
approach?

CUB knows of no good reason why there should bevangnce from the
practice worked out with PacifiCofp.Residential customers are obviously the largest
class that is decoupled, and CUB does not wardeasal ratepayers to become the deep

pockets who bail out other classes of customerswher loads are lower than forecast.

*9 UE 197/CUB/Jenks/300/22
1 See Order No. 98-191, PacifiCorp Decoupling.
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To do so would place an additional risk on resigdgicustomers and make it less likely
that CUB would support decoupling in the futife.

CUB respectfully requests reconsideration andfatation of this issue.

D. How the ROE Reduction Implicates PGE's PCAM

In Order No 09-020, the Commission required PGEetluce its ROE by 10 basis
points or $1.9 milliorf> The order directed PGE to defer this reductioiil itritould be
placed into permanent rates. PGE’s applicatioreferdhe $1.9 million listed the
deferral as commencing on February 1, 2009. Howewsther that application nor
Order No. 09-020 states whether the ROE used &P®AM adjustment is the ROE that
is currently in base rates or a combination ofRIGZE in base rates adjusted by this
deferral. With decoupling in place during 2009, #mel Company set to receive a
tremendous benefit from the associated shift ik BGE’s ROE in the 2009 PCAM
should reflect the ROE adjustment from Order Nd@9-

CUB respectfully requests reconsideration andfatation of this issue.

i

i

i

I

/

*2 UE 197/CUB/Jenks/300/22

3 UE 197 Order No. 09-020 entered January 22, 20@@etion IIl., Subsection 12 PGE’s Decoupling
Proposal, Resolution subsection (c), page 29; & $Application for Deferral of Revenues Associate
With ROE Refund and Sales Normalization Adjustneerd Lost Revenue Recovery at page 3, filed
January 30, 2009.
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4. The Commission needs to reconsider certain spéciaspects of
the decoupling mechanism and whether application cf
decoupling mechanism is appropriate during this olany other
recession.

A. Should the 2% Cap be a Hard Cap on Decoupling Adstments

Decoupling died in Maine because after 2 yearseobdpling during a recession
customers owed the utility $52 millidfiOregon seems to be heading down the same
path as Maine, implementing decoupling during &ssion. The only protection
customers have is the 2% cap, which PGE comparsitouit breakef® But of course,
the 2% cap does not act as a circuit breaker. Acreauit breaker trips and stops the flow
of electricity, while this decoupling “circuit brkar” does nothing to stop the flow of
dollars. Instead, this “circuit breaker” allows tursers to pay decoupling debt over time,
but does nothing to stop the flow of dollars thastomers owe PGE.

The cap for Schedule 32 is approximately $3 millyear. The cap for Schedule 7
is approximately $16 million/year. These two ctggether total to $19 million/year or
$38 million dollars for the two year decouplingipel*® But if the decoupling
adjustment is larger than these amounts, the Caosronisnechanism will simply roll
over the additional amounts with interest to futyears. CUB is concerned that these
amounts will be exceedéd.

This will complicate the review of decoupling. Carsiers will likely oppose renewal of
the decoupling mechanism until customers have gfidhe debt from this first proposed

decoupling period — and likely for a LONG time aftieat!

44 UE 197/CUB/Jenks/305/12-13

> UE 197/Kuns-Cody/1200/29

46 UE 197/CUB/304

47 UE 197/CUB/Jenks/300/24
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An easy way to improve the decoupling proposab isrplement a hard cap,
whereby PGE could earn a decoupling adjustmenp @b 2%, with no additional costs
placed on customers. Under such a cap, PGE wadllldaste the potential to collect $38
million from customers, in exchange for a reduciiofROE of less than $4 millioff.

This nets out to a $35 million benefit to the comygavhich could be considered a very
generous windfalf?

Of course, PGE will oppose making this cap a hap ¢he Company will argue
that customers are unlikely to go over the capthatithis is just allowing them to
recover their actual fixed costs (which they cadidby filing a rate case with an updated
load forecast). However, if the adjustment is t&és& the cap, then there is no danger in
making the caps real and hard. By opposing hard, G¥BE demonstrates that there is a
significant risk that the amount of charges to cosdrs could be greater than the caps
and that PGE would rather get its money, evenisfphactice threatens the viability of
decoupling over timé°

As to the other argument that these are fixedsdbstt the company is allowed to
recover, CUB must disagree. Using the averagelfocost per kWh rather than the
marginal fixed cost per kWh, customers are overgaiAGE for its fixed costs. And,
while rate regulation provides PGE with the oppoitiuto recover its costs, regulation
does not guarantee such recovery. PGE is paidlthh&OE (10%) on its investment in
fixed capital assets. This amount is to comperis&€ompany for the risks associated
with this recovery. For the distribution assetsahhinake up most of this decoupling

mechanism, the primary risks to recovery are thectf of weather and the economy on

48 UE 197/CUB/Jenks/300/24-25
9 bid.
50 UE 197/CUB/Jenks/300/25

UE 197 APPLICATION FOR RECONSIDERATION OF ORDER N@2-020, 18
SECTION 111.B.12, PGE DECOUPLING PROPOSAL, OF THETZENS’
UTILITY BOARD OF OREGON



the Company’s load forecast. Removing the econaisikcmoves the Company a long
way towards guaranteed full recovery of its capitaestment. Of course, under those
circumstances, a 10% ROE is not appropriate.

CUB believes that the risk reduction to PGE asgediwith decoupling is much
greater (especially during a recession) than thieals points reduction in ROE that the
Commission orderetf. This notion should become clearer as customerfaeirg tens of
millions of dollars in decoupling adjustments, vehihe Company is facing less than $ 4
million in reduced ROE.

But, even with a hard cap, this decoupling medrans out-of-whack. With a
hard cap, the net cost to customers could appr$asmillion. The fact that CUB is
asking the Commission to make the cap hard and ¢insitomers’ liability to $35 million
reflects CUB’s view of how this recession will aftelecoupling. Making customers —
many of whom have lost their jobs and seen théreraent savings plummet — pay an
additional $35 million with no guarantee of imprdvenergy efficiency (beyond the
elasticity of demand associated with higher raesgnfair. This does, however, beat
having to pay $50 million, $60 million or some hggtamount in uncapped decoupling
surcharges.

CUB respectfully requests that the Commissionnsaechange or modity
Order No. 09-020 to ensure that any “cap” inseiea decoupling mechanism is a hard

cap.

51 UE 197/CUB/Jenks/300/25
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B. Should Decoupling be based on average fixed cosergkwh or marginal
fixed costs per kwh.

For residential customers, PGE’s decoupling medmamgiompares two figures:
the amount of fixed costs (distribution, transnossand fixed generation) recovered
from a customer at a rate of 4.646 cents/kWh, withonth fixed cost of $41.38/month
per customer. The problem with this structure & th646 cents/kWh represents the
average amount of fixed costs recovered per kWhgbes not necessarily reflect actual
fixed costs recovered for any particular load reiducor load increas¥’

This structure assumes that PGE recovers its finsts equally across all kwh of
electricity purchased by a customer; that assumpsidalse. PGE has a stack of
resources with widely varying costs, and thesalagatched hierarchically, using the
lowest cost resource first. Hydro and wind resaosittave little variable cost, so when
these resources are consumed, nearly all of thteroes revenue goes to fixed cost
recovery. Market purchases can be priced neaethé rate, in which case very little of
the revenue from these sales goes to fixed cdsth . kWh of demand were met with a
blend of all the company’s resources, PGE’s apgreauuld be reasonable, but this is
not the way PGE runs its systém.

i. What effect does a 1% loss of residential loadehon costs?

We could use confidential information from PGE’sy@o cost filing to calculate

the market price that the Company would receiviesibld excess power for the market

price. However, using confidential information witlake it difficult to discuss the

54 UE 197/CUB/Jenks/300/26
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problems surrounding this decoupling mechanism wiémbers of the public. CUB has,
therefore, decided to use more generic data to dstrate its concerns.

A 1% loss of residential load would reduce PGE'salde costs. As we have
said, hydro and wind have little variable costg, iprdro and wind would not be affected
by a loss in load. The production of hydro, windakcand any other resource whose
variable cost is less than the market price woeldiaffected by a loss of load. Even
when customers do not need base load power, i@@icost is less than the market
price, meaning that PGE would continue to opetateptant and sell the power on the
market>®

Exhibit 300 contains an example of a 1% loss afiexdial load with a market
price of 7 cents/kwh. Under the decoupling implatad in Schedule 123, PGE'’s
decoupling adjustment would be 77 million kWh tinde846 cents/kWh, or $3.58
million. In this example, reduced load due to egexfiiciency would reduce PGE’s net
income by $2.31 million, but the Company would Beveed to surcharge customers
$3.58 million. PGE would recover 155% of its losBethis scenariG’

ii. PGE should be required to model what a 1% loskwad will
cost.

CUB believes it is poor policy to assume that & losload will affect fixed cost
recovery at 4.646 cents/kWh. This assumption igthas using the average fixed cost
revenue per kWh. But as CUB has shown here, theiahud fixed cost revenue varies
depending on the cost of the power that is beimdy €UB believes that a better

approach is to assume that the lost load is vatietarket prices, and then use that load

56 UE 197/CUB/Jenks/300/27
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to determine the amount of fixed cost revenuewmatld have been paid to PGE if the
conservation had not taken plaéeThis can be tested by having PGE model a 1 %
reduction in residential and small commercial loadd comparing the reduction in
revenue to the reduction in cost. The differenevien these two represents the
revenue that will no longer be available for fixast recovery?

iii. PGE will likely argue that the PCA deals wipower costs
changes, so we don’t have to address them here.

PGE will likely argue that CUB is proposing to lginhanges in power costs into
decoupling, and that these changes would be mameppately addressed in the PCA.
For the purposes of decoupling, CUB does not cérethver power costs are higher,
lower or the same as forecast. What CUB is condemth here is the change in fixed
cost recovery due to changes in load. To deterthisat is necessary to identify the
fixed cost revenue per kWh on the margin that if mio customer rates. In the most
recent rate case, PGE did not actually forecasittiaauld collect 4.646 cents/kWh of
fixed cost recovery for the first kWh it sold ara the last kwWh it sold. The company
projected an average of 4.646 cents/kWh. This tellsttle about fixed cost recovery on
the margin. Even if power costs stay exactly wheey were, the forecast marginal fixed
cost recovery is not the same as the average ¢astrecovery’

The consequence of getting these calculations waodghot using marginal fixed
cost recovery is that customers will be overpay@fE. Customers will pay the

Company more than its net loss. CUB respectfa@fuests that the Commission reverse,

58 UE 197/CUB/Jenks/300/29
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change or modify} Order No. 09-020 to ensure that marginal fixed cesovery is used

when calculating decoupling surcharges,

C. Should the Decoupling Mechanism Be Suspended andderved
for More Normal Circumstances.

It should be noted that decoupling an electrigtyti different than decoupling a
gas utility. The impact of decoupling during an mamic recession is much more severe
for an electric utility. As cited earlier, tenstbbusands of Oregonians have lost their
jobs in the last few months. Nearly every one esthpeople used electricity as part of
their job, in the form of lighting, computing, hesg, etc. The falling electric
consumption of employers results in a decouplirjgsachent. On the natural gas side,
many employees have no incremental impact on tusiness’s use of natural gas, and,
therefore, their job losses do not translate intmm@atic decoupling adjustments.

For this reason, Oregon should recognize thatredgtdecoupling requires a
different approach. The PUC should consider a pdhat allows the Commission to
suspend decoupling for electric utilities when éisra severe economic recession. The
purpose of decoupling is to make it easier foitigd to implement energy efficiency
under more normal circumstances. Decoupling shbelgreserved during “normal”
circumstances, while at the same time recogniziagelectric decoupling should be

suspended when energy efficiency benefits are dvelmed by economic troublés.

®1 ORS 756.561(3)
52 UE 197/CUB/Jenks/300/31
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i. Decoupling itself should be subject to a costatfveness test.

It is clear from PGE’s testimony and from the PU@ew adopting it that
decoupling serves a single purpose: removing thieaBntive that PGE has to improve
energy efficiency and conservation:

PGE currently recovers most of its fixed costs tigiorate charged on
a per-kilowatt-hour (kWh) basis. PGE asserts thdticed energy
sales from efficiency and conservation result olueed fixed cost

recovery and earnings and therefore that therelisiacentive for the
Company to promote demand-side management programs.

Order 09-020, page 26.

As a program that is designed to encourage consamyaecoupling should be
subject to a cost-effectiveness test similar t@otonservation programs. When PGE
requested the ability to hire new employees to erage customers to take advantage of
Energy Trust programs, CUB and the Commission S&&fianded that the company
demonstrate that the cost of these employees ber ktvan the energy efficiency savings
they produced?® The cost of decoupling should also be subjectdionilar test*

As customers and as regulators, we should denesudts that are at least as great as
would be achieved by an equivalent amount of anaiti funding for the Energy Trust.

ii. If decoupling will not be cost-effective, thieshould be
suspended.

CUB suspects that PGE, Mr. Cavanaugh and othewugéang proponents will
oppose the idea of requiring a cost effectivenesisfor this two year decoupling period.
Proponents know that the decoupling adjustmentceestsa with the recession will be too

much to overcome, and decoupling will thereforenesult in energy efficiency

53 PGE Schedules 109 and 110.
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programs that justify its co8t.If that is the case, the solution is simple: deting
should be suspended until the economy has imprwvéee point that it can be cost-
effective again. This is a reasonable expectatinod,one that merits a reconsideration of
the Commission’s decision.

CUB respectfully requests that the Commission maecthange or modit§Order
No. 09-020 to prevent decoupling on the electde sif the utility industry from being
implemented during periods of economic downturat d&hother way, CUB respectfully
requests that the current Order No. 09-020 Setliidh12, PGE’s Decoupling Proposal

be suspended during the current economic downturn.

[V. CONCLUSION.

As explained above, CUB'’s request for reconsidenas made because PGE is
experiencing a significant reduction in its loacgda the current economic downturn,
rather than due to any voluntary efficiency measta&en by residential and other
customers of the utility. As currently set up, tezoupling mechanism cannot
distinguish between load reductions due to the @wondownturn as opposed to load
reductions actually due to customer voluntary efficies.

As further set forth above, CUB respectfully makegplication for
Reconsideration of Order No. 09-020, Section 11B.PGE’s Decoupling Proposal,
pursuant to ORS 756.561 and OAR 860-014-0095(3){d)(d), upon the grounds that
new evidence that was unavailable and not reaspulgsoverable before issuance of the

order has come to light. There is good cause fdhén examination of this evidence,

5 UE 197/CUB/Jenks/300/33
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which was essential to the original decisionCUB respectfully requests that the
Commission, which did not previously have the nsagsrecor to consider the effects of
a massive economic collapse or decoupling, recendsl prior order and reverse, change
or modify?® Order No. 09-020 in the ways set forth above st @sevent PGE from
receiving a massive financial windfall at the exgenf residential and small business
customers under the decoupling mechanism contage Order.

If PGE gets overpaid for load reductions, thenGoenpany will find a closed
business to be more profitable source of revenaie #im open business. When an
employee of a PGE customer gets laid off, PGE’$itsrwill increase because the
electricity that employee is no longer using, whiow up to PGE as conservation. If the
Commission allows decoupling to apply to vacantdesy then a house that is vacant will
be more profitable to the Company than a housestatcupied. In other words, PGE’s
incentives now run counter to the overall good odgon and our economy. This is not
the right incentive.

Dated this 2% Day of March, 2009

Respectfully submitted,

Ll

G. Catriona McCracken, Attorney #933587
Staff Attorney

Citizens’ Utility Board of Oregon

610 SW Broadway Ste 308

Portland, OR 97205

(503) 227-1984

Catriona@oregoncub.org
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