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. Introduction

Please state your names and positions at PGE.
My name is L. Alex Tooman. | am a Project Manager in the Rates and Regulatory Affairs
Department.

My name is Michael A. Niman. | am Manager of the Financial Analysis Department.

My name is Stephen Schue. | am a Senior Analyst in the Rates and Regulatory Affairs
Department.

Our qualifications are provided in Section IV of this testimony.
What is the purpose of your testimony?
The primary purpose of our testimony is to present PGE’s 2007 forecast of power costs
using PGE’s existing Resource Valuation Mechanism (RVM). As we discuss in the next
section, our current forecast of 2007 power costs is approximately $811.6 million, a $183
million (29.1%) increase from the 2006 RVM forecast in UE 172. However, approximately
$42 million of this increase is the result of a higher cost of service load forecast for 2007.
On a unit cost basis, PGE’s power costs have increased from $32.15/MWh for 2005 to
$40.09/MWh for 2007, an increase of 24.7%. Section Ill, Part B describes the primary
drivers of our higher power costs.

As we discuss below, we expect to provide several updates to our 2007 forecast, the
number and dates to be determined by the Administrative Law Judge (ALJ). We will file
our final 2007 power cost forecast in November 2006.

What is the rate impact of the $183 million increase in power costs?

UE 181 - Direct Testimony
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A. As described in PGE Exhibit 200, we currently expect an overall increase in rates for cost of

service loads of 4.3 % (including supplemental tariffs) as a result of the increase in power
costs.

How is your testimony organized?

There are four sections to our testimony. First, we briefly review the prior Public Utility
Commission of Oregon (Commission) orders and stipulations that establish the scope of the
2007 RVM. Second, we summarize our load forecast for 2007, explaining the primary
differences between the 2007 forecast and the 2006 load forecast that we provided in
UE 172. PGE’s expected 2007 loads determine the amount of power that we must generate
and/or purchase. Third, we briefly discuss MONET (Monet), PGE’s power cost forecasting
model that we have used since the mid-1990s. We broadly describe Monet, including the
forward price curves and other inputs, and note that no new enhancements have been made
to Monet for the 2007 RVM. We also discuss the updates that we have made to the input
data since the final Monet run for the 2006 RVM in November 2005, and the updates to the
input data that we intend to make before our final 2007 RVM power cost forecast in
November 2006. The final section contains our qualifications.

Does PGE have a schedule for updates to Monet for 2007 power costs?

No. We anticipate that the ALJ assigned to the 2007 RVM proceeding will establish the
schedule of Monet updates based on discussion among and input by the parties. We want
these updates to be consistent with the Monet updates in our general rate case (Docket
UE 180).

Has PGE made any scope changes or enhancements to the Monet model that are

included in the 2007 RVM?

UE 181 - Direct Testimony
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A. No. We have not made any scope changes or enhancements to the Monet model for the

2007 RVM.

. What are the differences between the Monet-based net variable power cost forecast

you provided in your recent general rate case filing (Docket UE 180) and the forecast
you provide in this filing?

There are two primary differences. First, we proposed six modeling changes in our general
rate case (GRC) filing. PGE Exhibit 400 in UE 180, attached as PGE Exhibit 103, explains
these changes on pages 52-56. Second, this filing is based on busbar loads of 2,311 MWa,
whereas our GRC power cost estimate uses busbar loads of 2,405 MWa. The difference, 94
MWa, is Schedule 125-B opt-out load. We propose to eliminate this option in our GRC
testimony (PGE Exhibit 400), but include it in this RVM filing. Therefore, in this filing we
do not have to supply as much load with short-term contracts and/or market purchases. We
also do not have to purchase as much transmission. The decomposition of the $45 million
difference between net variable power costs in this filing ($812 million) and those in our

GRC filing ($857 million) is then:

Factor $ Million
Higher Loads in GRC 51
More Transmission in GRC 2
Effect of Model Changes in GRC (8)
Total Change 45

Q. Are other witnesses providing testimony in the 2007 RVM?

UE 181 - Direct Testimony
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1 A. Yes. PGE is submitting one additional set of testimony and exhibits. PGE Exhibit 200,
2 sponsored by Marc Cody, provides the details of how RVM rates are calculated pursuant to

3 the power cost forecast.
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Il. 2006 Retail Load Forecast
Please summarize PGE’s forecast for its 2007 retail load.
PGE Exhibit 202 provides PGE’s forecast for retail loads in 2007 by customer class. We

summarize the forecast and historical loads below in Table 1.

Table 1
Retail Load Forecast Comparison
(in million kWh)

Actual Actual Actual Actual 2006 RVM Current Forecast

2002 2003 2004 2005 Forecast (2006) (2007)
Residential 7,063 7,201 7,440 7,388 7,559 7,467 7,531
Commercial 6,442 6,580 6,761 6,897 7,095 7,067 7,262
Industrial 5,014 4,553 4,286 4,382 4,385 4,474 4,653
Miscellaneous 207 202 199 195 209 209 212
Total Retail 18,726 18,537 18,686 18,862 19,248 19,218 19,658

Note: Actual data are weather-adjusted; forecasts are at normal weather.

Does the forecast include all loads?

Yes. The forecast includes both PGE cost of service loads and deliveries of energy to
customers who have provided PGE notice “not to plan” for them or “non cost of service”
loads. We also sometimes refer to “non cost of service” load as “opt-out” load. PGE
Exhibit 201 decomposes the 2007 total retail load into cost of service load by rate schedule,
and then adds opt-out load in one figure.

How does this forecast compare to the 2006 RVM (UE 172) forecast?

Table 1 shows PGE’s actual weather-adjusted retail loads since 2002 and compares the
UE 172 (September 2005) forecast with our current forecast of 2006 retail load and our
forecast of retail loads by customer group for 2007. Our current 2006 retail load forecast is
19,218 million kWh, approximately 0.2% lower than the UE 172 (RVM) forecast for 2006.

We forecast retail load to increase 2.3% to 19,658 million kwh for 2007 from our current

UE 181 - Direct Testimony
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2006 load estimate. Our expected 2007 load remains below our UE 115 2002 test year
estimate of 20,227 million kwWh. We calibrated Table 1 sector data, primarily commercial
and industrial, to the North American Industry Classification System (NAICS).

For our general rate case (UE 180) filing and this proceeding, PGE re-estimated the
load model, using recent information on the national economy, state economic and
employment forecasts, and the California economy. PGE Exhibit 1200 in Docket UE 180
(particularly pages 7 and 9) explains the estimation procedures in detail.

What load do you use in the power cost forecast?

The load listed in Table 1 represents total system load and is used in the rate-making
process. The load used to generate power costs with Monet (described in Section 111, below)
is based on cost of service load (i.e., total system load less Schedule 125, Part B opt-out

load). This difference is listed below in Table 2.

Table 2
Comparison of Cost of Service Load with Total System Load
(Cycle Month Energy in million kWh)

2005 2006 2007

RVM RVM RVM
Total System Load 19,181 19,248 19,658
Part B Opt-Out 1,958 1,067 787
Cost of Service Load 17,223 18,181 18,870

Whereas PGE's 2007 total system load forecast is projected to increase by only 2.1%
the 2006 RVM forecast, PGE’s cost of service load is projected to increase by 3.8%,
reflecting less Part B opt-out load. Thus, PGE must plan for additional cost of service load

in 2007.

UE 181 - Direct Testimony
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I11. PGE’s Power Cost Forecast For 2007

A. Scope of the 2007 RVM

Q. What is the scope of the 2007 RVM?

> © » O

The scope of the 2007 RVM is a review of PGE’s expected net variable power costs
(NVPC) for calendar year 2007 (OPUC Order No. 02-772, at 6). The net variable costs are
combined with other resource costs from UE 115 to determine the rates for Schedule 125.
PGE Exhibit 200 provides a detailed discussion of the development of Schedule 125 rates.
Did you define “net variable power costs” in your UE 180 testimony?

Yes. Pages 13-14 of PGE Exhibit 400 provide this information.

What changes to Monet did you make for this filing?

As we discussed in Section I, we proposed six modeling changes in our general rate case
filing. However, we do not include them in this RVM filing. Consistent with past RVM
proceedings, the changes we plan to make in the RVM model inputs after this initial filing
are limited. They include updates for load forecasts, power purchase or sales contracts, fuel
and fuel transportation contracts, and forward price curves for electricity and natural gas.
The only other changes we plan to make are updates to the Canadian/U.S. dollar exchange
rate, hedge contracts, and the price for oil that we use at our thermal plants and distributed

standby generation facilities.

B. The Monet Model
Please describe PGE’s power cost forecasting model.
PGE uses a model called Monet that we built in the mid-1990s and have since refined.

Monet is capable of modeling the hourly dispatch of our generating units. Each thermal unit

UE 181 - Direct Testimony
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has an individual profile that includes its capacity, heat rate, fuel costs, variable maintenance
costs, and other characteristics. Monet models hydroelectric units with peak capabilities and
annual, monthly, and hourly usage factors. Since the emergence of forward markets, PGE
has input the forward market curves for purchased power and gas, and then run plants under
a “dispatch to forward market curve” mode.

Have you provided additional information on Monet in other testimony?

Yes. PGE Exhibit 100 in our 2006 RVM filing (Docket UE 172) and PGE Exhibit 400 in
our recent general rate case filing (Docket UE 180) describe Monet in detail. Pages 14-15 of
PGE Exhibit 400 specifically describe how Monet calculates net variable power costs.

What is PGE’s current forecast for power costs in 20077

PGE’s most recent forecast for 2007 power costs is approximately $812 million.

Could the November open enrollment process affect PGE’s power costs in 20077?

Yes. All large non-residential customers, regardless whether they have “opted out” or not,
are eligible to receive service from PGE or from an ESS. If PGE’s non-cost of service load
is less than 94 MWa, PGE will have to purchase more energy in order to serve these
customers. Conversely, if PGE’s non-annual load exceeds 94 MWa, PGE will have to sell
energy in order to maintain its relative position.

Can PGE’s 2006 and 2007 forecasts for power costs be made consistent with the 2002
test year forecast in UE 115?

Yes. If we assume that all of the 2006 and 2007 opt-out loads are supplied at the market
prices in PGE’s forward curves for 2006 and 2007, then we can compare the three forecasts.

We refer to this power cost forecast as the “all loads” forecast.

UE 181 - Direct Testimony
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Q. How do PGE’s all loads power cost forecasts for 2006 and 2007 compare with PGE’s
forecasts for 2002 power costs?

A. The “all loads” forecast for 2007 power costs is $865 million. This is an increase of
approximately $146 million above the 2006 “all loads” power cost estimate in UE 172 and
greater than power costs in UE 115. Table 3 below provides a summary of our power cost
forecasts. As we noted above in Section I, we will further update our forecast for 2007 and
our final forecast will be submitted in November 2006. In addition, PGE may be required to
adjust Schedule 125 according to the large nonresidential load shift true-up provision

identified in Schedule 125-6.

Table 3
Power Cost Forecast Summary
2002 2005 2006 2007 2005 2006 2007
UE 115" All Loads All Loads All Loads RVM RVM RVM
Costs ($°000) $766,882 $591,007  $718,428  $864,640 $486,266 $628,512 $811,622

Loads” (‘000 MWh) 21,664 20,591 20,849 21,072 18,551 19,556 20,243
Unit Cost ($/MWh) $35.40 $28.70 $34.46 $41.03 $26.21 $32.14 $40.09

1. Represents the annualized power costs established in UE 115 based on a 15-month test
period for power costs. Includes the impact of the Hydro Rider, Schedule 125, Part C.

2. Calendar busbar loads in 000’s of MWh. The 2005, 2006, and 2007 RVM exclude non
cost of service loads of approximately 232 MWa, 148 MWa, and 94 MWa respectively.

PGE Exhibits 101-C and 102-C contain the Monet output for our 2007 RVM forecast.

The Monet forecast includes transmission costs for opt-out loads and must be adjusted to
yield the appropriate 2007 RVM costs’.

Q. Why are the RVM costs in 2007 higher than in 2006?

A. Our forecasted 2007 RVM costs are higher than our forecasted 2006 RVM costs for four

primary reasons, as shown in Table 4.

! For the 2003, 2004, 2005, 2006, and 2007 RVM, transmission costs that are assigned to “Opt-Out” load total $5.3
million, $5.4 million, $4.9 million, $3.0 million, and $2.2 million respectively.

UE 181 - Direct Testimony
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Table 4

Estimate of Change from 2006 Final RVM: Amount ($Million)
Additional 79 MWa COS Load 42

Lost BPA Subscription Power Benefit 59

Impact of Higher Contract Prices on Term Purchases 32

Impact of Higher Per Unit Gas Cost 46

Other Factors 3

Total 183

Please explain in more detail the four primary reasons for higher 2007 net variable
power costs.

First, we project 79 MWa in additional cost of service load — 25 MWa due to load growth
and 54 MWa due to decreased Schedule 125-B opt-out load. The cost to supply the
additional 79 MWa at market purchase or short-term contract prices of approximately
$61/MWh is approximately $42 million. Second, we lose 193 MWa of BPA subscription
power benefits in 2007. We must then supply this power with market or short-term contract
purchases at approximately $61/MWh, rather than at the 2006 BPA subscription power rate
of approximately $26/MWh. Third, approximately 800 MWa of 2006 market and
short-term contract purchases were at an average price of approximately $56/MWh.
However, the comparable 2007 average price is approximately $61/MWh. Fourth, although
projected market gas prices are high for both this and the final 2006 RVM filings, the value
of gas financials is $46 million higher in the final 2006 RVM filing.

Are there any factors that mitigate power costs in the 2007 RVM?

Yes. Expected output from our hydro plants and contracts is approximately 20 MWa higher
in 2007. However, other factors off-set the savings related to increased hydro output. These
include somewhat lower projected coal-fired output, slightly higher coal and contract hydro

prices, and higher transmission costs.

UE 181 - Direct Testimony
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C. Monet Updates
Please describe the overall process of updating Monet with new data.
When we fully update Monet, we incorporate available information regarding the inputs
affecting our power costs, including retail loads, transmission (or wheeling) costs,
generation performance parameters, purchase and sales contracts, coal costs, fuel
transportation costs, and the expected wholesale market prices for gas and electricity over
the relevant time period. We then run Monet to determine PGE’s forecasted net variable
power costs.
What is the purpose of the updates to Monet?
We update Monet with the latest information available to provide us with the best forecast
for our power costs.
Please describe the Monet resource updates that PGE considers significant.
All of the resource updates to Monet are provided in the step log, included in our work

papers. Table 5 below summarizes significant resource updates made to Monet for this

filing.
Table 5
Major Resource Updates
Data Update Description
Update PGE and Mid-C Hydro Energy Incorporate results from the new PNCA Headwater Benefit
Study.

Colstrip Unit 3 HP/IP Turbine Upgrade  Represents the improved capacity and heat rate of the Colstrip
facility as a result of the upgrade. Reduces Colstrip’s cost per
unit of output at the plant and increases its output.

PGE Planned Maintenance Use best current information on planned maintenance outages at
our hydro and thermal plants in 2007.

Update Heat Rates and Capacities Use best current plant data to update plant performance statistics.

UE 181 - Direct Testimony
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Q. Please discuss the first resource update, which incorporates the PNCA study of hydro
operating constraints and conditions.

A. This update came out in mid-2005 and allowed us to compile a 69-year hydro data set. We
discuss this in more detail in our recent general rate case testimony. See pages 56-57 of
PGE Exhibit 400.

Q. Do you also discuss the Colstrip Unit 3 HP/IP Turbine upgrade and the updates to
planned maintenance outages in PGE Exhibit 400 (Docket UE 180)?

A. Yes. See pages 57-59 of PGE Exhibit 400.

Q. Please summarize the expected thermal plant performance parameters for PGE’s
thermal resources.

A. Table 6 below summarizes our expectations of thermal plant performance for 2007 and

provides a comparison to the 2006 RVM parameters.

Table 6
Thermal Performance Parameters
Heat Rate Capacity Forced Outage Planned
2006 2007 2006 2007 2006 2007 2006 2007
Btu/kWh Btu/kWh (MW) (MW) Rate Rate Days Days
Beaver 9,299 9,299 521 521 8.7% 20.8% 28.5 See Text
Boardman 9,725 9,725 380 380 6.5% 12.1% 29 30
Colstrip 3 10,913 10,842/10,490 148 143/148 13.0% 12.4% 9 44
Colstrip4  10,913/10,556 10,490 148/153 148 13.0% 12.4% 52 0
Coyote 7,146 7,128 240 243 6.8% 7.3% 16 16

Q. What is the basis of the forced outage rates (FOR) for the thermal units?
A. For all thermal resources, the FORs are calculated on the basis of rolling 4-year averages.

For 2007, this average is calculated based on the actual forced outages experienced from

UE 181 - Direct Testimony
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1 2002 through 2005. We provided forced outage data in PGE Exhibit 300 in Docket UE 180

2 (see pages 19-20).
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IV.  Qualifications
Mr. Tooman, please describe your qualifications.
| received a Bachelor of Science degree in Accounting and Finance from the Ohio State
University in 1976. | received a Master of Arts degree in Economics from the University of
Tennessee in 1993 and a Ph.D. in Economics from the University of Tennessee in 1995. |
have taught economics at the undergraduate level for the University of Tennessee,
Tennessee Wesleyan College, Western Oregon University, and Linfield College. | have
worked for PGE in the Rates and Regulatory Affairs Department since 1996.
Mr. Niman, please describe your qualifications.
| received a Bachelor of Science degree in Mechanical Engineering from Carnegie-Mellon
University and a Master of Science degree in Mechanical Engineering from the California
Institute of Technology. | am a registered Professional Mechanical Engineer in the state of
Oregon.

I have been employed at PGE since 1979 in a variety of positions including: Power
Operations Engineer, Mechanical Engineer, Power Analyst, Senior Resource Planner, and
Project Manager before entering into my current position as Manager, Financial Analysis in
1999. | am responsible for the economic evaluation and analysis of power supply including
power cost forecasting, new resource development, least cost planning, and avoided cost
estimates. The Financial Analysis group supports the Power Operations, Business Decision
Support, and Rates & Regulatory Affairs groups within PGE.

Mr. Schue, please describe your qualifications.
| received a Bachelor of Science degree in Economics from the University of Oregon, a

Master of Arts degree in Economics from the University of Minnesota, and a Master of
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Business Administration degree from the University of Louvain (Belgium). | have taught
beginning and intermediate level economics courses at the University of Minnesota,
particularly in the area of public finance.

I have been employed at PGE in a variety of positions beginning in 1984, primarily in
the Rates and Regulatory Affairs Department. | have worked on Bonneville Power
Administration rate cases, particularly in transmission rate design. | was the Project
Manager for PGE’s 2000 Integrated Resource Plan (IRP), and worked on PGE’s 2002 IRP
and related Request for Proposals. 1 also co-sponsored testimony and provided analytical
support in the Trojan-related UE 88 Remand docket. In addition, | worked at the Oregon
Public Utility Commission during 1986 and 1987, where my primary assignment was

economic evaluation of conservation programs.

Q. Does this conclude your testimony?

A. Yes.

g:\ratecase\opuc\dockets\ue - 2007 rvm\testimony - pge direct\draft nvpc testimony.doc
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List of Exhibits

PGE Exhibit Description
101-C (Confidential — Sent under Separate Cover)

Output/Assumption Summary Sheet
Model Step Change Log and Change Categories
Monet Output (Cost and MWa)

102-C (Confidential on CD - Sent under Separate Cover)
Monet Model (M606PUC05-045-2007.xls)
Cost of Serving Opt-Out Loads (CostofOp031506.xIs
Step Log (2007RateCase-ModelsSteps-March15Filing.xls)
Output Summary (SumM606PUC05-045-2007.xls)
Stacking Model (Stk031506-2007RL.xIs)
Hourly Diagnostic Output (M606PUC05-045-2007output-Hrly ...xls)

103 Copy of PGE Exhibit 400 in Docket UE 180
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Q.

A.

Q.

. Introduction
Please state your names and positions at PGE.
My name is Pamela G. Lesh and my position is Vice-President, Regulatory Affairs and
Strategic Planning. | am responsible for all aspects of regulatory affairs and for overall
strategic planning at PGE. My qualifications are in PGE Exhibit 100.

My name is Michael A. Niman and my position is Manager, Financial Analysis. | am
responsible for power cost, project, and other financial analyses at PGE. My qualifications
are in Section V1 of this testimony.

What is the purpose of your testimony?

The purpose of our testimony is to support PGE’s forecast of net variable power costs
(NVPC) for the purpose of setting cost of service rates for 2007 and to propose a fair
methodology for reflecting power costs in PGE’s cost of service rates. We propose a
framework for power costs that uses three major regulatory tools — a general rate case
(GRC), a forward-looking automatic adjustment clause (AAC), and a retrospective
automatic adjustment clause — to achieve rates reasonably reflective of actual cost, and to
allocate (between PGE and our customers) the risk of variances between the forecast used to
set rates and the actual costs experienced. Our proposal includes not only methodologies
and allocations, but also process and timing.

In brief, we propose to use a GRC much as we do now. Filed as needed by PGE, or
initiated by the Commission or a complainant, the GRC would establish — for a test period
and the indefinite future until the next GRC — the following:

o Capital recovery costs for generation investments (return of and return on)

e O&M for plants and power operations
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e Operating parameters for PGE resources (or contracts that resemble resources)
such as heat rate, maximum capacity, and environmental constraints

e MONET (the PGE power cost model) logic or other changes not specifically
included in the annual update

We further propose to replace the Resource Valuation Mechanism (RVM) with Annual
Power Cost Update (Annual Update — see Schedule 125). The RVM served two purposes:
updating NVPC and providing the methodology for calculating transition adjustments for
customers choosing direct access or market-based rate offers. PGE Exhibit 1300 explains
the mechanism by which we propose to calculate transition charges in the future. For the
Annual Update, each year, PGE will produce a new NVPC forecast by inputting to
MONET:

o New power, fuel and transmission contracts (physical and financial) entered into
by PGE;

e A load forecast for the following calendar year;

e Forward curves for power and fuel to value any short or long positions;

e Updated forced outage rates, using the traditional four-year rolling average
methodology; and

e Planned maintenance outages for the following calendar year.

Unlike the RVM, the Annual Update will not re-spread fixed power costs (developed
through unbundling) for the new load forecast. This feature of the RVM related primarily to
its use as a transition cost mechanism.

Last, we propose an automatic adjustment clause — the Annual Power Cost Variance

(Annual Variance — see Schedule 126) that compares the difference between the forecast
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NVPC for a given year with the actual NVPC that PGE incurred, and allocates that
difference between PGE and customers according to the following parameters:

e Variances shared 90% to customers and 10% to PGE

o Portion of variance related to changes in load from the forecast neutralized by

comparing forecast average NVPC to actual average NVPC
o Prudence review
Both the Annual Update and Annual Variance would be subject to an earnings test,

which we modeled on the Commission’s 1999 policy ruling relating to Purchased Gas
Adjustment (PGA) clauses, Order No. 99-272. Once a year, a proceeding would occur to
enable a Commission finding whether the effects of the Annual Update and Annual
Variance mechanisms in the prior calendar year, combined with the results of risk
allocations from the last general rate case and any other regulatory actions for that year,
resulted in reasonable rates. PGE would share equally (50-50) with customers any earnings
for that prior calendar year above a threshold, which we propose as 100 basis points above

our authorized return on common equity (ROE), adjusted for years between GRCs.

Q. Will PGE make an RVM filing for 2007?

Yes. PGE’s current Schedule 125 remains effective until the Commission approves its
modification. Accordingly, we have included with this filing an RVM estimate, similar to
those we have provided over the last several years, and we will file the 2007 RVM by April
1, 2006, per the usual schedule. The RVM estimate differs from the GRC NVPC forecast in
two respects:

o It reflects no changes to the MONET model
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e The load excludes those customers who have given us notice “not to plan” for
them under Part B of Schedule 125. As explained in PGE Exhibit 1300 we
propose to eliminate this option beginning in 2007.

The 2007 RVM preliminary estimate is $813.8 million, a 29% increase from 2006.
Continued high projected electric and natural gas prices and large unfilled positions are the
primary causes of the increase. The forward curves in the final 2006 RVM filing were
$67.44 per MWh and $9.35 per DT, respectively. However, at that time we had already
filled most of our needs, either on physical or financial bases. The average cost to pay for
short-term electric contracts and cover a small open electric position at forward curve prices
was $49.76/MWh, and the value of our gas financials was more than $57 million. On the
other hand, as of 2/23/06, forward curves for 2007 were $61.49 per MWh and $8.48 per DT,
only somewhat lower than those in the final 2006 RVM filing, and we had large unfilled
electric and gas needs. The average cost to pay for short-term electric contracts and cover a
large open electric position was $60.63/MWh, and the value of our gas financials was less
than $10 million. Our confidential workpapers provide detailed MONET model output for

our 2007 RVM and GRC NVPC forecasts.

Q. What is your GRC NVPC forecast?

A. Our GRC NVPC forecast is $857 million. Both this forecast and the RVM estimate include:

e Forced outages rates based on the years 2002 through 2005
e Planned maintenance outages for 2007

e Power and fuel contracts entered into through 2/23/06

e Forward electricity and natural gas curves on 2/23/06

e Updated cost and performance parameters for thermal plants
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o Updated hydro generation forecast based on the average of 69 years of hydro
conditions

o Updated transmission and wheeling assumptions

Q. How do you propose to update your RVM estimate and GRC NVPC forecast?

A. We propose to do this according to the schedule adopted in the 2007 RVM, using that

schedule for updating the GRC NVPC forecast as well. We intend to propose a schedule for
this GRC docket that enables resolution of PGE’s proposed changes to direct access by the
end of August, in time for the September Schedule 483 and 489 elections. Assuming this
resolution includes the disposition of Schedule 125 Part B opt-out as well, there will be no
difference between the GRC NVPC and RVM NVPC forecasts except for any contested
MONET changes. The RVM estimated rate change would, however, continue to reflect
re-spreading the UE 115 supply function fixed costs over 2007 RVM loads.

How does the Boardman outage that begin briefly in October 2005, and PGE’s pending
deferral for part of the outage period, affect your RVM and GRC estimates and your
proposed framework?

In this filing, both the 2007 RVM and GRC NVPC forecasts include the days starting
October 23 through December 31, 2005, in the rolling four-year average calculation of
Boardman’s forced outage rate. We stated in our application for deferred accounting that, to
the extent that PGE receives recovery of the cost of replacing Boardman, the forced outage
rate calculation should not reflect days included in that recovery. If the deferral proceeding
results in a Commission order by October or November, we can reflect the outcome in the

RVM and GRC NVPC forecasts.
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The effect of the outage and the potential deferral on the Annual VVariance component of
our proposed NVPC framework is more complex. As we summarized above, the Annual
Variance tariff puts in place a sharing of variances, positive and negative. All else being
equal, including Boardman’s unexpected forced outage days in the rolling average used for
forecasting increases the likelihood of a negative variance; i.e., actual NVPC would be
lower because Boardman would produce more electricity at its variable cost of
approximately $13/MWh, compared to a market price that may be approximately $60/MWh.
Under our proposal, customers would receive 90% of such negative variances. This result
would deprive PGE of the opportunity to recoup our loss from the outage period, to the
extent that the Commission did not allow us direct recovery of the costs through deferral.
The reverse could happen as well if, for example, Colstrip or Coyote Springs had performed
particularly well in 2004 or 2005. Transition to the Annual Variance tariff could deprive
customers of some of the expected compensation for the extraordinary performance that did
not benefit them because no variance mechanism was in place.

To address this transition issue, which occurs both at the start and at the eventual end of
the Annual Variance tariff, we have included language in the tariff to preserve the “benefit
of the bargain” for customers and for PGE of variances related to how we forecast forced
outage rates.

How have you organized your testimony?

In the remainder of this introduction, we review the regulatory tools available for including
power costs in cost of service rates and summarize a study PGE has prepared regarding how
regulatory agencies in other states have applied these tools for electric utilities under their

jurisdictions. We drew upon our review and this study, as well as the Commission’s Order
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No. 05-1261, Oregon’s regulatory treatment of natural gas utilities’ purchased gas, and our
interactions with expected parties to this case, in developing our proposed framework. We
also briefly review the definition of net variable power costs (NVPC) and how we use our
MONET model to produce a forecast of NVPC.

Section Il discusses the GRC portion of our framework. We explain why we believe it
appropriate to address the selected components of power costs in that forum, rather than in
an annual update or a retrospective automatic adjustment clause, and the risk allocation
reflected by the proposed treatment of those components.

Section 111 explains why we included the Annual Update mechanism in our framework.
We also support our short list of items eligible for the Annual Update and describe the
process and timing we propose to apply to the proceeding. As with Section I, we identify
the risk allocation contained within this part of the framework.

Section 1V explains why we included a retrospective mechanism in our proposed power
cost framework, describes the parameters and process we propose for the Annual Variance
tariff and why we chose or designed them and rejected others. We address the guidelines
the Commission suggested in Docket UE 165 for the SD-PCAM as well as parameters
currently in place for similar mechanisms or used in the past.

In Section V, we discuss the MONET changes that we propose the Commission adopt
either for use in a continued RVM or for use in the proposed Annual Update. We present a
preliminary estimate of the amount by which each change will affect NVPC.

What regulatory tools are available for handling power costs in cost of service rates in

Oregon?
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A. Oregon has at least four regulatory tools that it can employ to reflect power costs properly in
cost-of-service prices. These are:

e GRCs, which are a comprehensive review of all of a utility’s costs, including the
cost of capital;

e Forward-looking automatic adjustment clauses, for which the Commission may
by statute suspend some of the procedural requirements for processing rates and
which generally focus on components of cost of service that change more
frequently than most;

e Retrospective-looking automatic adjustment clauses, which by using deferred
accounting authority can adjust rates for components of cost of service that
change frequently but are difficult or impossible to forecast accurately; and

o Deferred accounting, presently governed by the guidelines the Commission
adopted in Docket UM 1147 and which is best suited for unexpected and short-
term changes in a utility’s costs.

All of the regulatory tools other than the GRC require features that ensure that the
prices resulting from their application still meet U.S. Constitutional and statutory
requirements. Commonly, this occurs through a prospective or retrospective review of
earnings that will or have resulted from the approved cost changes.

Q. What are the characteristics of a GRC that you considered in deciding how to use this
tool in the framework?

A. A GRC is the most thorough of all the tools, with a process that provides ample access to
information and time to ensure understanding. The inclusion of all costs and revenues

allows exploration of all linkages, direct and indirect. Determining whether the resulting
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prices meet Constitutional and statutory requirements is intrinsic to the proceeding, because
the Commission determines the authorized rate of return based upon its application of the
requirements to the record developed in the GRC. This is the proceeding in which the
Commission can best address the alignment of risk allocation and cost of capital and this is
why PGE is proposing a comprehensive regulatory framework for power costs in this filing.

A GRC, with its “test year” core, is not well suited, however, to highly dynamic
information, such as near-term power and fuel purchase contracts, and forward curves.
Depending on the process, it can become questionable whether the forecasts of such
dynamic costs or revenues will be an acceptable representation of what will happen in the
test year, let alone subsequent years. In addition, initiation of GRCs in Oregon has been
one-sided in practice although not in right: the Commission or a customer can initiate a
GRC. The slowness and initiation characteristics make a GRC ill-suited to cost components
that can change significantly, up or down, from year to year (e.g., NVPC). This tool is best
for cost components that slowly rise or slowly fall over time, such as most fixed costs.
Which characteristics of an automatic adjustment clause (AAC) did you consider
important in deciding how to use this tool in the framework?
Based on Oregon’s experience with PGA clauses and PGE’s power cost adjustment clause
in the 1980s (1980s PCA) and RVM since 2001, we conclude that AACs are a good
regulatory tool for cost of service rates if the cost (or revenue) to which the AAC applies:

e Changes frequently and in ways that could both increase or decrease prices, such

that removing the utility’s information advantage helps ensure fairness over time;
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e Implements an already-decided risk allocation, rather than changing that
allocation or revising it to reflect a new risk (such as a major new investment);
and

e Generally is actually incurred, third-party generated, per a previously-agreed
methodology, or verifiable.

Two items on this list are similar to those mentioned by the Commission in its 1989
order modifying PGA clauses in Oregon, Order No. 89-1046, which noted the standards of:
(1) a cost that changes frequently so that tracking is useful to avoid numerous rate
proceedings; (2) the significance of the cost in relation to the utility’s total expenses; and (3)
the degree of control the utility has over the cost. In 1989, gas costs were over 56% of
Northwest Natural’s total expenses; in 2007, we expect NVPC to be over 50% of our total
revenue requirement.

AACs based on the above criteria can proceed rapidly and consume relatively few
regulatory resources. The tool works less well if the underlying information is complex or
involves choices about which disagreement might exist or if the AAC’s timing does not
permit review of all information used in adjusting prices.

The primary difference between forward-looking and retrospective AACs is the nature
of the cost or revenue change involved. AACs for costs already incurred to serve a future
period (e.g. gas purchase contracts) or capable of accurate forecasting can easily be forward-
looking. AACs for costs not yet incurred and subject to uncertainty (e.g., energy efficiency
program incentives that will depend on how many customers choose the program) require a

retrospective AAC.
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Q. Why do you believe that AACs, forward-looking or retrospective, and deferred

accounting require features to ensure that the prices resulting from their application
still meet U.S. Constitutional and statutory requirements?
Any time the Commission rules on utility prices, its decision must meet these tests. As we
noted above, this happens in a GRC as an intrinsic function of the scope of the proceeding.
By their very nature, however, AACs or deferred accounting matters do not involve all costs
and revenues and unreasonable prices could result if, for example:

e The cost or revenue adjusted through the AAC or deferred accounting relates

integrally to another cost or revenue that is not adjusted; or

o Unrelated costs or revenues have changed significantly.

The Commission typically does this through an earnings test of some sort. In the PGAs,
for example, the earnings test generally does not directly relate to the ways in which the
AACs update the forecast of future natural gas costs or the variance between forecast and
incurred gas costs for a prior period (this is slightly different for Avista). Rather, once a
year, the Commission checks whether the complete regulatory framework for the gas
utilities (GRCs and PGAs) has resulted in reasonable rates. Earnings above a certain
threshold are subject to sharing. See Order No. 99-272 and OAR 860-022-0070. W.ith
respect to deferred accounting, the Commission has explained that “the sole issue is whether
a utility’s earnings for the test period enable it to absorb a cost that has been approved for
deferral.” Order No. 93-257 at 7.

Did PGE conduct a study of how other states handled power costs for purposes of

setting cost of service rates?
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A

Q.

Q.

Yes, PGE engaged NERA Economic Consulting, formerly National Economic Research
Associates, to conduct this study on our behalf. NERA completed the study in August 2005.
PGE includes the full study entitled The Continuing Role of Power Cost Adjustments in the
Electric Utility Industry as PGE Exhibit 401. In addition, PGE routinely tracks how other
Northwest states address power cost recovery.

What states and utilities did NERA include in the study?

NERA began with the fifty states as well as the District of Columbia and divided them into
traditionally regulated states and states that had restructured their electric industry.
(Nebraska and Alaska do not have any investor owned utilities.) PGE Exhibit 402 shows
the types of states as defined by NERA and the states that have long standing Power Cost
Adjustments (PCAs). The study excludes the restructured states and focuses on the
traditionally regulated states outside the Northwest (30). Although NERA excluded Arizona
as a restructured state, it should probably be included because restructuring is largely halted
and the Arizona Corporate Commission has reinstituted a PCA for Arizona Public Service.
Tucson Electric Power has not yet filed a rate case because of a prolonged rate freeze
associated with the now halted restructuring.

At a high level, what were the results of this study?

Of the states and utilities reviewed, the overwhelming majority track through to retail prices
100% of a utility’s prudently-incurred NVPC, both power and fuel. This occurs through
periodic filings for forward-looking rate adjustments and true-up mechanisms to reconcile
past variances. Rate adjustments are usually accompanied by requirements for a regulatory
hearing or report to the Commission. The frequency of adjustments varies from state to

state, ranging from monthly to annually. Of the 28 states that authorize their utilities to have
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a power cost adjustment clause, 25 include some form of true-up. The time-lag for full cost
recovery of forward-looking adjustments and true-up reconciliation varies from 1 month to
12 months.

Some states include purchased capacity costs in their PCAs. These states include
Hawaii, Montana, Oklahoma, South Carolina and South Dakota. Others address capacity in
separate clauses (AR, FL, WI) or the utilities’ base rate (GA, 1A). Some states allow
utilities to recover the cost of financial hedges (AL, GA, MS, NV, ND, SD). Utilities may
include some or all of the gains/losses from financial hedging aimed at reducing energy
costs in the PCA. Distinct geographic characteristics exist. PGE Exhibit 403 provides

details of the state process.

Q. What did the survey show regarding the use of dead-bands and sharing?

A.

Only Washington has had a dead-band of the nature applied in Oregon to two recent
deferred accounting requests and proposed by various parties for ongoing AACs. Sharing
mechanisms are infrequent and, where they exist, generally relate to the true-up or
retrospective portion of the mechanism. These mechanisms take on a variety of forms. We
discuss dead-bands and sharing further in Section IV.

What did NERA do to ensure full understanding of the power cost framework in place
in the various states?

NERA contacted both the Commissions and the utilities listed in the study. NERA solicited
information about the framework of each PCA so that we could understand the mechanics
and rationale. Appendix 1 of PGE Exhibit 401 presents the detailed information.

What are your conclusions from the NERA study?

We conclude that, among states that continue to regulate utilities on a cost of service basis:
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e The use of regulatory tools that allow frequent resetting of rates for power cost
components, outside of a general rate case, is common;

e The use of regulatory tools that adjust rates for differences between the forecasted
power cost components and actual power costs incurred, is common; and

o Commissions in the Western states tend to allocate more risk of variance to
utilities than those in the Southern or Midwestern states.

PGE’s current lack of a retrospective tool for variances between forecasted and actual
power costs places us in an "outlier" status among cost of service electric (or combination)
utilities. This is why our framework includes the Annual Variance tariff.

How does PGE define ""net variable power costs” (NVPC)?

NVPC include wholesale (physical and financial) power purchases and sales (“purchased
power" and "sales for resale™), fuel costs, and other costs of power that generally change as
power output changes, such as transmission payments to third parties. PGE records its
variable power costs to FERC accounts 501, 547, 555, 565, and 447. Based on historical
decisions, we include some fixed power costs, such as Boardman taxes. These items, such
as transportation charges and excise taxes, relate to fuel used to produce electricity. We
"amortize" these fuel-related costs even though, for purposes of FERC accounting, they
appear in a balance sheet account (151). We also exclude some variable power costs, such
as variable operation and maintenance costs, because they are already included elsewhere in
PGE’s accounting. The "net" refers to net of assumed wholesale sales.

How does PGE produce a forecast of NVPC?

PGE uses a model to forecast NVPC. The primary purpose of the model is to reflect in

estimating NVPC the principles of economic dispatch; i.e., a utility should use lowest
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variable cost resources to serve customers first, moving up the price/supply curve as load
requires. PGE uses a combination of known future costs, forecast cost inputs, and a model
to produce a forecast of net variable power costs, built around the principle of economic
dispatch. In other words, for PGE and the region, resources such as hydro plants, coal
plants, and combustion turbines run to meet load in order of lowest (variable) cost first, and
highest cost last. We use a model called MONET that we first built in the mid-1990s and
have since refined.
How does PGE use MONET to forecast net variable power costs?
PGE uses MONET to "dispatch” PGE’s resources against forward curves for purchased
power and gas. To do this, the model employs the following data inputs:

o [Forecasted retail loads, on an hourly basis;

e Physical and financial contract and market fuel (coal, natural gas, and oil)
commodity and transportation costs;

o Thermal plants, with forced outage rates and scheduled maintenance outage days,
maximum operating capabilities, heat rates, and any variable operating and
maintenance costs (although not part of net variable power costs for ratemaking
purposes);

e Hydroelectric plants, with output reflecting current non-power operating
constraints (such as fish issues) and peak, annual, seasonal, and hourly maximum
usage capabilities;

e Transmission (wheeling) contract costs;

o Physical and financial electric contract purchases and sales; and

o Forward market curves for gas and electric power purchases and sales.
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. Using these data inputs, MONET dispatches PGE resources to meet customer loads
based on the principle of economic dispatch. Thus, any plant is dispatched when it is
available and its dispatch cost is below the market electric price. Any plant can also be
operating in one of various stages — maximum availability, ramping up to its maximum
availability, starting up, shutting down, or off-line. Given thermal output, expected hydro
generation, and contract purchases and sales, MONET fills any resulting gap between total

resource output and PGE’s retail load with market purchases (or sales) based on the forward

market price curve.
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Q.

Q.

Q.

Il. Power Cost Framework — General Rate Case Role

What components of PGE’s power costs do you propose that the Commission reflect in
rates only through a GRC?
As has historically occurred, we propose that the Commission reflect the following in rates
through a GRC:

o Capital recovery costs for generation investments (return of and return on),

whether new or capital additions;
e O&M for plants and power operations;
e Operating parameters for PGE resources (or contracts that resemble resources)
such as heat rate, maximum capacity, and environmental constraints; and

e MONET logic or other changes not specifically included in the annual update.
Why are capital recovery costs on this list?
Oregon’s practice for many years has been to change cost of capital only in a GRC, at which
time the Commission can ensure that the rate of return (reflecting cost of debt, equity,
preferred and cap structure) produces an end result that meets Constitutional and statutory
requirements. Similarly, Oregon has, for many years, required that utilities update their
depreciation studies every five years, a time frame more suitable to addressing these "return
of" issues in a GRC. For major new investment or capital additions, PGE generally knows
in advance and a GRC schedule is workable. In addition, a proposed addition to rate base is
not a highly variable number that requires frequent updating throughout the process.
Are there circumstances under which PGE and participants in your rate cases might

not want to do a full GRC to update power supply capital recovery costs?

UE 181 - DIRECT TESTIMONY



10

11

12

13

14

15

16

17

18

19

20

21

22

23

UE186--PGEF4060 UE 181/ PGE Exhibit /103

Lesh—Niman/18 Tooman — Niman - Schue /
18
A. Yes. We have one instance in this case. PGE plans to complete Port Westward shortly after

concluding a GRC for the 2007 test year. PGE could almost simultaneously run a GRC for
a test period that ends on Port Westward’s on-line date but it makes more sense simply to
"track™ the plant into the already approved test year when it becomes available. The
Commission previously used this procedure for PGE’s Coyote Springs plant, and there are
other examples as well. In essence, these "tracker™" cases operate on the implicit assumption
that nothing else requires review to ensure that the end result of the rates is reasonable. As
we think ahead to the next five to ten years, it is probable that PGE will have more frequent
generation-related major investments or capital additions than in the past 10 years. PGE is
open to adapting this framework to accommodate a "tracker” concept for certain resource
investments or capital additions.

Why do you propose to address plant-related and power operations O&M in a GRC?
We propose this for two reasons. First, costs incurred in other areas, such as information
technology, affect plant or power supply O&M costs making it difficult to address only
O&M. For example, in this case, IT costs allocable to generation are $3.7 million. Second,
these costs are not highly variable, either during a GRC process or after the case’s
conclusion.

What do you mean by the term "'plant operating parameters’ that you use to describe
the next category of power cost components you propose to address in a GRC?

The two main parameters we have in mind here are heat rate (for thermal plants) and
maximum output capability (for hydro and thermal plants). Specifically for hydro, we
include environmental operating constraints as a parameter matter, but updating “average

water” for additional years of data would not be. These are characteristics that change from
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time to time because of reasons such as capital investments or environmental issues (permits
etc.).
Why do you propose to update these plant operating parameters in a GRC?
We propose this primarily for two reasons. First, the reasons for changes in these
parameters can be complex, such as a new biological opinion affecting Columbia River
hydro operations or air quality issues that constrain a given plant’s operation during certain
hours of the year. Handling such issues in a GRC allows all parties more time to understand
the change. Second, particularly for improvements in heat rate or maximum capability,
capital additions and higher O&M may be integrally related with the change. It seems
unbalanced to reflect the parameter changes without recognizing the capital additions or
higher O&M. On the other hand, a planned maintenance outage — which we do intend to
reflect in the annual update — may be particularly long in a given year because of the work
that is required to improve heat rate or increase maximum capability. This actually occurred
with Boardman in 2004 and is underway for Colstrip 4 and 3 in 2006 and 2007, respectively.
In the RVM, we did change operating parameters for these matters. At times, however,
our proposed changes generated controversy for a variety of reasons. We are open to
discussing this part of the proposal during the process of this case. Solutions to the
complexity and linkage issues may appear that we are not aware of right now.
Why do you propose to handle MONET logic and other types of changes not
specifically allowed by the Annual Update process in a GRC?
We make this proposal primarily because of our experience with the RVM and feedback
from parties about the RVM process. The range of logic, data, and other modeling changes

that can occur, as we attempt to produce as accurate a forecast as possible, is large. The
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Q.

A

Q.

A.

effect of most such changes, however, is generally small. We may gain some process
efficiency by gathering these together for handling in a GRC and parties will gain time to
evaluate these changes.

How would your proposed framework operate in a year in which you had a GRC?
Much as we are doing in this filing, we would provide an estimate of the upcoming Annual
Update with the GRC so that customers understood the combined possible rate change and
we would include in the GRC any MONET or operating parameter changes not allowed by
the Annual Update process. On the date contained in the Annual Update tariff, we would
file the Annual Update for the following year, without the effects of the proposed model
changes in the GRC. Once the Commission acted on the GRC, we would include those
decisions in the final Annual Update model run for the upcoming year.

What risk allocations does this part of your proposed framework embody?

This part of the framework allocates to PGE the following risks:

Regulatory lag and prudence on the recovery of generation capital investments;

Changes in load that affect the recovery of these fixed capital recovery and O&M
costs;

e Changes in and prudence of fixed O&M costs;

e Regulatory lag on changes in costs related to changes in plant/contract operations;

parameters, to the extent of PGE’s share per the Annual VVariance mechanism; and

Modeling choices, to the extent of PGE’s share per the Annual Variance.
What modeling choices allocate risk to PGE?

Two of our inputs to MONET embody significant risk allocations:
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e The four-year rolling average methodology used to create a forecast forced outage
rate for generating plants; and

e The methodology used to forecast the amount of hydro-electric power PGE’s
plants and Mid-C contracts will produce.

For both of these, we use a methodology because we have no way of knowing for
certain what a given plant’s forced outage rate for a year will be or what hydro-electric
power we will receive from our projects or contracts. Only by fluke will the methodology
result in a forecast that is the same as what actually occurs.

How does the four-year rolling average for forced outages work?

We use a four-year rolling average, incorporating data from the four most recent calendar
years for which data are available. For the 2007 net variable power cost estimate in this
filing, we use data from 2002-2005. For example, if a plant had experienced forced outage
rates of 5%, 12%, 3%, and 8% for the years 2002, 2003, 2004, and 2005 respectively, we
would assume a 7% forced outage rate in our 2007 power cost estimate. This simple
example assumes equal weighting of the forced outage rates. The actual calculation is
effectively a weighted average, however, using the total unit forced outage hours, equivalent
derated hours, service hours, etc. as applicable over the four calendar year period.

This produces a point forecast for a given year. If the actual forced outage rate for the
year is less than this, PGE may experience the benefit of the additional plant availability,
subject to the Annual Variance tariff. Customers will receive this benefit, however, over the
following four years, as the increased availability lowers the forecast forced outage rate

below what would otherwise have been forecast. The reverse occurs also.
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Over the last seven years, the actual forced outage rates for PGE’s coal generating
plants have varied between 2.9% and 24.1%. The range is slightly larger for the gas-fired
generating plants: between 0.6% and 30.4%. The financial effects can be significant,
however, particularly for the coal-fired resources because of the differences between a given
plant’s variable cost and the market value of a MWh. The financial effect of forced outage
rate changes at Coyote Springs and Beaver (and Port Westward, when it begins operation)
are smaller because the natural gas-driven variable costs are often close to market on a given
day.

Is this an acceptable risk allocation?

Yes, when matched with the Annual Variance tariff we propose. The Annual Variance tariff
will ensure that customers see most of the benefit of good plant performance and that PGE
recovers most of its costs to provide power despite prudently-incurred plant outages. PGE
will, of course, remain subject to bearing the cost of outages caused by imprudence. As we
noted in Section | and explain in Section IV, the Annual Variance tariff must include a
transition mechanism, however, because the four-year rolling average methodology includes
in the mechanism the effects of years before it was in place.

How do you forecast the amount of hydro-electric power production PGE will have
available to it?

We use the Pacific Northwest Coordination Agreement (PNCA) hydro regulation model to
develop an average monthly generation for each hydro resource, based on the historical
stream-flows over the period 1929 through 1997, with in-board and out-board adjustments to
the model. This produces a point forecast for a given year. If the actual production for the

year is less or more than this, PGE will experience the cost of replacing the expected
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production (subject to the APCV mechanism). Generally speaking, over the last 10 years,
actual hydro production has varied between a low of 428 MWa to a high of 708 MWa. This
is a large range. Moreover, a swing of 20% or more from one year to the next is not
uncommon. The financial effects are also large, because of the difference between the
variable cost of hydro power, which is close to zero, and the market value of the power
produced. For example, if the market electric price is $60/MWh, and hydro production is
100 MWa different than expected, the financial effect is more than $50 million
(60 x 100 x 8,760 > 50,000,000 ).
Is this similar to the rolling four-year average you use for forced outage rates?
No. Itis different in a critical respect. Except for periods of highly volatile power markets,
the rolling four-year average will roughly ensure an even risk allocation between PGE and
customers over a five-year period. The shape of effect to each differs, but the totals should
be close. This is NOT the case for how we forecast hydro production. Every year’s forecast
is a new look, unaffected by the year (or four) that just occurred. Moreover, the vast range
of years covers an even larger range of wholesale electricity power prices (or no wholesale
power prices, as there likely was little in the nature of a wholesale power market in many of
the early decades included in the 69 years). It is doubtful (although we do not have records)
that hydro production variations up to and as late as the 1950s had as much financial effect
on utilities as they do today.

Thus, only at the end of 69 years could customers and PGE know whether this risk
allocation resulted in revenue and cost neutrality and, of that, we have no certainty because
we have no way of knowing whether the same distribution of water years will occur over a

given sixty-nine years. And, of course, from 2007 forward, it is uncertain whether PGE will
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have access to production from the Mid-C hydro plants for 69 years and somewhat doubtful
even for production from PGE’s own hydro facilities, the longest license for which now
expires in 2055.

Is this an acceptable risk allocation?

No, not without a retrospective AAC of some sort. The Commission has recognized this,
encouraging the development of an ongoing mechanism in Dockets UM 1077 and UE 165.
Is there any other methodology PGE could use to create a point forecast of hydro
production for purposes of creating a NVPC forecast?

Some have suggested that developing “expected value power costs” could produce a point
NVPC forecast that reflects an even chance of positive or negative variances and an even
size of such variances.

What is expected value power cost?

Assuming all relevant variables are defined accurately, it represents a “fair roll of the dice”
with respect to expected power cost recovery for the next year. If you roll the dice many
times (i.e., many simulations of next year), the deviations between the simulations and
Expected Value Power Costs for next year will tend to even out. The method simulates
individual or aggregated draws of possible hydro conditions from the period 1929-1997,
simulated to occur in the next year. It simulates next year only and not years into the future.
In other words, whether one uses Average Hydro Power Cost or Expected Value Power
Cost, there can be no reason to expect an inter-temporal matching of the costs and benefits.
What are your concerns with developing Expected Value Power Cost?

One of the difficulties in developing Expected Value Power Cost is developing reasonable

parameters for the relationship between hydro generation and market electric prices.
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Moreover, Expected Value Power Cost does not represent a ratemaking response for treating
the volatility of power costs around the baseline forecast. It does not simulate hydro
conditions outside of the 1929-1997 period or other more extreme hydro conditions. It does
not handle unanticipated events (e.g., the 2000-2001 California Power Crisis), and generally
is very poor at reflecting non-fundamental factors such as market psychology. It also does
not simulate the next 69 years into the future. This is because:

e Hydro system non-power constraints change over time into the future.

e Hydro resource shares change over time into the future.

e The distribution of potential hydro production outcomes may not be represented
by the 69 years because of climate change or changes in environmental
requirements.

e The relevant parameters (e.g., hydro/market price relationship, gas/electric price
relationship) are not static. As a result, even if the parameters are defined
correctly for one year, they will tend to change over time. Thus, a deviation in
power cost that is consistent with a distribution of potential outcomes in year 1
could not be expected to be offset with a deviation in power cost in year 2 (or

some other future year) that is consistent with a different distribution of potential

outcomes.
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Q.

A.

Q.

A.

I11. Power Cost Framework — Annual Update Role
What components of PGE’s power costs do you propose to address through the Annual
Update?
We propose to establish a forecast of NVPC — which we defined in Section | — for
ratemaking purposes each year through the Annual Update tariff. To create this forecast, we
propose to use MONET, updating only for:
e Hourly loads for the forecast year;
o New physical and financial contracts and changes to existing contracts for power,
fuel, fuel transportation, or transmission/wheeling;
e Forced outage rates, using the traditional four-year weighted, rolling-average
methodology;
e Planned maintenance outage days for the forecast year; and
e Forward curves for long or short open power, natural gas, oil, or U.S./Canadian
foreign exchange rate positions.
As we stated in Section Il, any model change or data input not on this list would not
occur in the Annual Update process.
Why have you included an annual NVPC update in your proposed framework?
The primary driver of changes in our NVPC is power and fuel contracts that we purchase in
advance for a given future year or years.
With the advent of markets for both power and fuel, and the shift away from long-term
(15-year plus) agreements, neither PGE nor customers can have confidence that forecasts
created for one year will be even approximately representative for a subsequent year. For

example, just from 2002 to 2003, the average price of our power contracts fell by almost
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49%; our 2003 RVM passed this cost decrease through to customers with no lag. An even
larger drop in natural gas prices occurred after prices based on the UE 88 test year took
effect in early 1995. PGE adjusted prices for this decrease at the end of 1996 in UE 100.
Without an AAC, reflecting these market-driven changes in PGE’s prices may not occur on
a timely basis. PGE would have to evaluate whether to file a GRC based on the overall
change in our revenue requirements and our belief about how long the changed power and
fuel prices would persist.

Doesn’t an annual NVPC update eliminate regulatory lag as a risk the utility bears?
First, it is important to note that regulatory lag is a two-way risk: a utility has the risk of not
receiving timely (via either load growth or rate increases) revenue increases to cover rising
costs and customers have the risk of not receiving timely rate decreases as load growth
and/or falling costs increase a utility’s earnings. The Annual Update eliminates this risk for
both PGE and our customers. Moreover, it does so only for this limited set of costs. The
framework we are proposing allocates to PGE the regulatory lag risk for several power cost-
related components.

Second, one of the traditional purposes of regulatory lag — to create an incentive for
prudent decision making — may be less needed for the costs we propose to include in the
Annual Update. One of the benefits of regulatory lag in the past was to encourage prudence
by aligning interests between the utility and customers; i.e., the lag assured that the utility
experienced either the benefits or detriments of the particular decision. For power and fuel
contracts entered into in a competitive market, this assurance of prudence is less necessary
because the Commission can judge the prudence of decisions according to other available

decisions. Even for structured contracts, which may not have directly comparable
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alternatives, the market will provide enough information to construct a cost-benefit analysis.
And, as with the purchased gas costs for which gas utilities also do not experience
regulatory lag, PGE earns nothing on its power and fuel contracts. These are not rate base
investments.

Does an annual update discourage PGE from entering into multiple-year contracts?
No. PGE entered into several multiple-year (five years and longer) power contracts as part
of the 2002 IRP Action Plan and RFP process. As market liquidity improves for contracts in
the three-to-five year range, we will evaluate entering into these as well.

Why does your proposal update hourly loads?

NVPC relates directly to loads. It would make no sense to update the costs without updating
the loads.

What model will you use for load forecasting in the Annual Update?

We propose to use the same model as we use in a GRC but, as explained in PGE Exhibit
1200, we will need to re-estimate the parameters with current external data. Load forecasts
for the annual update process will incorporate the most recent data available for key inputs
such as employment, GDP, building permits, and interest rates.

Why will you include updates to power, fuel and transmission contracts in the Annual
Update mechanism?

Again, these are the drivers of year-to-year changes in forecast NVPC. Chart 1 below
shows, in $/MWh the average variable cost of gas resources and of power contracts during
the last five years and in millions the total dollars spent. The total results from both the
average cost and the volume, which can vary from year-to-year both because of load and

because of trade-offs between gas and electricity.
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Chart1
2001/2 2003 2004 2005 2006
Gas $/MWh 38.5 38.3 40.9 37.6 50.6
Resources | Total $’s 201M* 98M 91M 51M 103M
Contract $/MWh 74.8 38.4 42.8 46.1 52.6
Resources | Total $’s 508M* 204M 221M 299M 381M

* indicates 15-month number, from October 1, 2001 through December 31, 2002

Why will you update forced outage rates in the Annual Update?

As we explained in Section |1, the methodology we use for forecasting a forced outage rate
allocates the risk that this forecast is wrong very specifically: the in-year effect goes to PGE
To make this risk

and customers experience the variance in the following four years.

allocation methodology work fairly requires an annual update.

Q. What is the reason you update planned maintenance outages in the Annual Update?

These specific plans to perform, or not perform, maintenance vary significantly every year.
PGE will purchase power to cover these periods and customers should pay that expected
cost, which will change from year to year as maintenance needs change. If we set this only
in a GRC, both sides would run a significant risk that the test year estimate was not
representative in later years.

In contrast to the current RVM process, we propose to update the planned maintenance
outage forecast in October of each year. By October, plant managers have largely
completed their budgets, committing dollars to the planned maintenance and firming the
timing. This should decrease the chance for variance over the current RVM process, in
which we set the planned maintenance outage forecast in March.

Even if you lock your forecasts of planned maintenance outages in October, is there a

chance that the outages do not occur as planned?
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A. Yes. We experienced this with our Sullivan plant. As of March 2004, we expected to take

Sullivan out of service from July through October, 2005. In February 2005, we learned that
we could not obtain all the necessary permits in time and would need to reschedule the
outage for the following year — 2006. There is also a chance the outages go longer than
expected. For example, in 2000, the Boardman outage lasted almost 54 days, rather than the
15 planned.

How will you address this in the Annual Update mechanism?

We are open to discussing with the parties means of adjusting for changes between actual
and planned maintenance outages. One approach might be to spread the missing or extra
days over the following 2-3 years. Other approaches may exist as well.

You noted above that some planned maintenance outages include work to increase the
output or decrease the heat rate of a generating plant. Since customers “pay” for the
variable cost effects, shouldn’t they receive the benefits of the increase in capacity or
decrease in heat rate?

It is reasonable that customers should get some benefit but, unless we also include the
investment and additional O&M costs, it is not fair that customers receive the entire benefit.
We are willing to explore allocating the benefits according the proportions represented by
capital carrying costs (return of and on), one-time O&M, and foregone power production.
As with the potential mismatch between forecasted and actual planned maintenance outages,
we have not included a solution in the Annual Update tariff but are open to discussing the
issue with the parties.

Why do you need forward gas and electric curves for the Annual Update mechanism?
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A. MONET meets load and dispatches PGE’s resources on an hourly basis. As we begin a

> © » O

given calendar year, there are always some hours for which we have not purchased power or
natural gas as MONET would indicate or have, in fact, purchased more power or gas than
MONET calculates that we need to meet load. We input forward curves in MONET to
value both what we need to buy and what we need to sell.

What forward curves do you propose to use for the Annual Update?

We propose to use the average of five daily forward curves that we generate internally in
early November.

Is this a change from the RVM?

Yes. Inthe RVM, we have used PGE’s internally-generated curve from just one day.

Why do you propose to average the curves over a five-day period?

We have two reasons. First, an average over five days will smooth daily fluctuations from
the forward look. Although uncommon, we have seen some extreme one-day moves in the
forward curve that would cause us to have significant reservations about using that single
day in ratemaking. Second, the use of five days’ curves should ease concerns that PGE is
proposing an unrealistic curve for purposes of the Annual Update. These are the same
curves that we use to adjust our positions on a daily basis. Using an inaccurate curve for
five days could have a significant adverse financial effect.

Are externally-generated curves available?

We are aware of several external sources for forward curves, including ICE, brokers, and
Energy Market Report. The difficulty with any of these is that we do not have direct access

to their sources. We cannot validate their projections. We base our curve on actual
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conversations with trusted sources and document those. We do validate our curve against
the externally-generated curves.
Is it feasible for parties to the Annual Update process to audit PGE’s internally
generated gas and power curves?
Yes. We could make available to parties our documentation and the externally-generated
curves from the same period. Review of these materials would not take much time.
What process and timing do you propose for the Annual Update process?
We would initiate the process each July 1, providing an estimate of NVPC for the following
calendar year, along with projected rate changes. This filing would include final forced
outage rate calculations and all structured (including capacity) or multi-year power or fuel
contracts that PGE intended to include. For the latter, the filing would include the basis on
which we determined that the price of the structured contracts was reasonable. The estimate
would also reflect preliminary planned maintenance outages, market contracts, pricing
changes under old contracts, such as long-term transmission/wheeling agreements, and
forward curves as of a certain date before July 1. For this initial filing, we would use just
one-day curves. We chose this timing to allow parties ample time to review the support
behind our structured contracts and verify the forced outage rate calculations. Parties could
also review market contracts and old contract pricing updates included in this estimate and
preliminarily review the load forecast.

On or before October 1, we would provide a final load forecast and the final planned
maintenance outages. As noted above, by early Fall, plant managers generally have firmed
their plans for maintenance work in the following year. The only load change allowed after

this date would be that necessary to reflect customer elections in September under Schedules
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483 and 489. We envision that the parties would use the following six weeks to verify the
load forecast and engage in any necessary review of the planned maintenance outages.

On or before November 15, we would provide a final MONET run for the following
calendar year, updating market contracts through early November, any short-term
transmission pricing, and using the averaged forward curves described above. This run
would include any load changes resulting from Schedule 483 and 489 elections. During the
following three weeks, parties could audit the forward curve calculations and review the
final market contracts and transmission pricing included.

We anticipate a Commission order on rates for the Annual Update tariff on or around
December 15.

Does your proposed Annual Update change any of the risk allocations you discussed in
Section Il or create any new risk allocations?

We discussed above how this mechanism interacts with the risk of regulatory lag, with
respect to power and fuel contracts. The cut-off of structured contracts as of July 1
heightens somewhat the risk of regulatory lag for PGE for any such contracts. For forced
outages rates and planned maintenance outages, the Annual Update simply implements the

risk allocation stemming from the methodology choice made in a GRC.
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Q.

A.

Q.

A

Q.

A

IV. Proposed Annual Variance Tariff
What are the parameters of your proposed APCV mechanism?

Under the proposed APCV mechanism, PGE would:

Track the difference between its actual NVPC for a given year and its forecast
NVPC, resulting from the Annual Update;
o Neutralize the effects of load changes (increases or decreases) on that variance;
e Absorb 10% of the variance and design the remaining 90% into a per kWh rider
per an amortization schedule set by the Commission; and
o Demonstrate each year that earnings in the prior year, with the effects of the
Annual Update and Annual Variance tariffs, do not exceed a reasonable amount,
sharing any earnings above a threshold ROE 50-50 between PGE and customers.
Why have you included a retrospective AAC in your power cost framework?
We believe that, notwithstanding an annual update of forecast NVPC, a substantial
probability remains that the actual incurred NVPC will differ significantly from the forecast
most years and will do so in both a positive and negative manner, resulting in lower NVPC
one year and higher NVPC another year. Without a retrospective mechanism in the
framework, neither PGE nor customers will have the assurance they should have that prices
reflect cost of service.
Why does the Annual Variance tariff track variances between actual NVPC and
forecast NVPC?
We have several reasons for proposing this construct. First, it is most consistent with the
nature of our resource portfolio and how we operate the system. We work hard to minimize

costs across the entire system and engage in much day-to-day activity to this end. Isolating
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the variance mechanism to a couple of cost components eliminates much of this activity
from the mechanism and may distort the result. Second, and related, although we certainly
know the uncertainty associated with hydro production, uncertainty — positive and negative
— exists with respect to many other inputs to the MONET forecast even if hydro variations
can swamp their effect. Third, during the last several years that we have wrestled with this
issue with CUB, ICNU and OPUC Staff, we understand most have come to believe that a
comprehensive mechanism is best. The disagreement lies in use of a dead-band and sharing,
not in the scope of the mechanism.

What has been the historical variance between forecast and actual NVPC?

Graph 1 below illustrates the variance between actual and forecasted net variable power

costs from 1993 through 2005.

Graph 1
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Graph 1 indicates that variances can be more than $150 million, both positive and
negative.
What do you cover in this section?
We first address, in Section A, how we propose to neutralize the outcome of the Annual
Variance calculations to changes in load. Section B discusses why we included a sharing
element in the proposal; Section C addresses why we did not, however, include a dead-band.
In Section D we address the requirement of revenue neutrality the Commission suggested in
its Order in UE 165. Section D discusses earnings tests, why we chose the form we did and
how it would work. Last, in Section F, we address the process we would follow for the
Annual Variance tariff.

A. Neutralizing Load Effects

Why is it necessary to neutralize the effects of load changes on the variance tracked by
the mechanism?
To fail to do so would create a mismatch between the NVPC component of rates and the
actual costs incurred to serve customers.
How will you neutralize these effects?
Because variable power costs are: 1) direct costs, 2) allocated to rate schedules on a kWh
basis, and 3) included in energy charges that are billed on a kWh basis, it is relatively
straightforward to determine the rate component associated with NVPC. In simple terms, it
is the forecast NVPC divided by the forecast loads which we will call forecast unit NVPC.
If actual load increases over forecast, NVPC will also increase, all else being equal.

Likewise revenue associated with NVPC will increase by the forecast unit NVPC per kWh
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of load change. If loads decrease, the opposite will happen. Therefore, it is necessary to

adjust for changes in loads by multiplying the load difference by the forecast unit NVPC.

Q. Are there other methodologies to achieve this neutralization?

There may be others, but they do not align actual NVPC incurred with revenues received.
If customers respond to a prolonged period of tight power supply by reducing load, are
they helped or hurt by this mechanism?
They are helped. In general, but especially during time of power shortage (e.g., a drought
condition), we would expect the market value of power to exceed the forecast unit NVPC.
Thus, a reduction in load would reduce what we call the “Power Cost Variance” (the
difference between actual and forecast NVPC adjusted for load differences at the average
unit NVPC) from what it would otherwise be.
Please describe the Power Cost Variance as a formula.
The Power Cost Variance is equal to:

Actual NVPC - Forecast NVPC - (Actual Load - Forecast Load) * Forecast Unit NVPC

An algebraically equivalent way to express this is:
(Actual Unit NVPC - Forecast Unit NVPC) * Actual Load

(The proof is left to the reader.) This is the formulation included in our proposed tariff
(PGE Exhibit 1302) and is the same as that used in our 1979-1987 PCA.

B. Sharing
What purpose does a sharing feature serve?
To the extent the AAC is capturing variances between a forecast cost and an actual cost, the
sharing percentages serve to align interests between the utility and customers, much as

regulatory lag does. In other words, the utility experiences a direct financial effect of every
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decision made and action taken during the period over which the AAC is capturing the
variance. This alignment of interests allows an assumption that the utility is acting
prudently. Thus, while to some extent this feature works — as a dead-band does — to
preclude the utility from recovery of some level of prudently incurred cost, it serves a
regulatory purpose of aligning interests on decision-making and easing regulatory burdens

associated with establishing prudence.

Q. What other states have used sharing as a feature of AACs for NVPC?

Colorado recently adopted a stipulated AAC that included sharing for Public Service
Company of Colorado. Docket No. 02S-315EG. This AAC, in effect for 2004 through
2006, shares the first $15 million difference 50-50, the next $15 million is allocated 75% to
customers and 25% to the utility and variances beyond that are 100% to customers. Order
No. C0O3-0670. The Commission explained in adopting the stipulation that: “This
mechanism insures that the difference between ECA [energy cost adjustment] revenue paid
by customers and prudently-incurred CPUC jurisdictional energy costs will never vary more
that $11.25 million, either positive or negative.” [p. 60.] The Order also notes that “[m]any
parties filed testimony urging the Commission to adopt a 100% pass-through mechanism.”
[p. 59.]

Idaho uses a 90-10 sharing parameter in long-standing AACs in place for Avista and
Idaho Power Company. Similarly, in 2005, Arizona approved an AAC for Arizona Public
Service Company (APS) that includes 90-10 sharing. Docket No. E-01345A-03-0437. The
Arizona Commission stated that it “agree[d] that the use of an adjustor when fuel costs are
volatile prevents a utility’s financial condition from deteriorating.” [p. 16-17.] Because

testimony indicated that APS required the AAC primarily for the cost of power purchased to
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serve load growth, however, rather than price volatility, the Commission limited the annual
amount of NVPC that APS could use to calculate the AAC, thus requiring that APS file a
rate case to reset the base if it deems necessary because the cap was reached. [p. 17.]
Sharing is also a parameter in Washington. We discuss this in Section C. below, on
dead-bands.
Has Oregon used sharing in AACs?
Yes, frequently. PGE’s early PCA included sharing of the variances between the quarterly
forecast NVPC and the actual NVPC 80% to customers and 20% to PGE. Since 1989,
Oregon’s PGAs also have included sharing. Historically, the PGA passed through 100% of
any variances in the cost of purchased gas which, at that time, was typically from a sole
interstate pipeline supplier. In 1989, it became possible for gas utilities to purchase from
multiple suppliers. Gas costs were then approximately 56% of Northwest Natural Gas
Company’s total expenses. The Commission stated: “[I]t is obvious that changes in gas
costs can have a significant effect on LDC earnings. The determinations in this order
demonstrate that it is the intention of the Commission to continue to provide safeguards to
LDCs and their customers regarding gas cost changes.” Order No. 89-1046. The
Commission adopted 80-20 sharing for the retrospective aspect of the PGA.
How do the PGA’s work?
Our understanding is that a PGA has two components, similar to those we propose for PGE:
a forward-looking mechanism to reset base natural gas costs for a coming year and a
retrospective mechanism which defers, for later inclusion in rates, 100% of the monthly
difference between actual fixed costs and the base level and a portion of the monthly

differences between actual commodity-related costs and the base level in rates. See Order
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No. 99-272 at 2. As indicted above, this portion was 80-20 for all gas utilities starting in
1989. In the late 1990s, two of the Oregon gas utilities moved to 67-33 sharing, while one
remains at 80-20. The sharing percentage triggers different applications of an earnings test.
Order No. 99-272.

The base is set according to the cost of gas for a given gas utility for twelve months
ending June 30 of each year. Volumes are not normalized to a prior rate case or for weather.
This historical period can be adjusted for known and measurable changes in purchase
contracts. See Order No. 89-1046. In other words, the base includes forward contracts.
Only projected volumes not covered by forward contracts would be priced at the historical
cost.

Based on this understanding, we perceive that the risk allocated between gas utilities
and their customers is as follows:

1. Regulatory lag in adjusting the price of any “base” gas required for the following
year and not purchased in advance. Gas utilities have this risk, but it is also largely within
their control.

2. Variance risk between the volume of gas used in the prior year and, thus, used to
set the base and the volume of gas actually needed. This risk is shared, either 67-33 or
80-20.

3. Variance risk between the price of gas needed to serve load greater than that in the
base forecast and the price included in rates and, thus, recovered for the additional sales.
This risk is also shared, either 67-33, or 80-20.

Is the process of setting the forward-looking base for the PGA the same as you propose

for the Annual Update?

UE 181 - DIRECT TESTIMONY



10

11

12

13

14

15

16

17

18

19

20

21

22

UE186--PGEF4060 UE 181/ PGE Exhibit /103

Lesh—Niman/41 Tooman — Niman - Schue /
41
A. No. There are two significant differences. First, we currently, and would in the future, use a

normalized, forecasted load, not historical volumes. Second, both the Annual Update and
Annual Variance mechanisms concern net variable power costs: we forecast sales of any
power or fuel purchased in excess of the forecasted, normalized load and generating plant
needs and would track the variance in sales as they actually occurred.
Is there any other difference between natural gas and PGAs and NVPC and your
proposed mechanisms that is worth noting?
Yes. PGE faces a much larger price variance that is not related to volume/load variance.
Our NVPC is based on a resource stack at the bottom of which are resources with very low
or zero variable costs. Changes in the delivery from these resources can profoundly affect
our actual NVPC. It would be analogous to the gas utilities having access to natural gas
supplies priced at nothing or very low prices — say, $0.50/MMBtu — but being unsure, day-
to-day just how much of this gas they will receive in their system. In addition, we have
single-source risk for both some of our plants and our purchases. In other words, we expect
significant volumes from these sources raising the risks of default or production variations.
Examples would be the Mid-C contracts, the Trans Alta contract, and our coal-fired
generating plants.
How did you choose the sharing percentage?
The sharing percentage is the same as used in Arizona and Idaho. It is also the same as
being proposed by Avista for Washington, to match what is in place for them in Idaho.

C. Dead-bands
Does your proposed Annual Variance tariff use a dead-band?

No.
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Q.

A.

Q.

What has been Oregon’s application of a dead-band to an AAC?

Oregon has applied a dead-band to an AAC only once: in the stipulated power cost
adjustment mechanism adopted in UE 115. Because the tariff for this mechanism expired 15
months following its effective date, however, it is arguable that this tariff was more in the
nature of a deferral than an AAC. Oregon does not apply any dead-band to the regulatory
framework used for purchased gas adjustments (PGAs) for natural gas utilities nor did
Oregon apply a dead-band to PGE ‘s 1980s PCA.

The Commission has also imposed a dead-band in one instance of a deferred accounting
request.” Such requests are markedly different from AACs, however, because of their
sporadic nature.

What other states use a dead-band for AACs that apply to electric utility power costs?
Washington (through the Washington Utilities and Transportation Commission) has
approved, in the instance of two stipulations offered to it, a dead-band for AACs that apply
to NVPC. Within the last month, Wyoming also approved a stipulation filed with it in a
PacifiCorp case that includes a power cost adjustment clause with a dead-band.

A dead-band parameter —$20 million plus or minus — appears in the AAC stipulated to
by Puget Sound Energy (PSE) Company in 2002, along with sharing tiers of 50% for the
next $20 million, 90%/10% for the next $80 million and anything over $120 million shared
95% to customers and 5% to PSE. Twelfth Supplemental Order Docket No. UE-011570.
That stipulation also placed a cumulative $40 million, 4-year limit (7/1/02 through 6/30/06)
on the amount of NVPC variances allocated either to customers or PSE, with sharing

moving to 99% to customers and 1% to PSE for amounts over this. A dead-band — $9

! PGE stipulated to a dead-band in another deferred accounting request (Docket UM 1008/1009).
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million plus or minus — also appears in the AAC stipulated to by Avista in 2002, with 90-10

sharing of all amounts outside of that. Fifth Supplemental Order, Docket No. UE-011195.

Q. Will Washington be reviewing the appropriateness of dead-bands in AACs for NVPC?

Yes. Both Avista (Docket No UE-060181) and PSE (Docket No. UE-060266) have filed
cases requesting removal of the dead-bands from their power-cost related AACs. Avista
proposes an AAC with 90-10 sharing. PSE proposes an AAC with 50-50 sharing of the first
$25 million in positive or negative variance, with 90-10 sharing of the next $95 million in
variance and 95-5 sharing of any remainder.

Has Wyoming applied a dead-band parameter to an AAC for NVPC?

As noted above, Wyoming just approved a stipulation that included one for PacifiCorp. The
NERA report indicates that Wyoming had previously approved a dead-band mechanism for
Cheyenne Light, Fuel and Power Company (Cheyenne) but, based on our review of the
matter, it is not clear that is the case. The August 2001 Order describes a stipulation
regarding a long-standing NVPC AAC for Cheyenne. Docket No. 20003-ES-01-58.
Because of costs incurred during the Western power market crisis, Cheyenne was proposing
rate increases from 57.1% to 88.2%. In the Stipulation, the parties agreed to spread recovery
of some of the already-incurred costs included in those increases over future years (through
2005) and Cheyenne agreed to fix capacity and energy prices for purposes of the AAC from
February 24, 2001 through the end of 2002. After the end of 2002, the AAC would revert to
passing through 100% of actual NVPC. This plan allowed Cheyenne to drop the proposed
rate increases by about a half in 2001 with an additional round of increases in 2002.

Does the NERA report also show Kansas as a state that has used a dead-band for

utility power-cost related AACs?

UE 181 - DIRECT TESTIMONY



10

11

12

13

14

15

16

17

18

19

20

21

22

UE180/PGE /400 UE 181 / PGE Exhibit / 103
Lesh—Niman/44 Tooman — Niman - Schue /

44
A

Q.

Yes. Again, we reviewed the material and would not classify the approach as a dead-band.
The state-wide policy, adopted in 1977, puts limits on certain costs, such as line losses.
Why haven’t you included a dead-band in your mechanism?

We have several reasons.

First, as noted above, Oregon has only applied a dead-band in a non-settlement matter
for a deferred accounting request. A dead-band applied to PGE’s stipulated 15-month PCA,
but this was not an ongoing AAC. Oregon has never applied the dead-band concept to an
indefinite AAC, of which the most comparable example is the PGA mechanisms.

Second, a dead-band interferes with the risk allocation of the forced outage rate
methodology. This occurs because the dead-band, for positive or negative variances, will
consume some of the amounts the methodology would otherwise allocate to PGE or to
customers, depending on what other factors are causing NVPC to vary. Applying sharing
does not cause this because the sharing is consistent across the five years the forced outage
rate methodology requires to reach parity.

Third, a dead-band suggests that a utility’s earnings opportunity must, first and
foremost, be at risk to variances in costs over which the utility has little or no control and
must incur to meet its obligation to serve. NVPC differ from fixed O&M both in the size of
potential variance, which is much higher for NVPC, and the ability to delay or avoid
expenditures, which is much greater for fixed O&M. Delaying significant amounts of fixed
O&M can threaten the quality of customer service and, over some period, the health of the
utility’s system. Delaying the purchase of power customers demand could threaten the

stability of the system, causing widespread outages.
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Last, a dead-band is not necessary to prevent undue rate volatility. The Commission
has control over the amortization of any variances accumulated through the mechanism.
Small variances need not trigger a rate change and the Commission may spread large
variances over several years.

Are you aware of any regulatory policy reason for applying a dead-band?

No. Some argue that a retrospective AAC must include a dead-band to ensure that the utility
bears some risk. However, most aspects of regulation, such as the concept of
administratively-determined prudence, allocate risk to a utility. A dead-band that
automatically works to preclude recovery of prudently-incurred costs a utility must incur, or
to prevent customers from benefiting from the characteristics of resources such as hydro
generation, is not a necessary step to ensure that a utility bears risk.

Doesn’t the Commission’s Order in UE 165 suggest that an AAC for hydro variances
include a dead-band?

The Commission stated that “unusual, but not necessarily extraordinary, events — should be
used for hydro-related PCAs.” Order No. 05-1261. It is not clear what the Commission
would conclude with respect to a retrospective adjustment for all NVPC variances, as
opposed to hydro-generation variances only. If this conclusion applied to a retrospective
adjustment for comprehensive NVPC variances, it would suggest that there is some level of
“usual” prudently incurred cost that a utility may not have an opportunity to recover.
Moreover, this policy would preclude recovery simply because the cost is uncertain and,
thereby, difficult to forecast. While utilities have traditionally borne responsibility for
managing costs within their control, they have not borne responsibility for uncertainty. In

some circumstances, a utility’s NVPC may not be uncertain and such circumstances would

UE 181 - DIRECT TESTIMONY



10

11

12

13

14

15

16

17

18

19

20

21

22

UE180/PGE /400 UE 181 / PGE Exhibit / 103
Lesh—Niman/-46 Tooman — Niman - Schue /

46

support a regulatory framework that did not include a retrospective adjustment. That is not
the case, however, for PGE.
Has the Commission required a dead-band as described in UE 165 to Oregon PGA
clauses?
No.

D. Revenue Neutrality
What is your understanding of “revenue neutrality,” a guideline the Commission
recently suggested apply to a hydro-related AAC in UE 1657?
We understand that the Commission’s goal was “that operation of a hydro-related PCA
should not bias the overall expected level of power cost recovery; i.e., the mechanism should
be revenue neutral over time.” Order No. 05-1261 at 10. We find this difficult to apply,
however.

The reason regulatory practice has included AACs over the years is that some costs defy
accurate forecasting. NVPC are such, both for individual components, such as hydro
production, and overall. This is particularly the case in a resource portfolio that has
resources with significantly different dispatch costs and in a region in which there is an
active wholesale market in which utilities participate to achieve lower overall NVPC as the
market-clearing heat rate changes, affecting planned dispatch decisions.

Thus, it is impossible to determine whether a given AAC will result in the same
collection of costs from customers — revenue neutrality — whether it existed or not. This
goal appears to suggest a long-term backward look, limiting recoveries from or refund to
customers to equalize them over the period chosen. Such a practice, however, setting aside

legal concerns, suggests that we know the costs covered by the AAC will distribute
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themselves over the period of years chosen in a manner that provides the utility and
customers equal probabilities of the same amount of economic variance. We can think of no
cost included within NVPC that meets such criteria, let alone that the overall resulting
NVPC over a period of years would meet such criteria.
Until we can achieve a fuller understanding of the steps and pre-conditions necessary to
apply this parameter, we will not attempt to do so. We cannot “show” that the retrospective

APCV we propose, and the alternate, are “revenue neutral.” We can assure, however, that

customers pay no more than the actual cost of service related to NVPC as those rise and fall.
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E. Earnings Tests

Q. How has Oregon applied earnings tests to AACs?

A. At some point in the 1990s, Oregon began to apply an earnings test to natural gas utilities’
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PGA mechanisms. Our understanding of how this earnings test works is as follows. In the
Spring of each year, once audited results are available for the prior calendar year, the gas
utilities make a filing of regulated earnings for that prior year. Using a formula, the parties
derive an updated “allowed” ROE for the prior year. A portion of actual earnings a given
number of basis points above the updated ROE are shared with customers. For example, it
appears that this is 33% of earnings more than 300 basis points above the updated ROE for
Northwest Natural. If a gas utility chooses 67-33, rather than 80-20, sharing for the
retrospective portion of the PGC, the earnings test does not apply to deferred amounts. That
the earnings test triggers, does not limit applying the PGA to create a new base natural gas
cost for the following year, it simply generates a credit to customers that the utility
amortizes in that following year. If an earnings test applies to the deferred amounts, and if
adjusted earnings are above the threshold earnings levels and the deferrals would result in a
surcharge to customers, the gas utility will return to customers the lesser of: (a) the amount
of revenue in the readjusted test year representing 80% of the earnings above the threshold,
or (b) the amount of revenue related to offsetting the purchased gas cost deferrals.

An earnings test did not apply to PGE’s old PCA, nor did one apply to the SAVE
mechanism.
Has Oregon applied earnings tests to deferred accounting requests?
Yes. The statute that gives the Commission authority to use deferred accounting requires an

earnings test in most instances. Nonetheless, in practice an earnings test is not always a
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Q.

factor. For example, the Commission did not perform an earnings test in passing through
property tax reductions to customers (UM 374), the amount by which actual IT expenditures
were less than its forecast (UE 115), or in allowing PGE to recover certain conservation
expenses (UM 784).

During the early 1990s, when PGE’s Trojan plant experienced prolonged outages and
then we permanently closed it to achieve long-term lower costs for customers, the
Commission authorized PGE to defer replacement power costs four times. Table 1 below

shows the dockets, amount deferred, earnings test applied, and resulting recovery for each

deferral.
Table 1
Trojan-Related Deferrals ($000)
Earnings Customer Share Effective
Test Power Before After Customer
Customer Year Cost Earnings Earnings Share
Dockets Period Covered Share Ending Variance Test Test Percentage
UE 81, UE 82, UM 445 11/01/91 - 03/31/92 90% 04/01/92 26,112 23,501 23,501 90%
UM 529, UE 85 12/04/92 - 03/31/93 80% 04/01/93 56,714 45,371 45,371 80%
UM 594, UM 571, UE 93 07/01/93 - 03/31/94 50% 04/01/94 98,360 49,180 9,100 9%
UM 692, UE 93 01/01/95 - 03/31/95 40% 04/01/95 29,000 11,600 11,600 40%

As a matter of regulatory policy, should earnings test considerations used for deferred
accounting requests apply to AACs?

In general, no>. The two regulatory tools are different. As we noted above, the use of
deferred accounting is infrequent and limited to temporary and extraordinary cost or revenue
changes. Most AACs, in contrast, are an ongoing regulatory mechanism and features

included in them directly affect the probability of cost recovery a utility can expect and that

2 An exception may be applying an earnings test to the AACs adopted as a result of SB 408. Because various
interpretations of SB 408 needed for the AACs could cause utilities severe financial harm, an earnings test may be

the only means of achieving a reasonable result under the Hope test.
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is important to determining whether the approved prices meet Constitutional and statutory
requirements. For example, an AAC earnings test that routinely cut-off recovery of incurred
costs at a point below a utility’s authorized return on common equity (ROE) would affect
the risk profile for the utility’s entire cost structure. With such an earnings test, it could be
impossible to conclude that the prices allowed the utility an opportunity to recover its costs
and earn a return commensurate with firms facing comparable risks. It would lower
investors’ expected ROE, driving down the utility’s market value and, ultimately, increasing
its cost of raising capital. See PGE Exhibit 1100. Such an earnings test is a penalty, rather
than a means of assuring reasonable prices.

An AAC should not, by its operation, cause prices to become unreasonable. The
earnings test used for PGAs accomplishes that purpose. For an electric utility, however,
because of the amounts involved in NVPC, sharing of earnings more than 100 basis points
above an updated ROE may be more appropriate than the 300 basis points used for gas
utilities.

How would the earnings test apply?
PGE proposes to share evenly with customers the amount by which PGE’s normalized
actual ROE exceeds a threshold ROE. The threshold ROE is 100 basis points over a
baseline ROE, calculated as follows:
e The baseline ROE for each year that is also a GRC test year will be the
Commission authorized ROE as determined in that GRC.
e The baseline ROE for each year that is not a test year will be based on the
difference between the risk free rate used to derive the Commission authorized

ROE in the most recent GRC case and the actual risk free rate, based on actual
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. Treasury yield data and applying the same methods used to determine the risk free
rate in the GRC.

The annual update to ROE will ensure that if interest rates change (up or down), the
baseline ROE (and hence, threshold ROE) will move accordingly.

The normalized actual ROE will be determined based on PGE’s actual financial results
as reported in the Results of Operations report filed annually with the OPUC, adjusted for
the following:

e Costs explicitly disallowed for recovery by the Commission in our last GRC, such
as Category C advertising expenditures (these are not adjustments to forecasted
expenditures).
o Removal of any non-utility costs inappropriately included in utility accounts.
e Removal of any prior period costs or revenues.
o Coordination of the interest deduction for tax purposes to reconcile to the cost of
long-term debt financing of PGE’s rate base.
Q. Does your proposed Annual Variance tariff use the earnings test the Commission
suggested in its order in Docket UE 1657
A. No. The Commission’s suggested earnings test mechanism would constrain any recovery by
PGE to that which brought our earnings up to the bottom of a range calculated by
subtracting 100 basis points from our authorized ROE and limit any refund by PGE to that
which brought our earnings down to the top of a range calculated by adding 100 basis points
to our authorized ROE. In other words, if PGE had experienced higher NVPC and managed

to control other expenses or receive revenue to offset some of this loss, the earnings test

would commensurately preclude recovery of the increased NVPC, ensuring that, at a
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minimum, PGE had to absorb all (or more — depending on net rate base) of the $15 million
dead-band the Commission also suggested to be appropriate.

Even assuming an equal probability that NVPC will be lower or higher than the
forecast, with an equal probability that the positive or negative variance will be the same,
this unprecedented version of an earnings test would systematically and negatively interfere
with the other risk allocations already made to the utility by the overall regulatory
framework. Compounding this problem is what PGE has demonstrated in Docket UE 165:
the variance between forecast and actual NVPC is not symmetric in probability and amount.
Given the amount of hydro power in the NW, hydro conditions have the ability to move the
market clearing heat rate across the WECC, with lower than average hydro raising the
market clearing heat rate and higher than average hydro lowering it. Even if water
conditions, over some period of years, produced a symmetric distribution of lower and
higher than average production, the financial effects would not be symmetric because of
how hydro affects the market.

Has the Commission applied an earnings test such as the one suggested in UE 165 to
Oregon PGA clauses or in any other instance?
No, not to our knowledge.
F. Process

What process do you propose for the Annual Variance mechanism?
We propose to initiate the mechanism in June with a filing that contains:

o Calculation of the variance

e The earnings test

o Proposed rate adjustments
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Q.

Assuming that the Commission could complete any necessary process with six months,
PGE can make the price change on January 1 of the following year with ample advance
notice to customers.

Is it possible to make more timely rate changes for results of the Annual Variance
mechanism?

Yes. PGE could estimate the result of the Annual Variance mechanism (although not the
earnings test) for a given calendar year as of October of that year and include this estimate in
the final stages of the Annual Update for the following year. As long as the Commission
had authorized us to maintain a balancing account for this mechanism that we could credit or
debit as need be for any reconciliation of the final to the estimate, PGE would be willing to
do this.

Would prudence be an issue in the Annual Variance proceeding?

Yes, actions or decisions that pre-date but affect the period of the variance and that were not
the subject of regulatory scrutiny in the Annual Update process would be subject to a
prudence review. An example of this would be maintenance decisions on PGE’s generating
facilities and forced outage rates. While a party could raise prudence issues with respect to
decisions and actions during the period of the variance, the alignment produced by the

sharing mechanism should limit such issues to a minimum.
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V. MONET Changes

Q. What model changes have you made to MONET since your 2006 RVM (UE 172) filing?

A. We have made the following modeling changes:
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e Inclusion of Boardman coal losses

e Change in definition of electric market from the PGE system to the Mid-C trading
curve

e Inclusion of an electric exchange option

e Increase in stand-by generator ratings to full capacity

e Inclusion of net costs of Troutdale-Linneman wheeling

e Inclusion of wheeling cost for "excess" Montana Colstrip power

Q. Why have you changed the model to include consideration of the loss of coal during its

transportation from Wyoming to Boardman?

We have documented (over the period 1999 through 2002) that we lose approximately 1%
of the coal between the point where it is loaded in Wyoming to where it is fed into the
Boardman boiler. The trip is approximately 1,121 miles. During transit, strong winds attack
the coal from the cumulative effects of train speed, headwinds, and crosswinds. These
winds blow coal out of the rail cars, which is called in-transit wind erosion. In the coal
industry, in-transit wind erosion is a commonly accepted fact, much like the loss of
electrical energy over transmission lines. Studies in the 1970s and early 1980s reported
losses of up to 3%. The studies used several methods of measuring the amount of coal lost,
including both measuring the change in the depth of the coal and the weight of the coal,
before and after transit and wind tunnel tests. A study by K.H. Nimerick and O.P Laflin,

"In-transit Wind Erosion Losses of Coal and Methods of Control”, Mining Engineering,
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August (1979), 1236-1240, reported that coal loss can be as high as 1.675 tons (3,350 Ibs.)
per rail car when subjected to 58 mph winds for six hours.

We calculated our estimate of 1% by comparing the difference between coal purchased
and coal burned and the actual physical change in our coal pile. In equation form:

Coal Loss = (Coal Purchased — Coal Burned) — (Change in Actual Coal Pile)

Our 1% coal loss figure is then total coal losses over 1999-2002 divided by total coal
purchases over that same period.
How does the inclusion of coal losses affect 2007 NVPC?
We presently estimate that this model change will increase NVPC by approximately

$354,000 but this number will likely change as we update MONET.

Q. Why isn’t PGE proposing a similar model change for coal transported to Colstrip?

Colstrip is located only six miles from the mine, so any coal loss due to in-transit wind
erosion is minor. In fact, our study found that the coal losses were only 0.1%, which is
insignificant.

Why have you changed MONET’s definition of the electric market from PGE system
price to Mid-C prices?

Using Mid-C prices, rather than PGE system prices, removes the 1.9% adder for contractual
losses over BPA’s transmission system that we previously applied to purchases we
forecasted we would make at Mid-C. We include losses in our load forecast, so this adder
caused double-counting. Removing it is consistent with how we model losses from our
thermal plants. This enhancement also removes a minor inconsistency in MONET’s
treatment of contract purchases vs. market purchases. Previously, when PGE purchased a

contract at the current Mid-C price, the power incrementally displaced assumed forward
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market purchases in MONET at the PGE system price. In theory, there should be no change
in power costs because both the contract and the market purchase were at the market price.
This displacement did create a change in power costs in MONET, however, because of the
loss adder on the forward market purchases. Suppose, for example, that PGE purchased a
100 MWa flat contract at the Mid-C for $50/MWh. We would input that contract into
MONET, and MONET would reduce forward market purchases by 100 MWa, but at a PGE
market curve price of approximately $51/MWh ($50 x 1.019 = 50.95). Forecasted power
costs would fall because the adder did not apply to the contract.

What effect does using Mid-C prices instead of PGE’s system prices have on 2007
NVPC?

We currently estimate that using Mid-C prices decreases net variable power costs by
approximately $7.0 million. This effect will diminish as we replace assumed forward
market purchases with contracts through the year.

How have you included the electric exchange option contract in MONET?

This contract is what we would call a structured contract, which is designed to achieve a
particular result between the contracting parties. In this structured contract, the counterparty
pays PGE an annual fee, and, in return, when the option is exercised by the counterparty,
PGE must transmit (wheel) the counterparty’s generation for them. Under normal
conditions, we expect to use our existing BPA Point-To-Point transmission capacity with no
incremental cost to PGE. However, we expect to incur incremental wheeling costs when
simultaneously: (a) the counterparty exercises its option and (b) certain transmission paths
are curtailed. This contract makes use of otherwise available capability on PGE’s system.

To include this contract in MONET, we modeled the incremental wheeling cost PGE
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expects to incur based on our expectation of how often the two conditions will occur
simultaneously and included this estimate as well as the annual fee PGE receives from the
counterparty. The forecasted net benefit to customers is approximately $1.1 million in 2007.
Why did you change the stand-by generator ratings in MONET from partial-capacity
to full capacity?

In prior MONET model runs, we significantly de-rated the capacities of the distributed
standby generation (DSG) units at PGE customers’ sites because of the annual run-time
limits in their operating permits, which are typically a few hundred hours. Based on our
observations of how PGE actually dispatches these DSG units, however, we believe this is
too conservative. There might be only a few high-priced hours in a year when MONET
dispatches a standby generator, and in reality the standby generator would then typically
operate at its full capacity.

Going forward, we will monitor each DSG unit’s run time to ensure that it stays within
its annual limit. If a unit begins to exceed its annual limit, we will need to modify MONET
to constrain its dispatch, probably by using a de-ration for certain months as needed. Under
current conditions, we do not expect the annual run-time limits to limit DSG generation, but
we do expect this enhancement to improve our power cost modeling.

Does increasing the DSG units’ capacities have any effect on NVPC in this proceeding?
No. With current oil prices and electric prices, we do not presently forecast to run any of
these units in 2007. This is consistent with their peak resource nature.

What change did you make to MONET to reflect the net wheeling costs related to the

Troutdale-Linneman transmission facilities?
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A. These costs relate to an old transmission contract between PGE and Pacific Power, under

which we pay each other for wheeling rights on each other’s transmission facilities. We
overlooked this contract in UE 115 and first proposed to include it in MONET in the 2004
RVM proceeding. We have added this contract to MONET. Under the contract, PacifiCorp
pays PGE a fixed $20,529 per month to use PGE’s 230-kV Linneman-Bethel transmission
line, and PGE pays PacifiCorp a fixed $8,646 per month to use PacifiCorp’s Troutdale-
Linneman 230-kV transmission line. The net effect is a fixed NVPC cost reduction of
approximately $140,000 for 2007.

Why have you modified MONET to include wheeling costs for 'excess’ power
generated at the Colstrip plant in Montana?

This change corrects an omission on our part. There are times when our share of Colstrip’s
generation (296 MW at the busbar in the last several RVMSs) exceeds our firm contract
wheeling capacity on the Townsend-Garrison line in Montana (approximately 280 MW).
We pay non-firm wheeling charges to deliver this power to the Garrison Substation, from
which our BPA IR Contract wheels the power the rest of the way to our system. Because we
include this excess power in MONET as part of our normal generation from Colstrip, the
model should also include these “excess” wheeling costs. Our 2007 estimate is based on the
2002-2005 four-year average of actual excess wheeling payments to Northwestern Energy.
This increases 2007 NVPC by approximately $205,000.

Has more hydro output data become available since the Commission approved PGE’s
2006 RVM filing?

Yes. We have historically based our hydro output forecasts on data that the Northwest

Power Pool (NWPP) uses in its Headwater Benefits Studies (HBS). NWPP completed an
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HBS in mid-2005, using data for the August 1928-July 1998 period, 70 Operating Years.
The previous HBS used only 60 Operating Years, the August 1928-July 1988 period. The
new HBS allowed us to construct a 69-calendar year data set.

Has PGE added any new resources from the 2002 IRP Final Action Plan to MONET
since the 2006 RVM filing?

Yes, we have added one such resource. The only new resource from the 2002 IRP Final
Action Plan that is new since the 2006 RVM is Port Westward, commencing in March 2007
How will Port Westward affect NVPC in 2007 when it begins commercial operation?
We expect that Port Westward’s operation will lower NVPC because its favorable heat rate
will displace higher cost contracts and assumed forward market purchases. We presently
estimate these benefits, using the 2007 GRC MONET run, at approximately $11.7 million
on an annualized basis.

After preparing this estimate, we became aware that the maximum operating capacity
we used in MONET for Port Westward is too high and the heat rate is too low. We are
working with the manufacturer to project Port Westward’s operating parameters during the
test year and will include heat rate and maximum capacity revisions in the updated MONET
runs we do as this case proceeds. PGE Exhibit 300 discusses these parameter changes.
What are your present expectations regarding 2007 planned maintenance outages
(PMOs) for PGE’s thermal plants?

Table 2 below shows both the 2006 and 2007 PMOs, the latter of which is based on the
expectations of the respective PGE plant managers for Beaver, Boardman, and Coyote, and

PP&L Montana, the plant operator for Colstrip.
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Planned 2007 outages at Beaver include 16 days for the entire plant, and 21, 14, and 21

additional days for Units 6, 5, and 1, as we expect these units to need combustion turbine

inspections and other work. Colstrip Unit 3 will be out for more than six weeks to complete

an upgrade, which will increase PGE’s output share by 4.8 MW. PP&L Montana does not

plan a maintenance outage at Colstrip Unit 4 during 2007. The planned outage at Coyote

relates to a hot gas path inspection and planned maintenance at Port Westward is for a

combustion turbine inspection.

Table 2
Thermal Plant Scheduled Maintenance (Days/Year)
Plant 2006 RVM 2007 GRC
Beaver 28.5 See Text
Boardman 29 30
Colstrip 3 9 44
Colstrip 4 52 0
Coyote 16 16
Port Westward NA 16

Q. What are your present expectations regarding 2007 PMOs for PGE’s hydro plants?

A. Our planning includes the following hydro plant outages:

Bull Run production decrease of more than two thirds in November and
December — dismantlement begins

Sullivan production decrease of approximately 15% from June 1 through
November 9 — two units out for runner replacements

River Mill production decrease of approximately 7% from April 15 through June
15, and during November — test spills for fish

Round Butte production decrease of 10% in November — work on Selective Water

Withdrawal Structure

Q. Have you changed the total capability and heat rate of Colstrip Units 3 and 4 for this

filing?
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A. Yes, because, consistent with our framework proposals, this type of change would appear in

a GRC. We are updating for two types of changes at Colstrip for the 2007 GRC, which are
updates to the existing capacity and heat rate of Units 3 and 4 and updates to reflect a
turbine upgrade at each unit. Over the last 1-2 years, degradation in the capacity of Units 3
and 4 has been observed, reducing each unit’s capacity from approximately 740 MW to 716
MW net. There is a minor update to the combined heat rate for Units 3 and 4, from 10,913
Btu/kWh to 10,842 Btu/kWh. Then, effective July 1, 2006 Colstrip 4 will have its high-
pressure steam turbine upgraded, adding an estimated 24 MW of capacity with no additional
fuel input. A year later, effective July 1, 2007, Unit 3 will be upgraded in the same manner.
After the upgrade is complete, each unit’s capacity will be increased by 24 MW, which is
also coincidentally the approximate amount of observed capacity degradation over the last
1-2 years. Thus, after the upgrade is complete, each unit’s capacity will be restored to about
740 MW net. The heat rate will also improve, to 10,490 Btu/kWh, because the upgrade

capacity does not use additional fuel.
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V1. Qualifications

Q. Mr. Niman, please describe your qualifications.

A. | received a Bachelor of Science degree in Mechanical Engineering from Carnegie-Mellon
University and a Master of Science degree in Mechanical Engineering from the California
Institute of Technology. | am a registered Professional Mechanical Engineer in the state of
Oregon.

I have been employed at PGE since 1979 in a variety of positions including: Power
Operations Engineer, Mechanical Engineer, Power Analyst, Senior Resource Planner, and
Project Manager before entering into my current position as Manager, Financial Analysis in
1999. | am responsible for the economic evaluation and analysis of power supply including
power cost forecasting, new resource development, least-cost planning, and avoided cost

estimates. The Financial Analysis group supports the Power Operations, Business Decision

Support, and Rates & Regulatory Affairs groups within PGE.
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I. Introduction

Please state your name and position.

My name is Marc A. Cody. | am a Senior Pricing Analyst in the Rates and Regulatory

Department. My qualifications are described in Section IV.

Q. What is the purpose of your testimony?
In this testimony I:
e Summarize the projected 2007 Schedule 125 Resource Valuation Mechanism (RVM)

update methodology, adjustment rates, and Energy Charges based on the power cost
estimates provided in Exhibit 100 and;

e Describe the steps used to determine the projected 2007 RVM rates.
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Il. RVM Rate Summary

Q. Why are the RVM rates updated on January 1, 2007?

A. PGE is implementing the annual power cost update mechanism as approved in Order

No. 01-777. This annual update, referred to as the RVM update (Resource Valuation
Mechanism), provides that in mid-November of each year, PGE update and post the Energy
Charges for each rate schedule and simultaneously post Schedule 125, RVM Part A and Part
B rates for the upcoming year. With this filing PGE presents its current projections of those
rates for 2007. These are only projections at this point and will change with future updates.
Please describe the basis and overall methodology for updating power supply-related
rates in this RVM filing.

The annual RVM update mechanism is designed to meet requirements originating in
SB1149 that include unbundling costs into functional cost categories for recovery in rates.
In addition, PGE is required to allow non-residential customers an opportunity to move to
direct access service without adversely affecting other customers.

The annual RVM update is based on updated power supply costs and forward market
prices for 2007. The methodology used to recover power supply costs through rates is built
on two primary elements, the Energy Charge and the Schedule 125, Part A and Part B rates
which, when summed, yield the cost of service rates. The following describes the Energy
Charge and RVM rates and the basis of the rates:

o Rate schedule Energy Charges are set at the projected market value of power based
on forward curves. While PGE has used the forward curve on February 23, 2006, for
this filing, the actual Energy Charge rates for 2007 will be updated and finalized on

November 15th based on the forward curve used for the November posting.
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e RVM adjustment rates (Schedule 125) consist of two parts:

o Part A — Long-term Resources. Part A rates (which may be a charge
or credit) are determined as the difference between the projected
production and fixed costs of PGE’s long-term resources (resources
with an initial term longer than five years) and the market value of the
output of the Long-term resources. The projected market value
utilizes the same forward curve used to set rate schedule Energy

Charges described above.

o Part B — Short-term Resources. Part B (which may be a charge or
credit) is determined as the difference between the projected costs of
power from Short-term resources (that is all resources not considered
long-term resources) and the projected market value of the equivalent
amount of power. The projected market value utilizes the same
forward curve used to set rate schedule Energy Charges described

above.

From the resulting Energy Charge and RVM Part A and Part B rates:

Power supply cost of service = Energy Rate + RVM Part A + RVM Part B, where RVM
Parts A and B may be a charge or credit.

This approach allows PGE to accommodate different power supply options that
customers may choose. For example, a large non-residential customer that elects to be
served by an ESS will continue to receive the charge or credit of the Part A and Part B rates,

but will not incur our Energy Charge. PGE also allows Schedule 83 customers to opt-out of
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the Part B rate entirely, but only with one year notice. PGE then effectively does not plan to
serve that load and thus does not incur the associated power costs.

I provide a more detailed description of the steps and costs used to set the revised
Energy Charge and Schedule 125, Part A and Part B rates below.

The applicable tariff sheets will be updated and filed on November 15th with final
prices based on power costs resulting from this proceeding and then current market prices
for 2007.

Please summarize the projected Energy Charges and Schedule 125 RVM adjustment
rates as updated for 2007.

The projected 2007 Energy Charges and Schedule 125 Part A and Part B rates applicable to
rate schedules 7 through 93 are listed on Exhibit 201, Projected Energy and Schedule 125
Rates for 2007. As described above, the projected Energy Charge by rate schedule is
derived from the power market forward curve for 2007. The projected RVM Part A and Part
B rates are calculated based on the difference between Long and Short-term power costs and
the market value of power. These projected rates will be updated and posted for the
November 15th posting.

How have the projected 2007 Energy Charge and Schedule 125 RVM adjustment rates
changed from the equivalent final 2006 RVM update rates?

Table 1 below demonstrates, for a sample of our rate schedules, the development of the
overall cost of service power supply rates which include the projected 2007 Energy Charge,

Parts A and B rates, and the resulting net rates.

UE 181 - Direct Testimony



UE 181/ PGE /200

Cody /5
Table 1
2007 Projected 2007 energy charge (cents/kWh)
Selected Schedules Energy Charge* Part A PartB _Total
Residential (Sch. 7)**
Block 1 7.032 -1.390 0.084 5.726
Block 2 7.032 -1.390 0.084 5.726
Small Non-Residential (Sch. 32) 6.946 -1.267 0.017 5.696
Large Non-Residential
Sch. 83-P, Primary
Flat (< 1,000 kW) 6.621 -1.380 -0.017 5.224
On-Peak ( > 1,000 kW) 7.011 -1.380 -0.017 5.614
Off-Peak (> 1,000 kW) 5.938 -1.380 -0.017 4.541
2006 Current 2006 _energy charge (cents/kWh)
Selected Schedules Energy Charge* Part A PartB Total
Residential (Sch. 7)**
Block 1 8.037 -1.984 -0.402 5.651
Block 2 7.756 -1.984 -0.402 5.370
Small Non-Residential (Sch. 32) 7.754 -1.865 -0.702 5.187
Large Non-Residential
Sch. 83-P, Primary
Flat (< 1,000 kW) 7.369 -2.105 -0.527 4.737
On-Peak (> 1,000 kW) 7.765 -2.105 -0.527 5.133
Off-Peak (> 1,000 kW) 6.714 -2.105 -0.527 4.082

“-* denotes the adjustment rate is a credit.
* Energy Charge does not include the system usage charge.
** Sch. 7 block rates do not include Sch. 102

Note that the above table does not include all charges applicable to the rate schedule.

The second portion of the table shows the current 2006 Energy Charges, Parts A and B
rates, and resulting net rates for the same rate schedules. The changes in costs and forward
curves between 2006 and projected 2007 can be noted.

The projected 2007 Energy Charges (column labeled Energy Charge), which are based
on the forward curve, have decreased when compared to 2006. This indicates that the
market price for power has decreased for 2007. In addition, the Part A credits are smaller
reflecting the decrease in market prices and changes in costs. Part B rates for the most part

are close to zero reflecting the large open position at this time. The Total column shows the
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sum of the Energy Charge and RVM Part A and B rates for the schedules. The results of
this comparison show that the resulting net power costs have increased from the 2006 levels.
Please describe the projected rate impacts for 2007 resulting from the RVM update.

Table 2 below summarizes the estimated rate impact for 2007 based on the power costs and
market prices used in developing the updated RVM rates. The first column contains the
estimated percentage changes in rates from Energy Charges and the Schedule 125 rates
described above. The second column contains the estimated rate impacts with all
supplemental schedules except the Low-Income Adjustment (LIA) and the Public Purpose
Charge (PPC). Assumptions contained in the second column are as follows: BPA monetary
benefits (Residential Exchange) of $15.59/MWh for 2007; termination of Schedule 107
DSM Refinancing; and minor changes to Schedule 105. PGE intends to provide updates to

these rate impacts during the RVM process.

Table 2
Estimated Rate Change (%0) Estimated Rate Change (%o)
(w/Sch. 125, Part A and B, 102)* (w/all supplementals)****
Residential** 2.9% 2.4%
Small Non-Residential 5.8% 5.0%
Large Non-Residential, COS*** 7.0% 6.1%
Overall 4.9% 4.3%
* includes base rates with Schedule 125.
wx current rates assume BPA rate change October 1, 2006.

falel represents Cost of Service customers only.
**** includes all supplementals except LIA & PPC.

The Table 2 estimated rate change percentages as well as the prices that appear in Table
1 will change as RVM cost estimates are updated. In addition, the supplemental adjustment

assumptions and associated rate impact estimates may change in upcoming updates.
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I11.Rates Determination

Q. Please describe how the updated Schedule 125 RVM Part A and Part B rates were

developed.

A. The 2007 projected rates are determined by the following process, which is consistent with

the methodology used to set 2006 rates:

1. Determine the market value of power for residential, small nonresidential, and
large nonresidential customer classes.

2. Determine the costs of meeting each class’s (residential, small nonresidentiall,
large nonresidential) load requirements using Long-term and Short-Term
resources. Because BPA Subscription Power deliveries terminate September
2006, the cost of Subscription Power is zero.

3. Allocate the market value of power for each class consistent with the percent of
resources used to meet the class’s load.

4. Calculate the differences between the allocated market value and the cost of each
resource for each class.

5. Calculate the RVM Part A and B rates for each customer class.

Exhibit 202, RVM Adjustment Rate Development, provides the computations and steps
used to compute the RVM adjustment rates. Pages 1 through 6 provide the detailed
calculations of the market value of power for each rate schedule (Step 1). Page 7 presents
the costs of meeting each class’s power requirements using Long-term, Short-term and BPA
Subscription Power (Step 2). Page 8 demonstrates how the market value of power for each
class is allocated (Step 3). Page 9 summarizes both the production costs and the market

value of power while page 10 details the calculation of the differences between the
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production costs and market value for each class (step 4). Page 11 summarizes the

calculations of the rates for the RVM (step 5).

Please describe the purpose and process for each of the steps for Part A and B rate

development.

The 2007 update applies the same methodology as 2006 rates, but with revised power costs,

load forecast data, and line loss estimates.

Step 1. Determine the market value for each customer class by employing the energy
consumption and load profiles of each schedule and the same forward price curve
used to determine PGE’s 2007 power costs. The forecast consumption of large
residential customers who have “opted out” of Short-Term Resource Supply (the
RVM Part B adjustment) is not part of the market value calculation.

Step 2: Determine the power supply cost for each class consistent with the UE 115
Power Cost Stipulation resource stacking process. As in the market value of power
calculation, the opt-out loads and associated wheeling costs are removed from the
power cost calculations. The result is that the costs of the resources are separately
identified for each customer class.

Step 3: Allocate the market value of power for each customer class to Long-Term,
and Short-Term resources consistent with the cost allocations from Step 2.

Step 4: Calculate the difference between resource costs and the market value of
power. This amount represents the total difference in dollars between costs of power
and the market value determined from the forward price curve. This establishes the

basis for Schedule 125’s resource valuations.
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o Step 5: Calculate the Schedule 125 rates from the dollar differences from Step 4. For
rate calculations, the RVM Part A utilizes the consumption of PGE’s total system less
Schedule 483 loads. The revenues from Schedule 129 are subtracted from the dollar
differences calculated in step 4 in order to appropriately calculate the RVM Part A
rate. The RVM Part B rate is calculated with the opt-out loads removed. This
ensures that the appropriate loads are used to determine rates and revenues. The
resulting RVM rates reflect the difference between the market value of power and the
cost of the resources.

Q. Do the calculated energy and RVM rates recover the target power costs.
A. Yes. Exhibit 203, Estimate of 2007 Energy Revenues, calculates the energy charge
revenues of $1,029.4 million resulting from the projected load and calculated net energy
rates for each rate schedule. Comparing these revenues to Exhibit 202, page 7, demonstrates

that subject to rounding, PGE recovers its production costs.
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IV. Qualifications

Q. Mr. Cody, please state your educational background and qualifications.

A. | received a Bachelor of Arts degree and a Master of Science degree from Portland State
University. Both degrees were in Economics. The Master of Science degree has a
concentration in econometrics and industrial organization.

Since joining PGE in 1996, | have worked as an analyst in the Rates and Regulatory
Affairs Department. My duties at PGE have focused on cost of capital estimation, marginal
cost-of-service, rate spread and rate design.

Q. Does this conclude your testimony?

A. Yes, it does.

g:\ratecase\opuc\dockets\ue-161 2005 rvm\testimony\price\pricefinal_03-31-04.doc
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List of Exhibits

PGE Exhibit Description

201 Projected Energy and Schedule 125 Rates for 2007
202 RVM Adjustment Rate Development

203 Estimate of 2007 Energy Revenues
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Projected Energy Charge and Schedule 125 Rates for 2007

Market-Based Schedule Schedule

UE 181/ PGE Exhibit / 201

Energy 125a 125b

Grouping milis/lkWh  milis/kWh miills/kWh
SCH 7 - Residential
Block 1 (first 250 kWh) 70.32 (13.90) 0.84
Block 2 {over 250 kWh) 70.32 (13.90) 0.84
SCH 15 - Qutdoor Area Lighting 66.50 {13.02) 0.36
SCH 32 - General Service <30 kW 69.46 (12.67) 0.17
SCH 38 - Opt Time-of-Day G.8. >30 kW

Cn-peak 76.80 (13.80) (0.17)

Off-peak 63.07 {13.80) {0.17)
SCH 47 - Irrig. & Drain. Pump. ~ <30 kW

First 50 kWh per kW 86.65 {12.67) 0.17

Over 50 kWh per kW 57.13 (12.67) 0.17
SCH 49 - Irrig. & Drain. Pump. - >30 kW

First 50 kWh per kW 83.84 (13.80) (0.17)

Over 50 kWh per kW 54.32 {13.80) (0.17)
SCH 83-5 General Service >30 kW

Flat (less than 1,000 kW) 68.70 (13.80) (0.17)

On-peak (greater than 1,000 kW) 72.71 (13.80) (0.17)

Off-peak (greater than 1,000 kW) 61.66 (13.80) {0.17)
SCH 83-P - Primary

Flat (less than 1,000 kW) 66.21 {13.80) {0.17)

On-peak (greater than 1,000 kW) 70.11 (13.80) (0.17)

Off-peak (greater than 1,000 KW) 59.38 {13.80) (0.17)
SCH 83-T - Subtransmission

On-peak 69.19 (13.80) {0.17)

Off-peak 58.50 {13.80) {0.17)
SCH 91 - Street & Highway Lighting 66.67 {13.80) {0.17)
SCH 92 - Traffic Signals 67.90 (13.80) (017}
SCH 93 - Recreational Field Lighting 66.08 (13.80) {0.17)

Note: Systemn Usage Charges not included.

Cody /1



UE 181 / PGE Exhibit / 202

Cody /1

L1138

£veg

98'aL
give:
LIEY

Srrd

818

L9
£96Y
723

914'6258
HITELS
900°95ES

L' LS.
FIRELE
BOL'EELY

PLES
0648
2289

eee
8219

535
95'56

s
[
19%

62L

6T

biees
qEEeEs
¥20'GhE

0y2'9e8
ek
683'8rs

ELYL
68°0L
f=iy:73

ag'd
FE'EL

588
9¢'SL

Ve
(753
648

LLE

LIS

6¢%
e
0z8

£89
g
£¥2

652°'15¢
GESDIS
eLLvES

TeE949
TGRS
162°LEY

8T0L
065'c8
€68

922
£6'2%

¥i19
LEEL

10t$

588

+09'L
e
oS

ovd

pid

ge9

o6t

9/8'6E8
X5 A
Sh'EES

s
GBYL0¢
8E6°26E

$9°59
LE°86
8289

9e'T
81'85

HE¥S
eBEs

563

it

Bes
w3
[s13

%5
53
21

PiPRES
TE0ETS
E2L'9E8

{2E°e08
SEFBLIT
vEO'PZE

190l
SLE8
¥39L

888
GO°8¢

56°19
88EL

98§
7
el

i
et
csl

i<
5%

55

19

L68'FHS
pat3I%3
658°68%

$OL'YLS
&EETIE
SpL'188

852
gese
LELL

G828
L1094

c¢6'Es
WeL

693
98

G20
BEE
98

£2%
g%
z$

§10'98%
FET0IS
814'GES

YO8'E4S
516t
Ayi'gee

8009
S5'28
9596
€T

N4

£ES
B3

195
L]
74

Eig
K1
]

+8E

52

116605
Ga0' iRl
816’028

540
138
S

16'¢E
$L°82
£Y68

ovg
9%

§20'%

8zt

918
g
[4]

s
088
15

921258
[FAVE]
£66'71S

PES'GES
SHEZ6T
481928

987
6898
¥EIE
390

045
pis
vig

yEz'l

602

]

9%

162'PES
VTS
91L'ETH

1687985
o5
vEV'i0E

e0'ls
%28
0409

98'd
ZLYe

8108
vEBS

103
0es

Sor'L

v8e

4]
218

888
51

0iL'6HS
1EE]
68L'6E8

0/£'286
EEEPEE
Ui

1682
elle
0EvL

9ee
15798

9868
PREL

1Zi3
8%
ers

€8st

5%

Bv$

233

¥2s
wE
e

64158
IR
wo'ses

L9901
UASHIE
Len'eey

94'61
BE'DL
0864

96
Wed

2089
L

£rts et

783 3eed-HO

£5% HEBSHO
{000%) sis07 Jamod

%8G
+40J0B4 eunsnlpy 5904

082' o)
[ HeSHO
69 Nedd-40
{umw} ASaeun
VO30 BIDIMEICT)

853 EjeL

=3 4R3d-H0

vas NHEDS-UC
{000%) 83500 Jamod

%829
tivsed Weunsnioy ss03

e ol
e HEAd-HD
812 Head-up
{amw) ABraug
uojliog 1BIwapIsaY

BuyyBi eady 100pInD - 5k HOS

129148 0L

TOBEZS HEBS-PO

086°L¥S MRa-UD
{ov0s) 81800 samog

%EEY
LI0798, JauRSHpY §507

9£5'898 1213
TESDIE #8340
200'85% Nead-4o
{uanw) ABJaus 1e10L
2RuSpISeY - 2 HOS
LONIANOHD

gL i8]

ored NeAS UG

2808 yead-uly
S0 JAIEN

9ee Bupeaum

¥ E=2)
SH0L HBAd-HO
8yl HEB-UO
S§ AN 39d
Jfupe sod sl SHOKSD HIMOA

1E0L/AAY
HIUOW 2L

1093

£0-ACN

4020

It

Ao-Bny

NOILVIRF VS 1500 A1ddNS HIMOd 0ISVE-LIAHYW

Ap-ung

£002

0FEIR

1p-30y

SOVET SO0 FFINIIHOS iVl AB

ANAWHOTEATA 34VH ANINESNTAY WAY
DEDT TR TYHINID ONYILHOS

g8

10-Q83

10-uep



UE 181/ PGE Exhibit/ 202

Cody/2

65F'18 ] 228 [ 6418 1698 20rS 415 08 2235 02$ 0ES £2$ 1oL
Veis % (33 13 B3 3528 a3 5% > BI% B by i Head-io
vy 218 23 berey coI% 2688 18 sy [243 7% gif 028 Gls HES-U0
(Do) 81500 Jamod
%8BT
1opoRy Wwawsnlpy sso0'
gz [ 062 S52 2682 £65'9 1259 P56'2 185'1 gk 892 898 088 2oL
TETET ] " 58 A T FE i T 0T £EC ot BET o1 $e3g40
82901 28t 6L1 oLy geeL 808 6092 2€e°) 816 ¥z 191 [ 821 ) HBBGUO
{upnpy ABrauy (2100
A1 O > - ding *upR2a 8 Bk - 20 HOS
L6848 6848 g8 9853 9228 yaLs 2258 8288 5BES [ 199% 8543 28Ls ol
BT s TEIS Wi nE H1eE wis =3 S IS 8IS Es i »ead-H0
V2SS 6053 1855 f:18%] 0658 3053 08es 1ves ) 6984 paps z158 0853 PLTREY )
{0008} 51507 Jemog
%329
1I0FaB [UBMSNY 8507
256501 681'6 SLE'E 128'8 260'C1L [r] yees $30'8 1842 188'8 2re'e £2L'6 £PP'5 ey
T S0 BSLC B6IE T BETE [ifitsi wae Wit 72 [ovis LA gag'e HeBdHJQ
E60°EL [S8] 508 820'9 yi6'o £2i'9 2885 'S 286'% Lit's ZEL'9 £E0°9 Si'9 NEAG-UC
(UMW) AIaug jeioy,
M¥ 08 < '5'D 0OL 160 - BEHOS
ELF'POLS 120°33%  S9E'B% 651°88 +5168 PoZ0OLS  659'88 028 666'vS 0EZ/S 7es'es 258'68 88118 1oL
EPeES BV L3 ZIes YIFES yiarz ET0TE ki BEH WS VeI EE s TETES TOTLE HO4HO
089823 26948 88908 0.9'68 8.5°93 BSE'2S biv'9g Y09°€$ LEGES 501°6$ 192'88 029'9§ 182'18 Head-tO
{pops) s1800 seMod
%82'9
LIO}IB WSWISA[PY S50M
£pLp05't 289'26E  PETEL cOV'Eat 902Gl 6SIIEL  LOBOBN L9211t oL RLLZLY \gl'El BOELE BEYULES
BE05EF SPEGE SOV OF EE'TY Ry FEVEr TEI0V Freg FIEGF SECEE TEGeF JITEF eIlov
vRY'800°1 L20'26 9Lb'Ee $08°18 218 el T 6829°08 0ED'18 zE9LL BEL'BL 120'98 25082 95906 AEOZUQ
{umw) ABrau3z (=101
MY OF > - AIOG UBD - 2€ HOS
£95'1$ 1028 [ZAL] LS £ELS 0z18 283 14 158 86% gris DLl 1028 1B},
TTIE e 753 6% e g i3 ki) WE B3 Fitii ey B *2BdHO
08b% 586 693 &% GES 818 8% 53 8% 81 e ] 6538 £8§ HEAGUO
{onp$) s1500 J2MOd
%89
Loloe4 yuewisnlpy ssot
605°E2 £95'3 65E'E ve'E 5981 §39'% PEFL SPE‘L 019t PiL') €80T BLLE 60’2 B0
IV ST ST PET [ZiA GIV'E FIET ZFET TEE'T T SIET BiFT &1 seEd-H0
Fzi%] 520° 2] 668 VeV [k 174} o0t [-73% £62 865 668 06 AeDG-U0
(M) ABrouz (101
451 9 HE1 SOMpaYes
FIOLAAY 608 Z0-AON 610 L0985 Zobny Z61hp Z0Onr . ZGREW . 46-0y IIBW . 20-0Rd Z6-uer
oW 23
ez

ROLYINDTYD LS00 A1ddNS HAMOd QISVE-EINEYH

SOVOT S0 T TAOHHIS 31V A8

ANSWOTIARA 31VH INFWESNIOY WAY
DILOHTE IVHBNID ONVIEHOd



UE 181/ PGE Exhibit/ 202

Cody/3

0:0'0LbS per'ibe 0BIMES  eeIPES  (MBUES  SIEWPE Er1'GeS [e@'sls zeg'oed  Zis'EEs 158288 129688 ¥BL'OKS (L
S EYES OB ELS WITIS  VEETIE WIS GvEers EOT (578 05298 BBI5% GITIE  FEEs PEIEIS *eod-10
OL'6L28 £61'288  OBYSES  OUEEES 166078 Sav'BES 10O'WES  WRI'PIS  ZESWIS LIS eppOES 6GE'%28 8RS'eRS HEI-UO
. S-ER SINPAOS (2103,
ova'shS 8ie'ys 080'9S L66'ES £69'%$ v21'es 16198 £v1eS Z6LES YS0'ES EPE'ES 02068 260'78 105
TEovEE YEF IS ETTE e TS e I TE % F2Ts ZEES HETS 28 THETS HRAL-NO
£68°188 vR3'2$ £r928 LTS 268'ee 226'88 8828 8p5°18 [t Z01°E$ BhL'ES 805'2$ ySL2S %e8d-UD
(000S)M% DOO°L 1D S1S0] Jamod
YOVrIES alg'ogd  0OL'ER$  BOS'DES  OiZ'EES 16i'98%  eS0ES vRAUIS OSE'BIS  8SK'S2$ BOP'SES Qoi'eey Jepes ®Ie)
ELEETE 057 EigOs HI9ES G0IE  TETIE  TES OTES 70958 s oToie Br0Tis Tl Head-10
548'2p28 s08'veS /89'ZE8 OB903E  OvIZee 6IR'bES  £20'i2¢ L6 RIS SiELs 104228 15028 SLL°EES PLEERE )
{c00ShMM 003" 21 SI500 Jamdd
%88 Y
1101984 ysusnipy 30
698'996'S pIG'TIS  e0'0AY  GZaZiS  G/SGy  S65'6RS  SIS'DES Opley  SOSOBF  £00WeY /2108 cGvESr  gSeoRy ©10)
BEGBIEC FEAGE BOL VLT CET RN YO5'SEY BETS8T FHIEsE ZOVELL BB LT SETPOT I&VEE BEEEST VLT HESd-NO
oL8'oprR'e Gvesze  ISB'SIE  ZB9'BEE  BAL'026  LBE'WKE  99°pE Z00'RIE  GSSMIE REpiEEE 1E9'E2E 15682 E58'808 Head-vo
S-EB BINPOLIS (2104
£20°199 FI8'Es £59'ce 652'09 6OP'IS L15'S9 61869 ZaL'es BL9'LS £29'67 BL0'ES BLI'GY 115'6F ®oL
piyrsd TECBI otz BIED2 08 Te [ TeLie BEEIT STl iyl ZIgsE o GEFIT Head-Ho
95E'Eey €819 0z8'se 086'6¢ 621'0Y 123'Er 2602y £61'78 £00'PE £85°28 898 12862 S96'28 Head-ug
{umn) ABraug
A 0003 1D $-88 Binpayss
SPE'S0E'S opi'sst  S1'0F  9Z2USP @9T'SEr 10Ok 669°TLY leo'8ey  SER'PEY  Opybir  BRD'BbY G20y Lpl9EV Il
TEOEET TR Ty O T i A - T R TR ot s L HEB-HO
YIZELFE zolgaT  I0O0SE  FALOGE  bb@0S2 921108 ¥O'SDE  60Z'ERE €55°082  GpO'OPZ  u9uBe  000ST  e8U0E ELEER )
() AUz
M¥ 000 3 S-88 2Apayos
MY BE < 'PUOISS *S'D S£8 HOS
£92'v8 443 898 5618 y25% SEY 3 9z1'18 GIE$ [ra 26% £9% 993 e 2oL
PITeE [ i3 95 oy 75 ZI8s 183 o B for] b7 b33 3Rad-HO
8E1'ES 128 BES 088 2268 8293 £165 ¥61S FARE] 198 82 £vs 928 HeB-UO
{oaus) 51900 JoMod
%BEY
10198 JHBUYSN{PY 6807
0.2'28 125 28L £88'2 9692 £LL'SE 0£2'8t 6186 916G 769t 098 ol8 [4%] e
=i BT T 80T Pz TTEDT ESFGF TEFE gEEe 7 £%8 i3 78 H2q-HO
£ps'oe 928 28y £63'1 696'€ £oz'e 85E'L 89g'y 1652 €64 9iG [iR] 228 HBAS-UO
(umin) AB1auZ R0 %,
M OF < - “duing "uag % Btk 6 HOS
T01EAY 70-330 20-A0N 10950 Zo-dag 2080y ar Zount  L0-RER 10-307 2690 26-Ga4 Z6-uBf-
ERUOW £1 .
ioae

NOSINVINS YD LS00 A1dd0S HIM0OL QUSVE-EINHYA

SOVO1 SO0 TNAIHIS 31V A8

ANIWLOTIARA JIVH INGWASAPOY HAH
DNHLD973 WHINID (NYTEHOd



it / 202
Cody / 4

i

UE 181/ PGE Exh

950'258 £9z'ad 958 cov'vd €998 928'v8 SE8'vE 6898 999'2$ LIGES 82448 S48°%§ £9g'ss 1018
Ea 563 WIe F s FLTA G2 T [ TUE 1T OITE GHTs et ABOFN
RIP'ZES 2ig'es 21628 124'8% 28OS +8'ES $92'2% 81934 08918 05728 ¥96'28 166'28 L9288 o)
(000$) sis0D samog
Shitt
14015384 JUSUSNIPY 8807
28108 L0688 £81'S9 16504 06L'98 19919 96404 142'69 691°29 525'88 29929 L2V'ES 205'89 ®loL
8FTEEE TAIE 2]V BFPBE e BIUSE 21882 TIE'iE bt [y [>rq v VeV ¥ HeBd-HO
£86'89% 668'LY y10'8E epiiLy 509'8E 585°GE YBE'OF eL4'88 £89°98 BE8'GE yZy'6e 266°58 65968 f TR s)
(Mw} AG1aug Jepusied
LOIESHUSHENARS ‘ST 50 HOS
6289418 ggiZis  g2L'SIE EHVVIS 1L6'0LS 18418 oe'vls  bu'es Zv0'63 QL6'21S bEO'LE  460G3%  S0B'Di% 1loL
T07ESS e LR EI0SE TITH BZZSS (ST ZIEEE WEIEE BIIHE GOrg% 51088 90voE BN
BE8'ZLIS FOO01S BAO0ES 090°6$ 008'0i¢ VLS 152'68 29868 7e6'ss £52'8% 68E'0LS 200018 BEFOIS pesRR )
o-£8 BAPMIIS B10)
0959518 cE2'SIS  GieEid JEGRIS 668'WIS 65£518 BKI'BIE ¢iSU$ 2r0'es g8 veEris  BEMIS 6EDSIS Bl
228558 16055 EI0S BRTE GEEst TS g iy FAE BT BOEEE TIETSE BELSS HBAHO
BEL'66S £YP'6S 906'8% 6268 £19'6% 021'0i% 00983 wE1'SE il ZEE'L§ 93468 9.8'8% 16268 Head-1D
(000533 DOY'L LD 61800 18MOd
B8/9'61$ 568'1% faZN 985°18 [t 7L6'5% £861S 6568 000'38 £57'18 66215 68015 L2818 feioL
BITH vI3E BT 928 s 572 TEGS v ZIES [7:52:3 GEGS EF9% 5755 Head-Jo
onLess [yt 19418 190'18 Fregts zee'i$ 15118 2998 ¥89% £95% £02'1$ 96118 20248 ¥BA-U0
(000§IAN DOOE T 81500 18M0g
%ERE
anyIRyg JHASAIPY 8507
£52'95°2 12932 B6EGIE 60ZZZE  YRE0SE 99M'9PE  I86'SEZ 6EBLMER  ig0'GEE VEGBIE §90'98E  Q8°GDT  HUETIE jeio).
BVIST per T (1134 ] AT grTER BPYER FI606 g (Y] TEE6E er 05098 ABA-HO
1£6°609'4 cEageL 95862l B29'VEL V588l gig'ert  eav'Erl 1Z8'9E} 8SE'PEL E9T'ZEH 223'08 ¥SL'BEE 62E'9EL sead-uG
: : {umsy) ABasuz oL
£26'628'2 $a146l 120264 BEE26H yOS'YOE S0 198602 E15'202 128'861 6£0'664 206'002  GEP'ZRI 298'881 B0l
GEE'5EE Bl ¥9II TOVEL IR B10v8 [y 2088 SELBL FO&'BL PEVGS TEVL SE0ZL HEOHO
LB5'2EY'L L2 228 928'841 ££9°221 955°GE1 899624 BOL'0ZL prE'BLE SER'GHL F0v'023 ZLI'B0E 808°144 Head-upd
{uan} ABraug
Y GO0 LS dEB UDS
082°L62 197'¥2 028°C2 6982 i 16192 959°98 129'v2 9ISPE S6b'52 L9152 £9¥E2 ZIS'EE [L21
GEFDIT P28 B2H'E 556 e OES® TEES I8 08 Iare IEEB 1888 iy ead-jo
vEL'98 Urrg-1Y 26671 208'G 0651 299'st 128'94 BIG'ss £i5'gh Ber'st 692'G1 285°71 1288 Hedg-UQ
{upaw) Absaus
O B00°L 571 4-68 SINPSYSS
Rpwipd 'S'D 488 HOS
TG LBAY hoaq  Z0-AON 168G Zo-des  Z0-bhy T6IRr Tounp  ZO-REW oy 20186 16-08: Z6uap
o Zi
002

NOLVHIZTYD LS00 AddNS HAMOd G38VE-LINHVIN

SOTOT S0 TTA0IHIE BIVH AR

ANIWAOTEATA A1VH INBWLSNGY WAE
OEDT TS TYHINID ONVILHOS



UE 181/ PGE Exhibit / 202

Cody /5

188 8 £3 9§ 1$ ¥$ £5 £ 2% 2% 25 2¢ 3 fele:
s = = & 4 B 3 H B 53 T 53 ki ¥ead§0
528 1$ [+ 153 o4 £ 2% z$ 18 z$ 23 i$ 4 HeBd-UD
{eon$) s1s0p Jamod
%R
L0308 RISBUNSTIPY 6607
] 52 i 5] 98 i 08 6L s 9€ g [ ¥z 0L
T8t [ er v B 1Y o 74 n 4 or [ § *20-HO
viE LTS 52 9% 85 i £ 67 ) [ 1z sl [ Head-uo
(uphin) ABaoug je1oL
Bunybirt placd 984 - £6 HOS
£0v8 [il:3 863 1£3 8ES 88 18§ 0z$ 2% 0g$ 9e8 ors L¥$ RIOL
I518 354 5 % B wig F4t3 i ® F4i s 359 P EL=ES
e g2 €23 61§ €23 £2% azs £ [ 2% 28§ (23 3 HESIUO
{0008 81500 samod
%829
1103084 uawen(py 8607
6£6'S = 905 ey 205 28y 98¥ ey il 105 o7 g6¥ 208 1210},
WEe e e a5z oz 852 BOZ F{v 21 e At Fird Iz HeA-HO
vae'e 182 682 543 082 j:7r] Lz 282 282 082 2 €82 82 #28-UO
{umn) ABssug ol
sjeubis oypeal - 26 HOS
95b'68 1598 6218 6853 0568 £6¥S zees £818 5228 £0bS 6958 1028 1788 ol
bz 668 BEPS 858 Grs TEFE 7558 FRE BBI% 254 g TEE Fi9 HERHO
$00'28 0988 062% £02% svi$ 28 ved I €55 BL$ 921§ 928 oves Head 0
{0003} 81300 Jamod
%8BT
1303084 {UBIEISA[PY S50
LEV'Z8 $9504 £01'01 9E 1944 196'8 018's LS S21'e 204 5258 8906 55608 {BloL
[y 1258 5058 b PEE i TES 48 BES fir EEED ] SHES NESI-HO
£69'68 ere'y 165'€ 262 88 98 [ Ly 92L 208°1 ££22 608'2 £30° ELE R
{1} ABau teto),
Suyybyt Remubiy 7 1S - 16 HOS
w0 Loy 70085 28-AON 500 Zodas  Z00nY 20-F ZOURE T LBARW . Zoady  J0WEW 2048 Z5-0E0
U 21

Sav0T SO0 FTAIHIS TIVH AR
NOLIY INS 1D LS00 AlddNS HAMOd Q38VE-EENHYA

2002

ANHWOTIASA 34VH INTWISNTOY WAY

DRLOFE WEIANSD ONVILHOd



UE 181 / PGE Exhibit /202

Cody/6

*JOFSOOTGE ISoeiny ¥ saiteds fo 's:odadxion 1 1 Busig 202 woyy efiesn Budnod pue ssawoiens BBRIeAR [0 CISP LOIRESeF PROE 0K PaRISP (Siseg dead-go fuo-fepung) sebesn Abious yead Jlo puR U,
"9O/ETIE 10 So0ud enind puAIey |
$O0'F62 1S SOEEYIE  BL8'GLES  Z6Z98% BOL'E0IE  60R'1ZIS  BRLIOIS  E8YISE ISE0ES 155'888 GLL'BLIS  BERGELS  RORUPLS 1B[oL
649508 FErETE GOUASE GIOTeE SeVOE TOUUeS  TEee  I0HS  URS TIOOW DRSS Ioeess TBTIEE [etiapsa-uoy abiey
6502018 SEE'3 IS 115'6% ooe'sd Ligetd wB'01s 12468 286'¢$ 021's8 L1323 £v9'6S £00'01E ras'EIS FRUSDISEIUDN IBILS
250'0658 L8298 &62°k9$ 916'5ES aing 100'¥PS GEE'GES BSP'0BS 2r1 e BIR'VES 163 '6v8 §25'25% 688'3.28 lefuspisay
{0008} Jamod jo enjep jadien
155°208'81 SOl
vi8'veL'E
SIHEE9E ga'cie G6G'L6E £8€°802 £2£'80€ 191528 iBL'oee 9Y2'508 925008 ZH'062 L1808 £0p'E8T LAR'E08 Head-HO
/58°630'0 v88'elS 68L'E6Y 080°225 GE6°01S G2'8es 868'vrS £26°205 GLL'96F POS'6LY S1y°406 890°65F 204'687 Heed-ut
equapisar-iou afiny
8FO'PPSM
IGTHES FoEp ¥EQ' LY wL'ey LzE'or glz'ay 190'sk 99'66 sZg'ey 28568 BiBEY 2oF'vY £96'2¥ Hezd-0
162'e20'k 286'28 99L'Es viL'za VEL'ER S69°08 658°EH SEV'E8 GL0'GL 19562 Sig'aR 184°94 §26'18 HEAEUO
[BNERHSRI-LON RS
0E9'865°% -
Tvle 862°96¢ YOrSve LT L0 048843 BIE'ELE 2e8'161 eipsgl aBL46E £38°G08 £92'VEE io'ale 026°01€ NERL-HO
GLG'PBLY i s L1E pr{N:i] £86'VaE 90T 198 183858 ars'yZe 9ET'9ZE 808’190 vE6'LEY prcadad S82'948 HEASL0
(B30 1oAY |efuspisey
) Alizaug
[1:2352] [ Fg:72 YEGL res £9°GL &lLL [Ein] 20'0F 18 £3'00 95'eL 808 &l'z8 Liiet
sS850 SEPL 2040 996G 9220 8885 eres va'ee 90°6e iv'es 1S9 [£:9 74 9L 183440
9824 1r'es 08 2688 P08 £L'28 8204 Lt 42'G¥ BEYY 884 [$30 %] i) HEBS-UO
SI507) 7m0 aferoay
HO'¥6Z 18 GO8'eriS 6286116 Z62'963 B8E°601%  s0R'125¢  BRILOLS  ERYUGS £5€°09% 159'888 BLI'BLIS  GR8'OZIS  E08'UYIS LTI
FEECEE {659y  COIoES  DOPOTES Sy Ees  PapORs  EEVIES 7SI SeFeis THO%ES B0GES OTaES GRSOSS sead o
2¥1'soas Pa'res 968'088 280°G9% PEG'DLS S9E°18Y 062'048 zIz'ors GUR'0vS 066858 201’088 a8l'ing $20'L68 Heocd-U0
{opng) 51800 Jamod
156°200°61 WOV'e08' T BIZEES  PEE'Z0S'E  JO0°0RVE  SBETLIS'L  BLEUGS'L  OREIOEVT  L2G'eYL  ZER'GSY: PRE'GOD't  9S6'OLS'L  SE'UBL) Jelet
EEETEE S i) g 50655 0evies EGET8S bR 25658 CEFOFS BEESES DCHELS TH'908 £0E'199 Hesd-H0
859°2L8'LL 280°058'L  S88'800°L  1EG'EVS V' HLE 115086 6BLD00'L  POE'0LE 050'E06 £25°026 SZO'EZN'L  SLO°DLS £86'5681L HERL-UO
W) ABaug
TWEOL
[B10LBAY -2ad 20-10N 46-00 Jo-dag 10-58Y Lorinr A0-unp 20-Kel -0y 10-1e eaad’ ip-eep
[FHEL A .
2002

NOLLY IR YD LS00 ATddNS WaMOd GISVE-13NHvA

SOVO SO0 I WEIHIS 4V L8

ANSWGOTIARA F4VH LNTWESATAY WAH
OIH193713 WWHANSD QNYIEHOd



PORTLAND GENERAL ELECTRIC
RVYM Adjustment Rate Development
Projected 2067 Power Costs’

Resource Stacking: Average Hydro Conditions

2/23/06 Forward Curve
{5000)
2006 Revised
Customer Class Total Tetal
Residential
Long Term Resources
VPCE $101,902 $102,501
Fixed $78,950 $78,950
Wheeling $16,462 $16.558
Subtotat $197,403 $198,099
Term Purchases’ $74.665 $75,104
Market Purchases/Sales $157.473 $158,388
Subtotat $232,139 $233,502
BFA Subscription® 50 $0
Total $429,542 $431,80%
$m. Non-Residentiai
Long Term Resources
vpct $19,840 $19,957
Fixed $15,358 $15,358
Wheeling $3.202 $3.221
Subtotat £38,400 $38,635
Term Purchases® $16,122 $18,216
Market Purchases/Sales $32,805 $32.998
Subtotal 548,927 548,214
BPA Subscription® $0 $0
Total $87,327 $87,749
Lg. Non-Residential
Long Term Resources
VPGF $153,378 $154,278
Fixed $118,726 $118,726
Wheeling $24.755 $24.901
Subtotal $296,859 $297,805
Term Purchases® $71,060 $71,477
Markst Purchases/Sales $139 868 $140.689
Subtotal $210,828 $212,166
BPA Subscription® 50 $0
Totat $507,787 $510,072
All Classes
lL.ong Term Resources
VPC $275,210 $276,826
Fixed® $213,034 $213,034
Wheeling $44.419 44,680
- Subtotal $532,663 $534,540
Term Purchases $161,847 $162,797
Markeat Purchases/Sales $330.146 $332,088
Subtotai $401,993 454,883
BPA Subscription $0 g0
Grang Totai $1,024,656  $1,029,423
Nan-Fixed Costs - Tolat $811,622 $816,389
Target Revenue Reguirement of Non-Fixed Costs $816,389
Revenue Sensitive Cost Factor® 0.59%

¥ Costs for VPG, Wheeling, Term Purchases, Market Purchases/Sales from
Power Cost Mode!, Stacked, Resources to Meet Loads of Customer Classes.

? Comprised of PGE Hydro, Mid-C and PHP Hydro, Coal, Gas & Old Contracts

¥ 2007 Fixed Costs derived from spread of Non-VPC Production Revenue

Requirement (annual) on Old Resource Allocation: amounts. Amount adjusted for

Ordar No, 02-772
* Termn Purchases are new contracts and include whesling expense.

§ Excludas any BPA credits in lleu of power.

* From UE-115 Revenue Reguiremants model.

Note: Transmission and Distribution costs not included.

UE 181/ PGE Exhibit/ 202
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Cody /8
PORTLAND GENERAL ELECTRIC
BYM Adfustment Rate Development
Projected Market Vakuee of Power
Resource Stacking: Average Hydro Canditions
2/23/106 Forward Curve
Resource Market
Wagt Pet of Valua
Jan-07  Feb-07 Mar-07 Apr-07 May-67 Jun-07 Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Daec-07 Avg Class (3000}
HOURS 744 g2 743 720 744 72C 744 744 T20 744 721 744 8,760
RESIDENTIAL
Long Term Resources
PGE Hydro 102 07 ic3 107 94 8o 62 56 85 65 a3 M
Mid-C & PHP Hydre 147 147 120 140 140 180 139 118 91 103 123 136
Coat 218 258 218 177 108 181 220 220 220 220 220 220
Gas 81 77 o () )] (0} 4 79 78 2 77 82
Oid Contracts 73 78 ] ar a7 87 79 74 61 69 68 67
Subtotal 621 625 820 511 428 498 504 547 515 459 571% 508 533 57.14%  $302.866
Net 8T Purchases/Sales 644 521 446 343 337 264 302 281 243 336 446 524 400 42.86%  $827,196
BPA Subscription Q 0 0 c 0 0 0 ¢ 0 0 o] 0 0 0.00% $6
Total 1,266 1,347 866 BS54 768 762 BOV 838 758 es 1,017 1.223 832 §630,062
SMALL NON-RESIDENTIAL
Long Term Resourges
PGE Hydro 20 21 20 21 18 16 12 11 13 13 18 18
Mid-C & PHP Hydro 29 28 23 27 27 20 ?7 23 18 20 24 26
Coal 42 42 42 34 2 35 43 43 43 43 43 43
Gas 6 15 o) o) o) @ 1 15 5 ) 15 16
Old Contracts 14 15 15 17 17 7 15 14 12 14 13 13
Subtotal 121 122 10% 29 B3 97 98 106 100 ag 11 116 104 54.27% $68,002
Net 8T Purchases/Sales a2 77 88 79 a3 a6 103 98 a5 23 K a7 87 45.73% $48,958
BPA Subseription [ o o] g 9 0 0 0 G G 0 0 ¢ 0.00% 30
Total 208 162 189 179 176 183 202 202 186 183 188 204 191 $107,049
LARGE NON-RESIDENTIAL
Long Term Resouroes
PGE Hydro 153 160 155 180 141 121 94 a5 a8 o8 124 141
Mid-C & PHP Hydro 221 a2 180 210 21 226 208 177 137 185 185 205
Coal 328 328 328 266 183 273 ast 331 331 331 331 e
Gas 122 116 {0} (o 0] (© 6 119 117 2 116 124
Old Contracis 110 115 119 131 130 130 118 141 o2 104 103 100
Subtotal 35 240 182 768 645 748 758 B22 775 881 859 800 BO1 67.46%  §443,11¢
Net ST Purchases/Sales 199 241 389 375 500 452 501 420 442 505 315 286 ags 32.64%  $213,773
BPA Subscriplion 0 0 o] ¢ 0 ] Q ¢ Q 0 G 4 Q0 0.00% 80
Tota 1,133 1,182 1,171 1,143 1,145 1,201 1,288 1,243 1,217 1,196 1,174 1,186 1,188 $656.892
ALL CLASSES
Long Term Resources
PGE Hydro 275 288 279 288 253 217 168 182 175 176 223 252
Mid-C & PHP Hydro 397 397 az3 77 378 405 376 348 248 278 a3z 367
Coal 589 589 589 478 293 488 594 594 584 594 594 594
Gas 218 208 {1} ) m 9 10 213 20 4 209 k]
Cid Contracts 197 206 213 236 233 238 13 199 166 187 185 180
Syhbtotal 1,677 1,687 1404 1,378 1,157 1344 13681 1476 1,391 1,233 1542 1,615 1,437 62.20%  $804.077
Net ST Purchases/Sales 925 B840 923 797 930 BO2 807 807 785 a34 837 og8 873 37.80%  $489,927
BPA Subseription G Q G [¢] o] 0 G 0 2 0 & o 2 0.00% $0
Total 2602 2,527 2326 2,475 2087 2146 2267 2283 2,160 2,174 237¢ 2632 2,311 $1,204,004



PORTLAND GENERAL. ELECTRIC
RVM Adjustment Rate Development
Projected Production Costs and Market Value of Power
Resource Stacking: Average Hydro
2/23/06 Forward Curve

UE 181/ PGE Exhibit / 202

($000)
Market
Production Value

Customer Class Costs of Power
Residential

Long Term Resources $198,099 $302,866

Term & Mkt Purchases & Sales $283,502 $227,196

BPA Subscription $0 $0

Total $431,601 $530,062
Sm. Non-Residential

Long Term Resources $38,535 $58,002

Term & Mkt Purchases & Sales $49,214 $48,958

BPA Subscription $0 $0

Total $87,749 $107,049
l.g. Non-Residentiai

Long Term Resources $297,905 $443,119

Term & Mkt Purchases & Sales $212,166 $213,773

BPA Subscription 30 $0

Total $510,072 $656,802
All Classes

Long Term Resources $534,540 $804,077

Term & Mkt Purchases & Sales $494,883 $489,027

BPA Subscription $0 $0

Total $1,029,423 $1,294,004

Cody /9
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Cody / 10
PORTLAND GENERAL ELECTRIC
RVM Adjustment Rate Development
Production Costs and Market Value of Power
Resource Stacking: Average Hydro
2/23/06 Forward Curve
{5000}
Revenues
Market BPA Credit

Customer Class Costis Value Sch 125a Sch 125b For Power Total
Residential

Long Term Resources $198,099 $302,866 {$104,766) i $198,009

Term & Mkt Puschases & Sales $233,502 $227,196 $6,306 $233,502

BPA Subscription $0 $0 $0 $0

Total $431,601 $530,082 ($104,766) $6,306 $0 $431,601
Sm. Non-Residential

Long Term Resources $38,535 $58,092 ($19,556) $38,535

Term & Mkt Purchases & Sales $45,214 $48,958 $257 $49,214

BPA Subscription $0 $0 $0 %0

Total $87,749 $107,048 ~ {$19,556) $257 $0 $87,749
1.g. Non-Residential .

Long Term Resources $297,905 $443,119 ($145,214) $297,905

Term & Mkt Purchases & Sales $212,166 $213,773 ($1,6086} $212,168

BPA Subscription $0 $0 %0 $0

Total $510,072 $656,892 {$145,214} {$1,606) _ $0 $510,072
Al Classes

Long Term Resources $534,540 $804,077 ($269,537) $534,540

Term & Mkt Purchases & Sales $494,883 $489,927 $4,956 $494 883

BPA Subscription $C §0 80 $0

Total $1,029,423  $1,204,004 ($269,537) $4,056 30 $1,029,423
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PORTLAND GENERAL ELECTRIC
RVM ADJUSTMENT RATE DEVELOPMENT
SCHEDULE 125 PROJECTED RVM ADJUSTMENT RATES
20067
Schedule 125a Schedule 126h Total
Calendar Rate Calendar Hate Hate
Eneray {mills Energy {milis {mills

ClagsiSchedule (MWh) {$000) per kWh) (MEWE) {3000) per kWh} ($000) per kWh)
RESIDENTIAL

SCH 7 - Residential 7,531,917 {§104,694) {13.20) 7,531,917 $6,327 0.84 {$498,367) (13.06)

Portion of SCH 15 - Outdoor Area Lighting 6,713 {$83) (13.80) 6,713 $6 C.84 (388} (13.06)

Subtotal 7,638,63C  ($104,766) {13.90} 7,538,630 $6,306 0.84 {$08,455) {13.06)
SMALL NON-RESIDENTIAL

Portion of SCH 15 - Outdoor Area Lighting 18,796 {$213) {12.67) 16,796 $3 017 ($210) (12.50)

SCH 32 - General Service <30 KW 1,504,143 {$19,057) (12.87) 1,504-1.143 5266 c.17 {$18,802) {12.50)

SCH 47 - Irrig. & Prain. Pump. - < 80 kW 23,110 (5203} {12.67} 23,116 34 017 {$289) {12.50)

Subtotal 1,544,048 {519,556) (12.67) 1,544,048 $257 8:147 ($19,301)  (12.50}
LARGE NON-RESIDENTIAL

SCH 38 - Opt Time-ol-Day G.S, > 30 kW 105,952 ($1,462)  {13.80) 105,952 ($18)  (0.17) ($1,480) (13.97)

SCH 46 - Irrig. & Drain. Pump. - > 30 kW 67,770 (§935)  (13.80) 67,770 812 (©In $947)  (13.97)

SCH 83-8 General Service »30 kW 6,075,023 ($83,881) (13.80) 5,966,268 {$1,014) (0.17) {$84,805) (13.87)

SGH 83-P - Primary 2,795,849 ($38,597) {13.80) 2,676,753 ($468) {0.17) ($39,052) (13.97)

SCH 83-T - Subtransmission 1,365,349 {$18,842) (13.80) 804,187 {8137} (0.7} {$18,978} (13.87)

SCH 91 - Street & Highway Lighting 97,437 ($1,345)  (13.80) 97,437 17 017 (1,361 {13.97)

SCH 92 - Traffic Signals 5,939 {$82) (13.80) 5,839 1) 017 {583} (33.97)

SCH 9% - Revreational Field Lighting 565 38  (13.80) 565 0y (0.17) ($8) {13.97)

Schedule 129 (24}

Mari-to Market of Part B Financials

Subtotal 10,518,884 (5145191}  (13.80) 9,704,874 ($1,606) {017 (3146,814)  (35.97)
TOTAL 19,601,562  [$269,513) 18,807,551 $4,956 {$264,568)
TOTAL with Sch 76H & 483 19,686,004 878,453 (optout)

Schedute 126 revenues are subtracted from 125a
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Cody /1
PORTLAND GENERAL ELECTRIC
ESTIMATE OF 2007 ENERGY REVENUES
2006 Total
Cal Energy  Energy Schedule Schedule Energy Revenues
Grouping {MWH) Rate 125a 125b Rate ($000)
SCH 7 - Residential
Block 1 (first 250) 2,029,053 70.32 {13.90} 0.84 57.26 116,184
Block 2 {over 250) 5,502,864 70.32 {13.80) 0.84 57.26 315,084
SCH 15 - Outdoor Area Lighting
Residential portion 6,713 66.50 (13.02) 0.36 53.84 361
-Commercial pottion 16,796 66.50 (13.02) 0.36 53.84 904
SCH 32 - General Service <30 kW 1,504,143 69.46 {(12.67) 0.17 56.86 85,676
SCH 38 - Opt Time-of-Day G.S. >30 kW
On-peak 52,019 76.80 (13.80) (0.17} 62.83 3,268
Off-peak 53,934 63.07 (13.80) (0.17) 49.10 2,648
SCH 47 - Irrig. & Drain. Pump. - <30 kW
First 50 kWh per kW 4,693 86.65 {12.67) 0.17 74.18 348
Cver 50 kWh per kW 18,417 57.13 ©o{12.67) 0.17 44,63 822
SCH 49 - Irrig. & Drain. Pump. - >30 kW
First 50 kWh per kW 19,114 83.84 {13.80) (0.17} 69.87 1,335
Over 50 kWh per kW 48,656 54.32 (13.80) {0.17) 40.35 1,963
SCH 83-S General Service >30 kW
Flat {less than 1,000 kW) 5,305,246 68.70 {13.80) {0.17) 54.73 200,356
On-peak (greater than 1,000 KW) 433,356 72.71 {13.80) {0.17) 58.74 25,455
COff-peak (greater than 1,000 kW) 227,667 61.66 {13.80) {0.17) 47.69 10,857
SCH 83-P - Primary
Flat (less than 1,000 kW) 297,230 66.21 (13.80) (0.17) 52.24 15,527
On-peak {greater than 1,000 kW) 1,422,597 70.11 (13.80) {0.17) 56.14 79,865
Off-peak (greater than 1,000 kW) 956,926 50.38 (13.80) (0.17Y  45.41 43,454
SCH 83-T - Subtransmission
On-peak 468,998 69.19 {13.80) {817) 55.22 25,898
Off-peak 335,189 58.50 {13.80) {017} 44.53 14,926
SCH g1 - Street & Highway Lighting 97,437 66.67 (13.80) {0.17) 52.70 5,135
SCH 92 - Traffic Signals 5,839 67.80 {13.80) {0.17) 53.93 320
SCH 93 - Recreational Field Lighting 565 66.08 {13.80) 0.17) 52,11 29
Totals 18,807,551 $1,040,428
BPA Power Credit $0
Schedule 125a revenues from optout loads {$10,957)
Schedule 129 ($24)
Total Energy Revenues $1,029,447
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