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Staff developed Staff Example C (see Staff/1302, page 1) to assess the
impact of PGE’s SNA decoupling proposal over the next 22 years,*® assuming
PGE residential customer growth rates and the growth rate in usage per
residential customer replicated PGE’s experience of the Iést 22 years (1986 —
2007). Staff Example C shares many of the methodological techniques with
Staff Examples A and B%' and also with PGE/1208, page 2.%

After an initial nine-year period of mostly customer credits (2009 — 2017;
based on PGE'’s 1986 — 1994 experience), the SNA provides for customer
charges from that point forward. After this initial period, from 2018 through
2031, the SNA results in customer charges (not credits). By 2024 the Sales
Normalization Adjustment mechanism provides adjustments maximized at the
two percent of revenue constraint, thereby increasing the deferred SNA
balance. The cumulative deferred SNA balance increases following 2024 until,
at the period’s end in 2031, it exceeds $286 million, which is approximately 25
percent of overall projected residential revenue. This balance would require
over 12 years to reduce to $0 through the SNA mechanism—assuming no new

additions to the balance over this 12 year period.>® While this is a hypothetical

30

31

32

33

The timeframe (22 years) used is due to that being the timeframe for which PGE provided data.
Staff/607 and Staff/608, respectively.

Key assumptions include no rate increases (or decreases) over the period other than that
attributable to the SNA; the same “starting place” for the number of residential customers and
for usage per customer as was used in PGE/1208, page 2; and, as mentioned above, the same
year-by-year growth rates in the number of residential customers and their usage per customer.
In other words, for these last two items, the rates for 1986 were used for 2010, 1987 for 2011,
et cetera.

This calculation assumes no growth (or decline) in revenues—consistent with the assumption
of no rate cases and no rate increases (or declines). The calculation is: $286,827,679; divided
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example, it's questionable whether a balance this large in the “real world” could
be reduced to zero through the proposed SNA mechanism’s workings—even in
perhaps several human generations. Yes, decoupling adjustments “go both

£ 34

ways” as PGE witness Mr. Cavanagh points out,”™ except using PGE’s own

recent history, it goes against ratepayers 15 of 22 years.35

. FOLLOWING A DIMINISHING MARGINAL RATE OF RETURN ON ENERGY

EFFICIENCY INVESTMENTS LINE OF REASONING, ARE PGE’S
EXPERIENCES IN THE 1980S AND EARLY 1990S RELEVANT TO A
DECISION ON THE COMPANY’S CURRENT SNA PROPOSAL?

Perhaps not. It's been almost 30 years since the Harvard Business School
report pointed to conservation as the most cost-effective means of meeting
energy demands,*® and much has changed.*” Staff revised the analysis
described above to reflect the most recent 10 years of PGE experience (the
experience acquired from 1998 through 2007, inclusive) (see Staff Example D
in Staff/1302, page 2); i.e., addressing the question of what results under thé

proposed SNA mechanism might be should the next decade essentially mirror

36

37

by the positive 2% SNA increase limitation on the $1,140,340,646 of 2031 revenue, or
$22,806,813; equals 12.6 years.

PGE/2100, page 16 at 14.

The SNA with +2% Constraint is positive (a customer charge) in 15 of the 22 years after 2009
in Staff Example C.

See ENERGY FUTURE REPORT OF THE ENERGY PROJECT AT THE HARVARD
BUSINESS SCHOOL; edited by Robert Stobaugh and Daniel Yergin; New York: Random
House 1979.

Staff is not here making any claim as to the cost-effectiveness of any specific energy
conservation programs.
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the last decade in terms of the dynamics of the demographic environment in
which PGE operates. This period included four years in which total PGE
residential usage declined and seven years in which usage per customer
declined. In other words, a “mixed bag” in terms of both changes in total
residential usage and changes in average usage per customer. The results,
however, were much the same as those in Staff Example C, which used the
extended, 22 year period. The proposed SNA decoupling mechanism, as
simulated in Staff Example D, provided customer charges (not credits) in each
year (10 years out of 10). By the tenth year (2019), the cumulative deferred
SNA totals $159 million, representing roughly 18% of the overall projected
residential revenue. This balance would require nine years to reduce to $0
through the SNA mechanism—assuming no new additions to the balance over

this nine year period.

Q. YOU HAVE PROVIDED TWO HYPOTHETICAL EXAMPLES OF THE WAY

PGE’S PROPOSED SNA MECHANISM MIGHT WORK, ADMITTEDLY
USING PGE’S OWN EXPERIENCE. IS THIS A “REAL WORLD”

CONCERN?

A. Yes. Below is a selection taken from the “Maine Public Utilities Commission

Report on Utility Incentives Mechanisms for the Promotion of Energy Efficiency

and System Reliability,” where CMP refers to Central Maine Power.

“Maine has experience with revenue decoupling. In 1991, the

Commission adopted, on a three-year trial basis, a revenue decoupling
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Q. THERE HAS BEEN TESTIMONY PROVIDED ON “EQUITY” BETWEEN

RATEPAYER AND SHAREHOLDER IN THIS PROCEEDING. DO YOU HAVE

ANY ADDITIONAL THOUGHTS ON EQUITY IN THIS REGARD?

Yes. Consider the following hypothetical situation. Suppose every residential
PGE customer (ratepayer) who would be subject to PGE’s proposed SNA

t*® for 2010 over and

decoupling mechanism reduces usage by five percen
above any amounts included in PGE’s 2009 test year load forecast. Consider
this reduction is on a weather-normalized basis. Let's also assume there is no
growth in customers; indeed, every 2009 customer is a 2010 customer. Each
customer’s reduction can be for any reason at all: they are reacting to an
electricity volumetric price signal, their personal circumstances have changed,
they want to “do the right thing,” they have incorporated energy efficiency
measures, et cetera.

Now, what happens to customers’ bills? First, their bills go down vis-a-vis
what the bills otherwise would have been. Let's say their bills go down for each

of 12 months and that, for the “typical” (or average) customer, each monthly bill

declines by 4.5 percent.*’ They've done “something:” they have changed their

46

47

Five percent in every month and in both peak and off-peak hours; i.e., five percent “across the
board.”

The bill reduction does not equal five percent due to approximately 10% of the “typical”
residential customer’s bill being the fixed charge. The 4.5 percent decline in each month’s bill is
a simplification. In reality, some months would decline by more and some months by less due
to the presence of fixed charges and inverted block energy rates in Rate Schedule 7 and to
different levels of usage by month. The total of 12 months’ bills would decline by 4.5 percent for
the “typical” (or average) residential customer however.
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behaviors, they have invested in energy efficiency measures, “something.”®

They presumably not only feel like they have saved money, they can see that
this is so by viewing their monthly PGE bills.

All else being equal, PGE shareholders would bear the burden of these
savings as manifested in reduced PGE earnings versus what would otherwise
be the case. While the Company could potentially mitigate this outcome by
reducing costs, shareholders have traditionally borne this type of burden and it
is one for which they have been and are currently compensated.

How would this change under PGE’s proposed SNA mechanism? PGE’s
Sales Normalization Adjustment would begin billing for approximately fifty
percent of the 4.5% reduction in customers’ bills. In fact, under the provided
assumptions, customers would pay back approximately one-half of every dollar
of savings each initially realized, no matter what each customer did or did not
do to create the energy savings and bill reductions.*® Abstracting from any
issues due to the time shifting of cash flows, PGE shareholders are “made

whole.”® PGE residential customers are “made less.”' This outcome captures

48

49

50

This “something” is assumed by Staff to have a positive economic “cost” for each residential
customer, whether it be financial outlays, opportunity costs, search costs, information costs,
reduction in psychic income, other disutility, ef cetera.

This analysis abstracts from any own price elasticity considerations. |

The remaining one-half of every dollar of customer savings (PGE revenue loss) is offset by
reductions in revenue requirements associated with PGE'’s variable costs (e.g., net variable
power costs), which, in this hypothetical situation and congruent with PGE’s implied reasoning,
decline due to the reduced usage.

“Made less” in that they now consume 5% less electricity with a 2.5% net reduction in their bill.
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the redistribution of equity between ratepayer and shareholder inherent in
PGE'’s proposed SNA mechanism.

Additionally, Staff struggles to see how this arrangement is supportive of
energy conservation, as viewed from the perspective of the individual
ratepayer.®? It is not clear to Staff that a Nash equilibrium® under PGE’s
proposed SNA decoupling mechanism is other than for residential customers to

not perform any actions which result in energy conservation.

. DO YOU HAVE ANY OTHER CONCERNS WITH PGE’S SNA DECOUPLING

PROPOSAL?

Oregon has already undertaken perhaps the key action by forming the Energy
Trust of Oregon. Below | include “bullet points” from a presentation given
March 3, 2005, at the Harvard Electricity Policy Group’s Thirty-Seventh Plenary
Session by Maurice Brubaker of Brubaker & Associates, Inc. This presentation
was in Session Two, concerning “Distribution Pricing: Do Revenue Caps Set

Appropriate Incentives? Are they Fair to Consumers and Investors?”®* On

52

53 -

In a somewhat similar vein, see Staff/1200, page 1 at 15ff. for the discussion of cost-of-service
versus direct access customers regarding a potential positive-feedback “death spiral.”

A nontechnical definition of Nash equilibrium is provided by Wikipedia at
http://en.wikipedia.ora/wiki/Nash_equilibrium . In particular: “Amy and Bill are in Nash
equilibrium if Amy is making the best decision she can, taking into account Bill's decision, and
Bill is making the best decision he can, taking into account Amy's decision. Likewise, many
players are in Nash equilibrium if each one is making the best decision that they can, taking
into account the decisions of the others. However, Nash equilibrium does not necessarily mean
the best cumulative payoff for all the players involved; in many cases all the players might
improve their payoffs if they could somehow agree on strategies different from the Nash
equilibrium (e.g. competing businessmen forming a cartel in order to increase their profits).”

Mr. Brubaker’s presentation can be found at:
http://www.hks.harvard.edu/hepa/Papers/Brubaker.Session2. HEPG.0305.pdf .
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pages 11 through 15 of the presentation, Mr. Brubaker offers several salient
points, including the following on page 15:
¢ Instead of decoupling revenue from sales
o Decouple product sales from the promotion of conservation
¢ Allows everyone to do what they do best
This Oregon has done. Improvements can be made, but they do not include
implementation of PGE’s proposed SNA mechanism. | continue to recommend

the Commission reject PGE’s SNA decoupling proposal.

. PGE PROPOSED A LOST REVENUE RECOVERY (LRR) MECHANISM IN

DIRECT TESTIMONY WHICH YOU RECOMMENDED BE REPLACED BY A
MORE ENCOMPASSING, BUT SIMILAR MECHANISM. WHAT DID PGE
PROVIDE IN REBUTTAL TESTIMONY REGARDING THESE

MECHANISMS?

. Staff is unaware of any parties other than PGE supporting the proposed LRR

mechanism. In essence, for rate schedules other than 7 and 32/532, PGE
proposed the LRR mechanism in direct testimony. Staff's direct testimony
proposed, among other things, an Energy Efficiency Revenue Recovery
(EERR) mechanism as an alternative to both PGE’s proposed SNA and
proposed LRR mechanisms. The EERR mechanism proposed by Staff would
encompass the rate schedules PGE excluded from the LRR. Mr. Cavanagh’s

testimony in rebuttal recommends “the Commission select the second of the
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two approaches proposed by the Company (a “load-based” decoupling

mechanism, as opposed to a “Lost Revenue Recovery” mechanism).”*®

WHAT DO YOU THINK OF THE “LOAD-BASED” DECOUPLING
PROPOSAL?

| believe this alternative, proposed for rate schedules other than 7 and 32/532,
has many of the disadvantages of PGE’s SNA proposal. In particular, it covers
reduced load for causality other than energy efficiency measures.*
Furthermore, it is not clear that the “load-based” decoupling mechanism would
not cover variances from forecast due to weather. | recommend the

Commission reject PGE’s “load-based” decoupling mechanism.

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

A. Yes.

55

56

PGE/2100, page 13 at 1.
See PGE/100, page 22 at 1.
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Errata Filing

Staff/1300; Staff/1301; and Staff/1302

List of Changes
Exhibit | Page | Line Original Modified
1300 14 | 14 $256 million $286 million
1300 14 | Footnote 33 $256,010,283 $286,827,679
1300 15 | Footnote 33 $1,008,339,813 $1,140,340,646
1300 15 | Footnote 33 $20,166,796 $22,806,813
1300 15 | Footnote 33 12.7 years 12.6 years
1300 16 | 10 almost $145 million $159 million
1300 21 | 10 through

22 |15 Corrects testimony
1300 23 | 1 through ‘

25 Repagination
1301 1| Chart Corrects
1301 2 | Table No change
1302 1| Table Corrects
1302 2 | Table Corrects
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Staff developed Staff Example C (see Staff/1302, page 1) to assess the
impact of PGE’s SNA decoupling proposal over the next 22 years,* assuming
PGE residential customer growth rates and the growth rate in usage per
residential customer replicated PGE’s experience of the last 22 years (1986 —
2007). Staff Example C shares many of the methodological techniques with
Staff Examples A and B* and also with PGE/1208, page 2.%

After an initial nine-year period of mostly customer credits (2009 — 2017;
based on PGE’s 1986 — 1994 experience), the SNA provides for customer
charges from that point forward. After this initial period, from 2018 through
2031, the SNA results in customer charges (not credits). By 2024 the Sales
Normalization Adjustment mechanism provides adjustments maximized at the
two percent of revenue constraint, thereby increasing the deferred SNA
balance. The cumulative deferred SNA balance increases following 2024 until,
at the period’s end in 2031, it exceeds $256 million, which is approximately 25
percent of overall projected residential revenue. This balance would require
over 12 years to reduce to $0 through the SNA mechanism—assuming no new

additions to the balance over this 12 year period.** While this is a hypothetical

30

31

32

33

The timeframe (22 years) used is due to that being the timeframe for which PGE provided data.
Staff/607 and Staff/608, respectively.

Key assumptions include no rate increases (or decreases) over the period other than that
attributable to the SNA; the same “starting place” for the number of residential customers and
for usage per customer as was used in PGE/1208, page 2; and, as mentioned above, the same
year-by-year growth rates in the number of residential customers and their usage per customer.
In other words, for these last two items, the rates for 1986 were used for 2010, 1987 for 2011,
et cetera.

This calculation assumes no growth (or decline) in revenues—consistent with the assumption
of no rate cases and no rate increases (or declines). The calculation is: $256;010,283; divided
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example, it's questionable whether a balance this large in the “real world” could
be reduced to zero through the proposed SNA mechanism’s workings—even in
perhaps several human generations. Yes, decoupling adjustments “go both
ways” as PGE witness Mr. Cavanagh points out,** except using PGE’s own

recent history, it goes against ratepayers 15 of 22 years.*

FOLLOWING A DIMINISHING MARGINAL RATE OF RETURN ON ENERGY
EFFICIENCY INVESTMENTS LINE OF REASONING, ARE PGE'’S
EXPERIENCES IN THE 1980S AND EARLY 1990S RELEVANT TO A
DECISION ON THE COMPANY’S CURRENT SNA PROPOSAL?

Perhaps not. It's been almost 30 years since the Harvard Business School
report pointed to conservation as the most cost-effective means of meeting
energy demands,*® and much has changed.?’ Staff revised the analysis
described above to reflect the most recent 10 years of PGE experience (the
experience acquired from 1998 through 2007, inclusive) (see Staff Example D
in Staff/1302, page 2); i.e., addressing the question of what results under the

proposed SNA mechanism might be should the next decade essentially mirror

34

35

36

37

by the positive 2% SNA increase limitation on the $1,008,339,813 of 2031 revenue, or
$20,166.796; equals 127 years.

PGE/2100, page 16 at 14.

The SNA with +2% Constraint is positive (a customer charge) in 15 of the 22 years after 2009
in Staff Example C.

See ENERGY FUTURE REPORT OF THE ENERGY PROJECT AT THE HARVARD
BUSINESS SCHOOL; edited by Robert Stobaugh and Daniel Yergin; New York: Random
House 1979.

Staff is not here making any claim as to the cost-effectiveness of any specific energy
conservation programs.
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the last decade in terms of the dynamics of the demographic environment in
which PGE operates. This period included four years in which total PGE
residential usage declined and seven years in which usage per customer
declined. In other words, a “mixed bag” in terms of both changes in total
residential usage and changes in average usage per customer. The results,
however, were much the same as those in Staff Example C, which used the
extended, 22 year period. The proposed SNA decoupling mechanism, as
simulated in Staff Example D, provided customer charges (not credits) in each
year (10 years out of 10). By the tenth year (2019), the cumulative deferred
SNA totals almest-$145 million, representing roughly 18% of the overall
projected residential revenue. This balance would require nine years to reduce
to $0 through the SNA mechanism—assuming no new additions to the balance

over this nine year period.

. YOU HAVE PROVIDED TWO HYPOTHETICAL EXAMPLES OF THE WAY

PGE’'S PROPOSED SNA MECHANISM MIGHT WORK, ADMITTEDLY
USING PGE’S OWN EXPERIENCE. IS THIS A “REAL WORLD”

CONCERN?

. Yes. Below is a selection taken from the “Maine Public Utilities Commission

Report on Utility Incentives Mechanisms for the Promotion of Energy Efficiency

and System Reliability,” where CMP refers to Central Maine Power.

“Maine has experience with revenue decoupling. In 1991, the

Commission adopted, on a three-year trial basis, a revenue decoupling
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Q. THERE HAS BEEN TESTIMONY PROVIDED ON “EQUITY” BETWEEN

RATEPAYER AND SHAREHOLDER IN THIS PROCEEDING. DO YOU HAVE

ANY ADDITIONAL THOUGHTS ON EQUITY IN THIS REGARD?

Yes. Consider the following hypothetical situation. Suppose every residential
PGE customer (ratepayer) who would be subject to PGE’s proposed SNA
decoupling mechanism reduces usage by five percent for 2010 over and above
any amounts included in PGE’s 2009 test year load forecast. Consider this
reduction is on a weather-normalized basis. Let’s also assume there is no
growth in customers; indeed, every 2009 customer is a 2010 customer. Each
customer’s reduction can be for any reason at all: they are reacting to an
electricity volumetric price signal, their personal circumstances have changed,
they want to “do the right thing,” they have incorporated energy efficiency
measures, et cetera.

Now, what happens to their bills? First, their bills go down vis-a-vis what
they otherwise would have been. Let’s say their bills go down for each of 12
months and that-in-totaltheir-bills-decline-by-five percent.*® They've done
“something:” they have changed their behaviors, they have invested in energy

efficiency measures, “something.”’ They presumably not only feel like they

46

47

Fhis-five percent decline in billed ameunts is a simplification. Bue to the presence of fixed
charges and inverted block energy rates in Rate Schedule 7;-the-actual-decline-from-afive

This “something” is assumed by Staff to have a positive economic “cost” for each residential
customer, whether it be financial outlays, opportunity costs, search costs, information costs,
reduction in psychic income, other disutility, et cetera.
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have saved money, they can see that this is so by viewing their monthly PGE
bills.

All else being equal, PGE shareholders would bear the burden of these
savings as manifested in reduced PGE earnings versus what would otherwise
be the case. While the Company could potentially mitigate this outcome by
reducing costs, shareholders have traditionally borne this type of burden and it
is one for which they have been and are currently compensated.

How would this change under PGE’s proposed SNA mechanism? PGE’s
Sales Normalization Adjustment would begin billing essentially-foerthe
reduetions in customers’ bills. In fact, under the provided assumptions, every
eustemer would pay back every dollar of savings each initially realized, no
matter what #-was each customer did or did not do that created the energy
savings and bill reductions.*® Abstracting from any issues due to the time
shifting of cash flows, PGE shareholders are “made whole.” PGE residential
customers are “made less.”® This outcome captures the redistribution of equity
between ratepayer and shareholder inherent in PGE’s proposed SNA
mechanism.

Additionally, Staff struggles to see how this arrangement is supportive of
energy conservation, as viewed from the perspective of the individual

ratepayer.* It is not clear to Staff that a Nash equilibrium®* under PGE’s

48

49

50

This analysis abstracts from any own price elasticity considerations.

“Made less” in that they now consume less electricity forthe-same-level-of expenditure.

In a somewhat similar vein, see Staff/1200, page 1 at 15ff. for the discussion of cost-of-service
versus direct access customers regarding a potential positive-feedback “death spiral.”
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