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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.
A. My name is Dustin Ball. I am employed by the Public Utility Commission of

4

Oregon as a Senior Financial Analyst, Corporate Analysis and Water

5

Regulation, in the Economic Research and Financial Analysis section of the

6

Utility Program. My business address is 550 Capitol Street NE, Salem, Oregon

7

97308-2148. My Witness Qualification Statement can be found in my direct

8

testimony, Exhibit Staff/301, Ball-Dougherty/1.

9
10

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A. The purpose of my testimony is respond to Portland General Electric’s (PGE)

11

rebuttal testimony and to offer continued support of my recommended

12

adjustments to PGE’s Administrative and General (A&G) accounts, Operations

13

and Maintenance (O&M) accounts, and Property Tax expense.

14

Q. DID YOU PREPARE EXHIBITS FOR THIS DOCKET?

15

A. Yes. I prepared Exhibit Staff/901 (supporting calculations), and Exhibit

16

Staff/902 (PGE data request responses and other supporting documentation

17

cited in this testimony).

18
19
20

Q. WHAT ARE THE REMAINING UNRESOLVED ISSUES THAT YOU WILL
BE ADDRESSING IN YOUR TESMIONY?
A. I will address the following unresolved issues:

21

Issue 1

Medical & Dental Benefit Expense Adjustments

2

22

Issue 2

Other Employee Benefit Expense Adjustments

5

23

Issue 3

Insurance Expense Adjustments

10
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1

Issue 4

Non-labor A & G Expense Adjustments

14

2

Issue 5

Transmission and Distribution O & M Adjustments

16

3

Issue 6

Property Tax Adjustments

24

4

ISSUE 1: MEDICAL & DENTAL BENEFIT EXPENSE ADJUSTMENTS

5

Q. PLEASE SUMMARIZE PGE’S REBUTTAL TESTIMONY REGARDING

6
7

UNION MEDICAL AND DENTAL BENEFITS.
A.

According to PGE, Staff’s adjustment to union benefits should be rejected in

8

whole. In its rebuttal testimony, PGE does not address Staff’s inflation factor

9

(8.5 percent) or the application of increased benefits for only 10 months of the

10

test period as proposed by Staff. PGE’s rebuttal testimony simply addresses

11

the 2007 base amount used in Staff’s calculation of 2009 union medical and

12

dental benefits.

13

Q. DOES STAFF’S BEGINNING BASE FOR CALCULATING UNION

14

MEDICAL AND DENTAL BENEFITS INCLUDE BOTH UNION RETIREES

15

AND ACTIVE UNION EMPLOYEES, AS DESCRIBED BY PGE?

16

A. Yes. Staff’s base ($10,056,070) for calculating union medical and dental

17

benefits includes both union retirees and active union employees and is based

18

on PGE’s total contribution for 2007. As described in PGE’s response to

19

OPUC Data Request No. 300, these contributions are broken down between

20

active ($9,244,620) and retiree ($811,450) costs.

21

Q. WHAT WAS THE RESULT OF STAFF ESCALATING BOTH UNION

22

RETIREE AND ACTIVE UNION EMPLOYEE BENEFITS AS OPPOSED TO

23

ONLY ESCALATING THE ACTIVE UNION EMPLOYEE BENEFITS?
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A. As Exhibit 901, Ball/2 illustrates, Staff’s calculation resulted in a forecasted

2

union medical and dental benefit amount that is $127,911 greater than what

3

would have been forecasted under the methodology proposed by PGE in

4

rebuttal testimony.

5

Q. STAFF ESCALATED BOTH UNION RETIREE AND ACTIVE UNION

6

MEDICAL AND DENTAL BENEFITS TO ARRIVE AT ITS FORECASTED

7

2009 EXPENSE. DOES THIS METHOD SUPPORT PGE’S

8

RECOMMENDATION TO REJECT STAFF’S PROPOSED ADJUSTMENT?

9

A. No. To the contrary, what PGE has identified, and as illustrated in Staff Exhibit

10

901, Ball/2, is that Staff’s proposed adjustment is actually less than it would

11

otherwise be. Specifically, Staff’s direct testimony proposes an escalation

12

factor of 8.5 percent for union benefits, which is the high end of projected rate

13

increases based on recent studies concerning benefit costs. In rebuttal

14

testimony, PGE correctly pointed out that Staff should have only increased

15

active union medical and dental benefits by this amount and then added the

16

union retiree benefits. As a result, Staff’s proposed union medical and dental

17

benefits represents an approximate 9.25 percent escalation factor for active

18

union employees, which is substantially greater than the 8.5 percent supported

19

in Staff’s direct testimony, (Staff/300, Ball-Dougherty/3).

20
21

Q. ARE THERE ANY ADDITIONAL REASONS THAT THE COMMISSION
SHOULD ADOPT STAFF’S PROPOSED ADJUSTMENT?

22

A. Yes. As described in Staff’s direct testimony (Staff/300, Ball-Dougherty/3),

23

PGE’s 2009 forecasted union medical and dental benefits are based on an
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1

increased cost for the entire 2009 test year. This is not accurate. PGE’s

2

current union contract is effective through February 2009 and PGE will not

3

realize any increase to active union medical and dental benefits during the first

4

two months of 2009. As PGE will only incur 10 months of increased medical

5

and dental benefits for active union employees, the Commission should accept

6

Staff’s proposal to reduce any associated increase of active union medical and

7

dental benefits by 16.66 percent (2 months divided by 12 months).

8

Q. WILL YOU BE ADDRESSING NON-UNION MEDICAL AND DENTAL

9

BENEFITS OR THE ALLOCATION OF BENEFITS TO NON-UTILITY

10
11

EMPLOYEES?
A. No. Based on the additional information provided by PGE in its rebuttal

12

testimony, which was not previously available, Staff has chosen to remove its

13

proposed adjustment to non-union medical and dental benefits. In addition,

14

Staff has also agreed to remove its allocation adjustment for non-utility

15

employees because the base amounts for calculating the 2009 forecast

16

represents only the utility portion of benefits.

17
18
19

Q. PLEASE SUMMARIZE YOUR UPDATED PROPOSED ADJUSTMENT TO
MEDICAL AND DENTAL BENEFITS?
A. The following table highlights Staff’s updated proposal.
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Table 1 – Medical and Dental Benefits Adjustment
PGE’s UE 197 Expense
Staff Recommended Union Benefit
Staff Recommended Non-union Benefit
Staff Recommended Actuarial Study

$11,541,226
$19,046,181
$434,722

Sub-total

$31,022,129

Total Adjustment
2
3

6
7

$532,674

As the above table indicates, Staff’s revised adjustment is $532,674.

4
5

$31,554,803

ISSUE 2: OTHER BENEFIT EXPENSE ADJUSTMENTS
Q. PLEASE SUMMARIZE PGE’S REBUTTAL TESTIMONTY REGARDING
STAFF’S ADJUSTMENTS TO OTHER BENEFITS.
A. PGE contends that Staff’s proposed adjustment will disallow benefits that

8

represent a fairly small portion of overall benefits and which represent a critical

9

part of PGE’s overall benefits package designed attract and retain qualified

10

employees.

11

Q. GIVEN THE RELATIVELY SMALL INVESTMENT IN OTHER EMPLOYEE

12

BENEFITS AS A PORTION OF OVERALL EMPLOYEE BENEFITS, IS

13

STAFF’S PROPOSED ADJUSTMENT UNREASONABLE AS PGE

14

ALLEGES?

15
16
17

A. No. Staff’s proposed adjustments are reasonable; I will discuss each
adjustment below.


Occupational Health – While Staff agrees that PGE should recover

18

prudently spent funds for occupational health benefits, Staff disagrees with

19

PGE on the level of funding that will be required in 2009. While PGE
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1

states in rebuttal testimony that participation in these programs increased

2

46 percent between 2006 and 2008, it is program costs that are being set

3

in the rate case, not program participation. A review of actual non-labor

4

program costs indicates that expenses increased by approximately two

5

percent from 2006 to 2007. Additionally, Staff compared actual program

6

costs from January through July 2007 ($129,309) to costs for January

7

through July 2008 (131,479)1. This comparison revealed an increase of

8

approximately 1.7 percent. Although program participation may have

9

significantly increased between 2006 and 2008, it is program costs that

10

are being set in the rate case. The documentation received by Staff does

11

not support PGE’s proposed level of program funding. Staff’s proposal to

12

allow $224,434 in funding for occupational health benefits during 2009,

13

which is an increase of approximately 19 percent over two years, is

14

reasonable.


15

Ergonomics and Integrated Absence Management (IAM) - PGE has

16

characterized Staff’s adjustment to this program as counter-productive

17

and explains that the IAM program is designed to increase efficiency in

18

managing absences and result in reducing the number of days employees

19

are off work. Although this program may very well offer the benefits

20

described by PGE, the Company has yet to identify any benefits (in the

21

form of cost reductions) to customers associated with the program that

22

have been taken into account in this rate case. See PGE’s response to
1

See PGE’s response to OPUC Data Request No. 421 (Staff/902).
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1

OPUC Data Request No. 102. Staff’s proposed adjustment reflects that

2

customers should not provide funding, through rates, for a program for

3

which benefits (cost reductions) are not also reflected in rates.

4



Occupational Fitness – Staff agrees that PGE should recover prudently

5

spent funds for occupational fitness benefits. However, Staff disagrees

6

with PGE on the level of funding that will be required in 2009. In its

7

rebuttal testimony, PGE provides a detailed explanation regarding

8

increased employment testing that has occurred during 2008 as compared

9

to 2007. This very well may be the case, but again, the rate case is

10

setting program costs, not the level of testing. While PGE’s testimony

11

indicates that the level of employment testing conducted has been

12

constantly increasing from 2005 through 2007, the fact is that program

13

costs have actually decreased from $47,739 in 2005 to $46,206 in 2007.

14

Although the dollar amount of this decrease is minor, costs did decrease

15

while the level of testing increased. Again, Staff compared program

16

expenses from January through July 2007 ($26,556) to costs from

17

January through July 2008 ($26,415)2. This comparison revealed a slight

18

decrease in program costs when comparing the two time periods, and

19

does not support PGE’s proposed level of program funding. Staff’s

20

proposal to allow $47,976 in funding for occupational fitness during 2009,

21

is reasonable.

2

See PGE’s response to OPUC Data Request No. 421 (Staff/902).
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Recreation Program – These activities are discretionary, take place

2

outside the workplace, are not required to provide safe and adequate

3

service to customers, and should not be funded by customers. Staff

4

recommends that the Commission remove the cost of these of these

5

activities.

6



Health Club Partial Reimbursement - Staff agrees that PGE should

7

recover prudently spent funds. However, Staff disagrees with PGE on the

8

level of funding that will be required in 2009. Although PGE has expanded

9

this program to include activities such as yoga, Pilates, tai chi, etc. that

10

may increase participation by employees, it is unlikely that these new

11

activities will cause participation increases that will almost double program

12

costs, as presented by PGE in response to OPUC Data Request No. 299.

13

In review of program expenses broken down by month, it appears that

14

PGE incurs program expenses on a quarterly basis. Staff compared the

15

first two quarters of 2007 ($12,958 and $14,976) to the first two quarters of

16

2008 ($13,551 and $15,528)3. This comparison indicates increased

17

program costs of less than five percent, and does not support PGE’s

18

proposed level of program funding. Staff’s proposal to allow a 20 percent

19

cost increase resulting from increased participation, and to then increase

20

the expense to 2009 using the CPI-U, is reasonable. Staff recommends

21

adopting the 2009 test year program costs at $65,000.

3

See PGE’s response to OPUC Data Request No. 420 (Staff/902).
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Commuter Program – Staff has chosen to remove its proposed adjustment
to the commuter program.



Service Awards – Service awards are similar to merit based bonuses.

4

Staff’s adjustment is reasonable and is in line with the Commissions policy

5

to disallow 50 percent of merit-based bonuses because they equally

6

benefit shareholders and customers.

7



Retiree Association and Retiree Luncheon – Staff recommends

8

disallowance of this expense because it is discretionary and is not

9

required to provide safe and adequate service to customers.

10



11
12
13
14
15
16

Executive Financial Planning – In rebuttal testimony, PGE has agreed to
remove this expense from its revenue requirement.



Other – Staff recommends disallowance of these expenses as they were
unidentified by PGE.

Q. PLEASE SUMMARIZE STAFF’S POSITION REGARDING OTHER
BENEFITS.
A. The following table highlights Staff’s adjustment to other benefits.
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Table 2 – Certain Other Benefit Adjustments
Expense
PGE Baseline
Staff
2009 Benefit
Adjustments
Costs
Occupational Health
$253,360
($28,926)
Ergonomics and IAM
$75,297
($41,046)
Occupational Fitness
$58,620
($10,644)
Recreation Program
$25,825
($25,825)
Health Club Partial
Reimbursement
$100,000
($35,000)
Commuter Program
$25,101
($0)
Service Awards
$225,000
($112,500)
Retiree Activities
$13,200
($13,200)
Executive Financial
$31,500
($31,500)
Planning
Other
$9,315
($9,315)
Total
$817,218
($307,956)

Staff’s 2009
Benefit Costs
$224,434
$34,251
$47,976
$0
$65,000
$25,101
$112,500
$0
$0
$0
$509,262

2
3

As the above table indicates, Staff’s revised adjustment is $307,956.

4

ISSUE 3: INSURANCE EXPENSE ADJUSTMENTS

5
6
7

Q. PLEASE SUMMARIZE PGE’S REBUTTAL TESTIMONY REGARDING
INSURANCE PREMIUMS.
A. In its rebuttal testimony, PGE proposed three changes to Staff’s adjustment

8

regarding insurance premiums. First, PGE characterized Staff’s adjustment to

9

Directors and Officers (D&O) Liability Insurance coverage as unreasonable.

10

Second, PGE made adjustments to “update” its property insurance policies due

11

to “policy renewals”. Third, PGE disagrees with Staff’s utility allocation and

12

stated that such an adjustment would be redundant.

13
14
15
16

Q. PLEASE ELABORATE ON STAFF’S PROPOSED ADJUSTMENT TO THE
EXCESS D&O LIABILITY INSURANCE.
A. While PGE asserts that the full cost of excess D&O insurance should be borne
by customers, they fail to elaborate on the benefits of such policies. It is PGE
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1

shareholders who elect the Board of Directors, who in turn appoint the

2

Company’s top management, for whom these policies protect. D&O insurance

3

offers protection for PGE’s top management in the event they are sued in

4

conjunction with the performance of their duties as they relate to the Company.

5

Customers, who have no say in electing or appointing PGE’s Directors or

6

Officers, should not be held financially responsible in providing 100 percent of

7

insurance coverage against business decisions or improprieties by

8

management which results in lawsuits. This is especially true given the fact

9

that roughly half of all such lawsuits are brought by the very shareholders who

10

elected the Board of Directors. While these policies do provide protection for

11

PGE’s Directors and Officers, they also serve to protect shareholders. Staff’s

12

proposed adjustment to remove 50 percent of PGE’s Excess D&O Liability

13

Insurance is reasonable. Again, it is important to note that Staff did not

14

recommend any adjustments to the primary level of D&O insurance costs.

15

Q. DOES STAFF HAVE ANY COMMENTS REGARDING THE UPDATES

16

THAT PGE HAS MADE TO ITS PROPERTY INSURANCE PREMIUMS IN

17

ITS REBUTTAL TESTIMONY?

18

A. Yes. PGE has not simply updated its property insurance policies to reflect

19

policy renewals as its rebuttal testimony appears to indicate. Although not

20

specifically identified, PGE is attempting to bring in a new insurance policy that

21

was not included in its original UE 197 filing. As shown in Staff/302, page 4 of

22

Staff’s direct testimony, PGE’s original UE 197 filing consist of four All-Risk

23

policies ($2,778,647) and one Transmission and Distribution (T&D) policy
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1

($1,584,622) totaling $4,363,269. Based on PGE’s response to OPUC Data

2

Request No. 413, All-Risk policies were updated in July 2008 with policy

3

premiums totaling $2,352,900, a reduction of $425,747 from the UE 197

4

estimate. Additionally, the actual T&D policy indicates that the 2009 premium

5

will be $1,500,000, a reduction of $84,622 from the UE 197 estimate. In

6

rebuttal testimony, PGE not only updated these policies, but is also attempting

7

to include a previously unidentified insurance policy in the amount of $383,089.

8

The reduction to All-Risk and T&D policies of $510,369 along with an increase

9

for the previously unidentified policy of $383,089 makes up the $127,280

10

decrease from PGE’s original UE 197 filing to its updated forecast, as shown in

11

Table 1 on UE197/PGE/1900, Piro – Tooman/17.

12

Q. IF THIS NEW POLICY WILL BE AN ACTUAL INSURANCE COST

13

INCURRED IN THE 2009 TEST YEAR, SHOULDN’T IT BE INCLUDED IN

14

THE RATE CASE?

15

A. Perhaps. While we all strive to have the best record developed by which to

16

base PGE’s revenue requirement, Staff recommends the Commission be

17

cautious in allowing PGE to selectively increase costs as new items are

18

identified several months after the case was filed when PGE may not

19

voluntarily bring forth new cost savings or reductions in cost estimates. It

20

would put Staff at a great disadvantage and prejudice customers for the

21

Commission to allow this as a standard practice. Staff has reviewed the rate

22

case based on the information provided in the original UE 197 filing as well as

23

the Errata filing on April 3, 2008, and the Commission should consider holding
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1

PGE to the information provided in the original UE 197, and April 3rd Errata

2

filings.

3

Q. ALTHOUGH STAFF HAS MADE IT CLEAR THAT IT DOES NOT AGREE

4

WITH PGE’S UPDATED PROPERTY INSURANCE OR LIABILITY

5

INSURANCE PREMIUMS (SPECIFICALLY D&O INSURANCE), DOES

6

STAFF AGREE WITH THE UPDATED WORKER’S COMP INSURANCE

7

AND UPDATED INSURANCE PREMIUM CREDIT AMOUNTS PROVIDED

8

BY PGE?

9
10

A. Yes. Staff agrees that the updated Worker’s Comp insurance premium and
insurance credit amounts are an accurate representation of the 2009 test year.

11

Q. PLEASE ADDRESS THE UTILITY ALLOCATION ISSUE.

12

A. Staff disagrees with PGE’s statement that applying a utility allocation to

13

insurance premium costs would be redundant. Staff based this adjustment on

14

the actual insurance policies that were included in PGE’s UE 197 filing and Staff

15

is unaware of any corporate governance allowance that has been applied to

16

these insurance premiums prior to the revenue requirement calculation.

17

Without applying a utility allocation as proposed by Staff, customers would be

18

funding 100 percent of insurance premiums through PGE’s revenue

19

requirement, even though these policies cover both utility and non-utility

20

aspects of PGE’s operations.

21

The Commission should note that Staff updated the utility allocation from

22

96.79 percent to 98.21 percent, which is the allocation percentage shown in

23

PGE’s 2007 Affiliated Interest Report.
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PREMIUMS?
A.

As shown in Staff 901, Ball/3, Staff proposed adjustment to insurance

4

premiums is a reduction from PGE’s initial case in the amount of $1,833,961.

5

Q. PLEASE ADDRESS PGE’S REBUTTAL TESTIMONY REGARDING THE

6

CALCULATION OF UNINSURRED LOSSES.

7

A. Staff agrees that its set of inflation figures were inadvertently off by one year in

8

its escalation of past year’s uninsured losses. Staff also agrees to the revised

9

CPI-U escalators of 4.8% and 2.3% for 2008 and 2009 as proposed by PGE.

10

While Staff has agreed to make the above changes in its calculation of

11

uninsured losses, it does not agree with adjustment amount of $1,738,579 as

12

proposed by PGE. As shown in Exhibit 901, Ball/4, Staff’s revised adjustment

13

amount is $1,749,039.

14

ISSUE 4: NON-LABOR ADMINISTRATIVE AND GENERAL EXPENSE

15

ADJUSTMENTS

16

Q. PLEASE ADDRESS PGE’S REBUTTAL TESTIMONY REGARDING

17

MISCELLANEOUS NON-LABOR ADMINISTRATIVE AND GENERAL

18

EXPENSES (A&G).

19
20
21

A.

Staff made numerous adjustments to PGE’s miscellaneous A&G expenses and
will address each of the adjustment categories below:


Meals and Entertainment – These expenses are discretionary and are not

22

required to provide safe and adequate service to costumers. Staff

23

proposes a 50 percent sharing between customers and shareholders,
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1

which treatment mirrors the treatment of bonuses as well as the income

2

tax treatment of these expenses.

3



Office Refreshments, Catering, and Gifts - These costs are discretionary

4

and are not related to the generation, transmission, and distribution of

5

electricity. Staff proposes a 50 percent sharing of these expenses, similar

6

to meals and entertainment, because customers should not assume the

7

full burden of these costs.

8



9

Civic and Political Activities – The Commission has not allowed regulated
utilities to recover contributions for charities, community affairs and

10

economic development through rates as Commission policy does not

11

require customers to support causes in which they do not believe. In

12

rebuttal testimony, PGE specifically addressed Staff’s disallowance of

13

internship for student workers. These costs are incurred as part of a

14

Corporate Internship Program at De La Salle North Catholic High School

15

to “sponsor” students who would otherwise not be able to afford the cost

16

of a private education4. This is a civic activity which should not be funded

17

by customers.

18



Certain Legal and other Charges – Staff disallowed legal, environmental,

19

rent expenses, and other charges which either did not reflect costs on an

20

ongoing annual basis, or were not appropriate to include as test year

21

miscellaneous A&G expenses.

22

Q. PLEASE SUMMARIZE THESE ADJUSTMENTS.
4

See printout from De La Salle North Catholic High School’s website, included in Staff/902

Docket UE 197

1

Staff/900
Ball/16

A. Staff proposes the following adjustment to miscellaneous A&G expenses:

2

Miscellaneous A&G

($596,036)

3

ISSUE 5: NON-LABOR TRANSMISSION AND DISTRIBUTION OPERATIONS

4

AND MAINTENANCE EXPENSE ADJUSTMENTS

5

Porcelain Insulator Replacement Project

6

Q. IS STAFF’S PROPOSED ADJUSTMENT TO THE PORCELAIN

7

INSULATOR REPLACEMENT PROJECT INAPPROPRIATE AS

8

DESCRIBED BY PGE?

9

A. No. PGE has incorrectly characterized Staff’s adjustment as reducing the level

10

of funding for the program and thus significantly extending the length of time

11

needed to complete the project. While Staff does propose funding for the

12

Porcelain Insulator project based on an escalated 2007 contract labor and

13

other non-labor expenses, Staff’s adjustment should not have any effect on the

14

length of time needed to complete this project.

15

Q. COULD YOU PLEASE DESCRIBE HOW STAFF’S PROPOSED

16

ADJUSTMENT WOULD NOT REDUCE PROGRAM FUNDING AND

17

SHOULD NOT AFFECT THE LENGTH OF TIME NEEDED TO COMPLETE

18

THIS PROJECT?

19

A.

Yes. During 2007 program expenses for the Porcelain Insulator Replacement

20

project totaled $525,789, of which $144,158 was attributable to PGE labor

21

expense and the remaining $381,631 was attributable to contract labor and

22

non-labor expenses. PGE has not demonstrated that level of funding for the

23

project during 2007 was unacceptable. The fact that Staff escalated only the
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1

2007 contract labor and non-labor costs ($381,631) in arriving at the forecasted

2

2009 test year expense, should not be construed to mean that Staff is

3

disallowing program expenses. Instead the Commission should view this

4

approach as continuing the status quo (adjusted for inflation). Staff’s position

5

is that if PGE chooses to hire contractors as opposed to using PGE labor, as

6

they did during 2007, then they should fund such a decision with the cost

7

savings associated with a reduced PGE labor expense.

8
9

Locating Expenses
Q. IS STAFF’S METHOD FOR CALCULATING FORECASTED 2009

10

LOCATING COSTS BASED ON ASSUMPTIONS THAT ARE NOT VALID

11

FOR THE 2009 TEST YEAR AS DESCRIBED BY PGE?

12

A. No. Staff based its forecasted 2009 locating costs on information provided by

13

PGE in responses to OPUC Data Requests. PGE states in its rebuttal

14

testimony that “PGE submitted a test year increase in contract locating costs of

15

approximately $480,000, not $688,548 (PGE/1600, Hawke/5).” However, in

16

direct testimony (PGE Exhibit 600, Hawke/13, line 3), PGE states that it is

17

forecasting an increase in locating expenses of approximately $700,000. In

18

response to OPUC Data Request No. 94, when asked what portion of the

19

projected $700,000 locating cost increase was due to higher contract costs,

20

PGE stated “approximately 95% of the projected cost increase is due to the

21

higher contract cost. The remaining portion of the cost increase, approximately

22

5% is due to the projected increase in locating requests.” Second, PGE’s

23

rebuttal testimony states that Staff’s recommendation does not consider the
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1

increased number of locate requests in 2009. This is incorrect. Staff did not

2

make an adjustment to PGE’s forecasted increase (5 percent, as stated in

3

response to OPUC Data Request No. 94) based on the relatively small dollar

4

amount of this increase. Staff’s adjustment is reasonable and based on

5

information provided by PGE.

6
7

Arc-Flash Mitigation
Q. AS DESCRIBED IN ITS REBUTTAL TESTIMONY, PGE EXPECTS TO

8

INCUR AN EXPENSE OF $361,000 IN 2009, TO COMPLY ARC-FLASH

9

MITTIGATION THAT WILL BE COME AN OSHA REQUIREMENT IN 2009.

10

SHOULD PGE BE ALLOWED FULL FUNDING OF $361,000 FOR ARC-

11

FLASH MITIGATION?

12

A. No. The 2009 forecasted cost of $361,000 is to purchase personal protective

13

clothing with a useful life of 3-5 years and is not an accurate representation of

14

costs that will be incurred on an ongoing annual basis. Customers should not

15

be required to provide funding at this elevated level through rates. As PGE

16

describes in its response to OPUC Data Request No. 99, these protective

17

clothing items are expected to have a useful life of 3-5 years. In essence, PGE

18

expects to replace these items every 3-5 years, not annually. Staff’s proposal

19

does not prohibit PGE from purchasing the necessary protective clothing in a

20

single year, but rather amortizes the cost to customers, and cost recovery to

21

PGE, over the expected life of the items (Staff has proposed a four year life).
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3
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A. Yes. The ongoing costs described by PGE are expected to result from

5

turnover and worn PPE once these items have outlived their useful life (3-5

6

years). Staff’s proposal would provide PGE with a level of funding that would

7

allow the company to recoup its initial investment in the first 4 years, then to

8

replace approximately one quarter of these items in each subsequent year.

9

Q. WOULD A DEFERRAL AS PROPOSED BY PGE, WHICH WOULD

10

RETURN ANY UNSPENT FUNDS TO CUSTOMERS, BE THE PROPER

11

METHOD FOR PGE TO RECOVER ITS ARC-FLASH MITIGATION

12

COSTS?

13

A. No. While PGE’s proposed deferral would ensure that any unspent funds

14

would be returned to customers, there is no guarantee that there will be any

15

unspent funds. This proposal would not provide PGE with any incentive to

16

control costs or to ensure that the protective clothing items are used to their

17

fullest potential. PGE’s proposal is to simply provide an elevated level of

18

funding with the condition that if the money is not spent by the time PGE files

19

it’s next general rate case, it would then be returned to customers. On the

20

other hand, Staff’s proposal is to provide PGE with a definite level of funding on

21

an ongoing basis, which gives an incentive to keep costs at a reasonably

22

defined level.
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Q. DOES STAFF HAVE ANY ADDITIONAL COMMENTS REGARDING ARCFLASH MITIGATION?
A. Yes. On August 26, 2008, Staff proposed to the Commission5, that the

4

effective date for Arc-Flash Protection be delayed from January 1, 2009, until

5

January 1, 2010. Based on this proposal, PGE would not be required to

6

provide any Arc-Flash Mitigation during the 2009 test year. However, Staff

7

realizes the importance of this program and does not propose reducing its

8

original proposal to allow funding of this program.

9

EMS Development Costs

10

Q. PLEASE ADDRESS THE EMS DEVELOPMENT COST ADJUSTMENT?

11

A. Staff has agreed to remove this adjustment, as the expense represents PGE

12

labor which is addressed separately in testimony by Staff Witness Owings.

13

Tree Trimming Expense

14
15
16

Q. IS STAFF’S RECOMMENDED ADJUSTMENT TO TREE TRIMMING
EXPENSE UNREASONABLE AS PGE STATES IN TESTIMONY?
A. No. Staff’s recommended adjustment is reasonable for several reasons. First,

17

while PGE cites higher contract rates as the main driver for its increase in tree

18

trimming expense, its actual tree trimming cost per line mile (CPLM) has

19

decreased substantially from $2,532 in 2007, to a forecasted $2,100 in 2009.

20

Additionally, based on OPUC Data Request No. 428, PGE is forecasting a

21

substantial increase in the number of distribution line miles trimmed in 2008

22

and 2009, as compared to the past four years. During 2007, PGE trimmed
5

See AR 528, included in Staff/902
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1

3,777 miles of distribution lines; however, for 2008 and 2009, the forecasted

2

number of miles has increased to 4,500. This substantial increase is at an

3

annual cost of $1,518,300 (723 miles multiplied by $2,100 per mile). Staff has

4

not received any indication from PGE or OPUC Safety Staff that the previous

5

level of tree trimming was inadequate. In fact, in response to OPUC Data

6

Request No. 384, when asked if the 2007 tree trimming cost included any

7

additional workload not expected to reoccur in 2008 or 2009, PGE stated “No.

8

The 2007 tree trimming workload levels are expected to be ongoing.” This

9

previously unidentified, and unjustified, additional workload, which is included

10

in PGE’s 2009 forecast, is greater than Staff’s proposed adjustment.

11

Additionally, in response to OPUC Data Request Nos. 383 and 425, PGE

12

states that it has forecasted inflation for tree trimming expenses of 8 percent.

13

According to PGE the inflation factor of 8 percent is based on the rate it pays

14

for a standard two-person trimming crew. However, confidential attachment B

15

to OPUC Data Request No. 383 indicates that, from 2004 to 2008 the average

16

increase to the standard two-person trimming rate was approximately 6

17

percent, as opposed to the 8 percent increase that PGE claims.

18
19
20
21

Staff’s proposed adjustment to reduce tree trimming expense by $1,346,103
continues to be reasonable.
FITNES Program
Q. BASED ON PGE’S EXPLANATION REGARDING THE REDUCTION TO

22

UNDERGROUND FITNES PROGRAM EXPENSES FROM 2006 TO 2007,

23

DOES STAFF STILL BELIEVE THAT AN ADJUSTMENT IS NECESSARY?
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A. Yes. Staff believes that and adjustment to the underground FITNES program

2

is still necessary. The most recent underground FITNES cycle, which

3

encompassed the four year period beginning in 2004 and ending in 2007, had

4

program expenses totaling $3,988,412. While this indicates that, on average,

5

annual program costs were approximately $997,103, actual program costs

6

during the first year ($448,484) and last year ($528,803) of the cycle were

7

significantly less than the middle two years ($1,474,884 and $1,536,241).

8
9

While Staff’s original proposal to base the test year on 2007 costs, which
were significantly lower than the average, may not necessarily reflect costs on

10

an ongoing basis, PGE’s proposal to base ongoing costs on a high cost year

11

(which was significantly higher than the average) also does not reflect costs on

12

an ongoing basis.

13

Q. HOW DOES STAFF PROPOSE TO SET UNDERGROUND FITNES

14

PROGRAM COSTS AT A LEVEL THAT WILL REFLECT COSTS ON AN

15

ONGOING BASIS?

16

A. Staff has revised its original proposal to base the test year expense on an

17

average per-year cost for the last four-year underground FITNES cycle,

18

adjusted for inflation. As shown in Staff Exhibit 901, Ball/5, Staff calculated an

19

average cost per year, adjusted for inflation to 2007, of $1,041,828. This

20

amount was then adjusted for inflation to 2009, resulting in a test year expense

21

of $1,116,948. This method for calculating underground FITNES program

22

expenses provides an accurate representation of the costs on an ongoing

23

basis.
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Q. WHAT IS THE RESULT OF STAFF’S REVISED POSITION AS
COMPARED TO ITS ORIGINAL PROPOSAL?
A. The result of Staff’s revised position is an adjustment of $311,855, rather than
the original proposed adjustment of $900,000.

5
6
7
8
9
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Miscellaneous O&M Expenses
Q. PLEASE ADDRESS PGE’S REBUTTAL TESTIMONY REGARDING
MISCELLANEOUS O&M EXPENSES.
A. Staff’s has agreed to remove its adjustment regarding the contract forester, as
Staff is proposing a separate adjustment regarding tree trimming expenses.

10

Staff’s adjustments to meals and entertainment, gifts, catering, and civic

11

activities are explained in the miscellaneous A&G adjustments. As shown in

12

Staff exhibit 901, Ball/6, removing the contract forester adjustment has reduced

13

Staff’s proposed adjustment to $111,961.

14

Q. PLEASE SUMMARIZE STAFF’S ADJUSTMENTS TO NON-LABOR

15

TRANSMISSION AND DISTRIBUTION OPERATION AND MAINTENANCE

16

EXPENSE.

17

A. In summary, Staff proposes the following adjustments:

18

Porcelain Insulator Replacement Project

($287,496)

19

Locating Expenses

($271,135)

20

Arc-Flash Mitigation Expenses

($270,750)

21

EMS Development Expenses

22

Tree Trimming Expenses

23

FITNESS

($0)
($1,346,103)
($311,855)
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Miscellaneous O&M Adjustments

2

TOTAL O&M Adjustments

($111,961)
($2,599,300)

3

ISSUE 6: PROPERTY TAX ADJUSTMENTS

4

Q. PLEASE SUMMARIZE PGE’S REBUTTAL TESTIMONY REGARDING THE

5
6

PROPERTY TAX ISSUE?
A. PGE’s rebuttal testimony addresses two main areas of disagreement. First,

7

PGE disagrees with the dollar amount of the adjustment that Staff made to

8

2007 base Oregon property taxes regarding Port Westward. According to

9

PGE, the reduction to 2007 property taxes should be $1,212,985 as opposed

10

to the $2,418,000 reduction proposed made by Staff. The second point of

11

disagreement is that PGE disagrees in principle with Staffs method for

12

calculating the 2009 test year’s Oregon and Montana property tax expense.

13

PGE further explains that property taxes are a function of assets, and that a

14

more accurate method for calculating property taxes would be to tie the

15

expense to rate base. According to PGE, by tying the property tax expense to

16

rate base, to the extent that the Commission approves changes to PGE’s 2009

17

test year rate base, the property tax expense would also be adjusted to reflect

18

such a change.

19

Q. DOES STAFF AGREE THAT THE ADJUSTMENT MADE TO BASE 2007

20

PROPERTY TAXES, REGARDING PORT WESTWARD, SHOULD BE

21

$1,212,985 AS OPPOSED TO THE $2,418,000 ORIGINALLY PROPOSED

22

BY STAFF?
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Yes. Staff agrees with PGE on this issue. PGE Exhibit/1408, Tooman –

2

Tinker/1 is an accurate representation of Staff’s proposed method of

3

calculating Oregon and Montana property taxes, as adjusted to reflect this

4

change.

5

Q. IS PGE’S PROPOSED METHOD OF TYING PROPERTY TAXES TO RATE

6

BASE AN ACCURATE METHOD FOR CALULATING OREGON AND

7

MONTANA TEST YEAR PROPERTY TAXES?

8

A. Not entirely. While Staff agrees that an acceptable way to measure the test

9

year property tax expense would be as a function of the items that drive the

10

tax, Staff does not agree with all components of PGE’s calculation. Staff has

11

identified two revisions to PGE’s proposed method that are necessary in order

12

for it to be reasonable. First, Staff does not believe that property taxes should

13

be compared to the overall average rate base as proposed by PGE, but rather

14

that the comparison should be to gross plant net-of-depreciation. Second,

15

Staff believes that in addition to removing the property tax associated with Port

16

Westward from the calculation, any plant/depreciation amounts associated with

17

Port Westward should also be removed from the calculations.

18
19

Q. PLEASE EXPLAIN IN GREATER DETAIL STAFF’S FIRST PROPOSED
REVISION TO PGE’S METHOD.

20

A. While PGE has proposed to tie property taxes to rate base, Staff believes

21

that this comparison would be inaccurate and should instead be made

22

between property taxes and gross plant net of depreciation. By applying

23

this change to PGE’s method, the property tax expense would be a direct
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1

factor of the actual items that drive the expense (gross plant – accumulated

2

depreciation). While PGE proposes to compare property taxes to rate base,

3

none of the additional items that are included in rate base (accumulated

4

deferred tax, accumulated deferred income tax credits, miscellaneous

5

deferred debits, operating materials & fuel, miscellaneous deferred credits,

6

working cash, etc.) have an effect on PGE’s property tax expense. Under

7

the method proposed by PGE, not only would property taxes fluctuate based

8

on changes to gross plant or depreciation but would also fluctuate based on

9

a change to any of the other several factors which have nothing to do with

10
11
12
13

property taxes.
Q. PLEASE EXPLAIN IN GREATER DETAIL, STAFF’S SECOND
PROPOSED REVISION TO PGE’S METHOD?
A. While PGE’s method appropriately removes the property tax associated with

14

Port Westward from the 2007 property tax base, it fails to remove the

15

associated plant/depreciation for Port Westward from the 2007 or 2009

16

amount to which it is comparing the property tax. Because PGE will not pay

17

any property taxes on Port Westward during the 2009 test year, its effects

18

should not only be removed from property taxes but should also be removed

19

from gross plant and depreciation. To remove the Port Westward property

20

tax amount without also removing the associated plant/depreciation is not

21

reasonable.

22
23

Q. WHAT WOULD THE EFFECT OF THE ABOVE CHANGES TO PGE’S
METHOD BE?
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A. Although Staff does not have the actual numbers available to calculate with

2

any certainty, Staff estimates that making the above mention changes would

3

result in a property tax figure that is very similar to Staff’s original proposal

4

(with the exception of adjusting the 2007 base for Port Westward taxes). As

5

shown in Staff Exhibit 901, Ball/7, Staff has made the following adjustments to

6

PGE’s proposed method for calculating the 2009 test year property tax for

7

Oregon and Montana. First, in place of the 2007 actual average rate base as

8

used by PGE, Staff inserted the actual average utility plant in service net of

9

depreciation of $2,061,635,000. Next, Staff adjusted this amount to remove an

10

estimated $140,045,000 (280,090,000 x 50%) of plant/depreciation associated

11

with Port Westward. Now that both the numerator and denominator correctly

12

exclude Port Westward (which will receive a property tax exemption during the

13

2009 test year), Staff calculated a ratio of 1.60067 percent which represents

14

property tax expense as a share of utility plant net of depreciation.

15

Again, for purposes of estimating the 2009 test year property tax expense,

16

Staff inserted the estimated utility plant net of depreciation of $2,497,795,000 in

17

place of estimated average rate base as used by PGE. Staff then adjusted this

18

net utility plant to remove the estimated $225,000,000 effect of Biglow 1, as

19

well as an estimated $270,753,667 effect of Port Westward. The resulting

20

2009 net utility plant amount of $2,002,041,333 was then multiplied by the

21

previously calculated ratio of 1.60067 percent, to arrive at non-Biglow

22

estimated 2009 property tax expense of $32,046,014. Staff then added Biglow
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1

property taxes of $2,000,000 to arrive at a 2009 Oregon and Montana property

2

tax amount of $34,046,014.

3

By making the above corrections to PGE’s proposed method for calculating

4

2009 test year property taxes, the resulting property tax expense is

5

$34,046,014, which is only slightly higher than the $33,937,897 property tax

6

expense calculated using Staff’s methodology (corrected for 2007 Port

7

Westward taxes).

8
9
10

Q. DOES STAFF BELIEVE ITS ORIGINALLY PROPOSED ADJUSTMENT TO
PROPERTY TAXES IS REASONABLE?
A. Yes. Staff believes that the amount of its original proposed adjustment is

11

reasonable. This reasonableness is shown by minor difference as compared

12

to the property tax expense calculated under a corrected PGE method. It

13

should be noted, as PGE explained in its rebuttal testimony, that Staff’s original

14

proposal does not automatically adjust for any further adjustments to rate base

15

that the Commission may adopt.

16

Q. GIVEN THAT STAFF’S ORIGINAL METHOD FOR DERIVING A THE 2009

17

TEST YEAR PROPERTY TAX EXPENSES FOR OREGON AND

18

MONTANA DOES NOT AUTOMATICALLY ADJUST FOR ANY FURTHER

19

ADJUSTMENTS TO GROSS PLANT OR ACCUMULATED

20

DEPRECIATION, WHAT DOES STAFF RECOMMEND?

21

A. Staff recommends that the Commission adopt the PGE method, with the above

22

mentioned revisions to use gross plant net of depreciation rather than total rate
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1

base, and to remove the Port Westward effect from both the property taxes and

2

gross plant.

3
4
5

Q. WHAT IS THE REVENUE REQUIREMENT IMPACT OF STAFFS
PROPOSED ADJUSTMENT?
A. As shown in Staff Exhibit 901, Ball/7, the revenue requirement impact is a

6

reduction in the amount of $2,883,960. However, this figure would need to be

7

adjusted to reflect the actual effects of Port Westward as well as any

8

adjustments to the originally filed gross plant or accumulated depreciation

9

amounts.

10

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

11

A. Yes.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.
A. My name is Ed Durrenberger. I am a Senior Analyst in the Electric & Natural

4

Gas Division of the Public Utility Commission of Oregon. My business address

5

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.

6
7

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK
EXPERIENCE.

8

A. My Witness Qualification Statement is found in Exhibit Staff/401.

9

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

10

A. The purpose of my testimony is to respond to the issues raised by PGE in its

11

rebuttal testimony regarding transmission and distribution operating and

12

maintenance (O&M) costs, general production O&M costs and Fixed Plant

13

O&M costs.

14

Q. DID YOU PREPARE ANY EXHIBITS SUPPORTING THIS TESTIMONY?

15

A. No, my testimony concerns facts already in evidence.

16

Q. HOW IS YOUR TESTIMONY ORGANIZED?

17

A. I have organized my testimony to discuss the adjustment I proposed in direct

18

testimony. First I will discuss transmission and distribution O&M costs. Then I

19

will respond to the company’s position on General Production O&M costs.

20

Finally I will review the fixed plant maintenance cost adjustments.

21
22

Q. WHAT IS PGE’S POSITION ON TRANSMISSION AND DISTRIBUTION
OPERATING AND MAINTENANCE COST INCREASES?

PGE UE 197 GRC SURREBUTTAL TESTIMONY (9-8).DOC
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A. PGE’s modified its original requested increase for these costs in its rebuttal

2

testimony. The primary reason for the change is that PGE was able to get

3

better information upon which to estimate the expenses. The company’s

4

current position on these costs is in line with the proposal made by Staff in

5

direct testimony. Rather than an increase in transmission and distribution O&M

6

costs of $400,000, the company is now proposing an increase of $250,000.

7

Q. IS THIS REASONABLE?

8

A. Yes, I believe it is. The major cost driver for the adjustment is PGE’s

9

participation as a full member in the Northern Tier Transmission Group. This is

10

a positive step in the development of a regional transmission organization. The

11

costs of membership appear to reflect what PGE will actually be paying.

12

Another reason for the cost change is that the company has determined that it

13

will not need to do UFM studies in 2009. I find PGE’s new proposal, to

14

increase transmission and distribution costs in the test year by $250,000, to be

15

reasonable. This results in an adjustment of $150,000 to the company’s

16

original request.

17

Q. WHAT IS THE NEXT ADJUSTMENT?

18

A. The next adjustment is one staff proposes to General Production (O&M) costs.

19

Q. PLEASE EXPLAIN THIS ADJUSTMENT.

20

A. In its initial filing, PGE requested a $500,000 increase to the general production

21
22
23

budget to cover the following:
1. An increase of $100,000 for Reliability Centered Maintenance (RCM)
program improvements.
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2. An increase of $300,000 in contract labor expenses related to NERC/

2

WECC compliance procedure development and outside engineering

3

expenses for non-job work.

4

3. An increase in of $100,000 to cover the costs of unspecified software

5
6

purchases during the test year.
Q. WHAT DID YOUR DIRECT TESTIMONY RECOMMEND REGARDING

7
8
9

THESE COST INCREASES?
A.

I recommended that these cost increases be rejected in their entirety because
they did not appear to be incremental and were not justified.

10

Q. HOW DID PGE RESPOND TO YOUR TESTIMONY?

11

A. Generally, the company responded to my proposed rejection of the cost by

12

restating the arguments made in their direct testimony without adding any new

13

details.

14

Q. HAVE YOU CHANGED YOUR POSITION ON THESE COST INCREASES?

15

A. No.

16

Q. PLEASE EXPLAIN.

17

A. First, when PGE reassigns existing maintenance personnel to a RCM function

18

it does not appear to be a new incremental activity and does not warrant a

19

special cost increase. Also, compliance activities required by NERC/ WECC

20

are not entirely new. That notwithstanding, I fail to see how the company can

21

know in advance that there will be enough compliance activity to justify the cost

22

increase proposed for 2009 and beyond. Finally, I find that PGE has not
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1

justified its request for a budget increase for unspecified software purchases,

2

upgrades and expansions.

3

Q. WHAT GENERAL PRODUCTION ADJUSTMENT DO YOU PROPOSE?

4

A. I propose the same general production O&M adjustments I made in my direct

5

testimony. I recommend that the entire $500,000 in general production O&M

6

cost increases requested for the above items be disallowed.

7
8
9
10

Q. ARE THERE ANY OTHER ADJUSTMENTS THAT YOU WISH TO
PROPOSE?
A. Yes, I would like to discuss the adjustment I proposed in my initial testimony
related to fixed generation plant O&M.

11

Q. PLEASE PROCEED.

12

A. I reviewed the PGE rebuttal testimony regarding my fixed plant O&M

13

adjustment. I find parts of the company’s rebuttal testimony to be compelling.

14

Q. WHAT ARE THE PARTS TO THIS ADJUSTMENT?

15

A. The first part is determination of the magnitude of the amount that the

16

Boardman, Beaver and Colstrip generation plants’ expected maintenance costs

17

are above average. My direct testimony stated that the three one-time

18

maintenance cost increases proposed by the company raised these expenses

19

to a total of $8.4 million larger than normal. This was the number provided in

20

the company’s original testimony. In the rebuttal testimony at UE 197/ PGE/

21

1800 Quennoz/ 18, the company pointed out that its proposed increase was

22

actually $6.8 million above inflation-adjusted average maintenance costs. I

23

find that PGE’s rebuttal testimony more accurately represents the magnitude of
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1

the planned, one-time excess maintenance costs and therefore have adopted

2

the $6.8 million as the test period amount above normal maintenance costs.

3

As a result of this revised cost increase request, I believe that my valuation of

4

the normal fixed plant O&M was $1.6 million low and should be raised by that

5

amount.

6

Q. DID YOU CONSIDER ANY OTHER PGE ARGUMENTS?

7

A. Yes. The company, at UE 197/ PGE/ 1800 Quennoz/16-17, argues that it is

8

entitled to recover larger than normal, one-time maintenance and that it is both

9

unreasonable and one-sided to assume that the excess costs could be

10

recovered in the future by skimping on maintenance costs in subsequent years.

11

I find the PGE argument to be compelling.

12

Q. DOES THIS CHANGE YOUR POSITION?

13

A. Yes, although I don’t agree entirely with what PGE has proposed.

14

Q. PLEASE EXPLAIN.

15

A. The company’s rebuttal testimony at UE 197/ PGE/ 1800 Quennoz/ 18-19 is

16

now requesting to recover the $6.8 million in higher than normal maintenance

17

costs through setting up a regulatory asset account in that amount and

18

amortizing the balance over five years. They propose that the average balance

19

of the regulatory asset value in 2009 be added to the rate base included in the

20

filing. This result would be an amortization cost of $1.4 million per year plus

21

the return on the increase to rate base. The result of this proposal would be

22

that fixed plant O&M costs increased by about $3 million for the test year.
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1

Stated differently, the fixed plant O&M would be $5.5 million lower than

2

requested in the original filing.

3

Q. WHAT IS YOUR PROPOSAL?

4

A. I am not in favor of the company being allowed to create a regulatory asset

5

account for excess maintenance costs. I propose the company first adjust

6

fixed plant O&M costs to represent normalized Boardman, Colstrip and Beaver

7

maintenance costs. This would be an increase to fixed plant O&M of $1.6

8

million for the test year. Next, I estimate that the excess costs expected for the

9

2009 test year will reoccur again with a regularity of about once in every ten

10

years. Consequently, I propose an additional increase to annual fixed plant

11

O&M costs of an amount equal to one tenth of the excess $6.8 million, thereby

12

insuring that the budget allows for full recovery of these infrequent excess

13

maintenance expenses that occur with the ten year regularity. The result of my

14

proposal would be a fixed plant O&M budget increase of $2.3 million for the

15

test year, a reduction of $6.1 million to the overall fixed plant O&M that PGE

16

requested in its original filing.

17

Q. DO YOU HAVE ANY OTHER ADJUSTMENTS TO DISCUSS?

18

A. No, that is all.

19

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

20

A. Yes.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.
A. My name is Lisa Gorsuch. My business address is 550 Capitol Street NE Suite
215, Salem, Oregon 97301-2551.
Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK
EXPERIENCE.

7

A. My Witness Qualification Statement is found on Exhibit Staff/1101.

8

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

9

A. I will provide Staff’s response to Mr. Colton’s direct testimony on behalf of

10

Community Action Partnership of Oregon (CAPO/OECA) and the Oregon

11

Energy Coordinators Association (CAPO/OECA) in exhibit 200 regarding the

12

following four issues:

13

1. Late Payment Visit Charge

14

CAPO/OECA’s proposal to exempt low-income customers from payment (See

15

CAPO/OECA/200, Colton/30-31); and

16

CAPO/OECA’s proposal to allocate late payment charge revenue for purposes

17

of low-income assistance to residential customers with administration by a

18

third-party (See CAPO/OECA/200, Colton/35-36).

19

2. Monthly Service Charge

20

CAPO/OECA’s proposal to disallow imposition of the monthly fixed customer

21

service charge when service is disconnected for credit-related reasons (See

22

CAPO/OECA/200, Colton/47-49).

23
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1

3. Reconnection and Field Visit Charges

2

CAPO/OECA’s proposal to eliminate or, at a minimum, exempt low-income

3

customers from payment of the charges (See CAPO/OECA/200, Colton/ 36-

4

47).

5

4. Tariffed Budget Billing Plan

6

CAPO/OECA witness Colton’s conclusion that low-income customers do not

7

have access to a Budget Billing Plan (See CAPO/OECA/200, Colton/26-30).

8

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET?

9

A. Yes. I prepared Exhibit Staff/1101, consisting of one, page. This exhibit

10
11

contains my witness qualification statement.
Q. WILL YOU BE ADDRESSING MR. COLTON’S PROPOSAL REGARDING

12

AN IMPOSED RATE FREEZE ON THE INITIAL BLOCK OF RESIDENTIAL

13

CONSUMPTION?

14

A. No. This proposal will be addressed by Staff witness George Compton.

15

Q. WILL YOU BE ADDRESSING MR. COLTON’S PROPOSAL REGARDING

16

DECOUPLING?

17

A. No. This proposal will be addressed by Staff witness Steve Storm.

18

Q. DO YOU AGREE MR. COLTON’S RECOMMENDATIONS RELATED TO

19

PORTLAND GENERAL ELECTRIC’S (PGE) LATE PAYMENT,

20

RECONNECTION, FIELD VISIT, AND MONTHLY SERVICE CHARGES

21

(MISCELLANEOUS CHARGES) ARE APPROPRIATELY ADDRESSED IN

22

THIS PROCEEDING (SEE CAPO/OECA/200, COLTON/21-25,

23

37-49)?
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1

A. No. Currently, PGE’s policies related to miscellaneous charges and the

2

applicability of continuing Monthly Service Charge during voluntary

3

disconnection are in accordance with long-standing Commission policies

4

applicable to all energy utilities. Parties representing a wide range of interests,

5

including those of low-income customers, participated in the proceedings that

6

set those policies.

7

Q. DOES PGE CHARGE THE MONTHLY SERVICE CHARGE FOR A PERIOD

8

OF TIME WHEN SERVICE IS NOT RECEIVED DUE TO DISCONNECTION

9

FOR CREDIT-RELATED REASONS VERSUS VOLUNTARY

10
11

DISCONNECTION OF SERVICE?
A. No. As stated in PGE/2000, Kuns – Cody – Lynn/41, customers disconnected

12

for credit-related reasons are not required to pay the monthly service charge

13

for the period of time they are without service. By contrast, when customers

14

have voluntary disconnection of service and then re-establish at the same

15

service address months later, the Commission-supported requirements,

16

standard among many utility companies (including PGE), is to hold those

17

customers responsible for the monthly service charges for periods of time

18

when service is not received.

19

Q. DO YOU AGREE WITH MR. COLTON’S CHARACTERIZATION THAT

20

PGE’S MISCELLANEOUS CHARGES ARE NOT COST-BASED AND

21

THUS ALLOW PGE TO OVERCOLLECT AND PROFIT FROM THESE

22

CHARGES (SEE CAPO/OECA/200, COLTON/23-26, 38-49)?
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A. No. When PGE or any other investor-owned energy utility files a proposed tariff

2

related to a miscellaneous fee (e.g. late payment charge, reconnection charge,

3

field visit charge, etc.), Staff reviews the utility-provided workpapers to ensure

4

that the amount of the charge is justified by the level of expense incurred by

5

the utility. But, that is not to say that all tariffed miscellaneous charges are cost-

6

based. For example, for all of the energy utilities (including PGE), actual

7

expense to reconnect a customer’s service exceeds the tariffed reconnection

8

charge because there is a conscious decision to mitigate the impact on low-

9

income customers. The difference between the tariffed amount of the

10

reconnection charge and the associated expense is spread to all rate payers to

11

avoid imposing a hardship on low-income customers.

12

Q. DO YOU AGREE WITH MR. COLTON’S TESTIMONY THAT LOW-INCOME

13

CUSTOMERS ARE NOT ALLOWED ACCESS TO BUDGET BILLING

14

PLANS (SEE CAPO/OECA/200, COLTON/26-30)?

15

A. No. PGE offers three Budget Billing Plans, two of which are geared to

16

customers with overdue account balances as required by OAR 860-021-0415,

17

and the one discussed by Mr. Colton that is offered to customers with a zero

18

account balance as required by OAR 860-021-0414.

19
20
21
22

Q. WILL PGE INCREASE SCHEDULE 300 CHARGES (I.E. FIELD VISIT
CHARGE, RECONNECTION CHARGE, ETC.) AS A RESULT OF UE 197?
A. No. PGE will not request an increase of Schedule 300 charges at this time as
part of a stipulation regarding certain revenue requirement issues filed with the
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1

Commission on August 5, 2008. All of PGE’s Schedule 300 charges will be

2

held at current levels with regard to UE 197.

3
4

Q. DO YOU HAVE ANY RECOMMENDATIONS FOR FURTHER REVIEW OF
THE ABOVE ISSUES?

5

A. Yes. The appropriate forum to address CAPO/OECA’s issues is within the

6

context of an energy industry-wide investigation about the impact of utility

7

policies regarding rate structures and fees on low-income customers.

8

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

9

A. Yes.
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WITNESS QUALIFICATION STATEMENT
NAME:

Lisa Gorsuch

EMPLOYER:

Public Utility Commission of Oregon

TITLE:

Utility Analyst/Rates & Tariffs

ADDRESS:

550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.

EDUCATION:

College-level coursework in financial accounting, business law,
business management, and economics.
The Center For Public Utilities at New Mexico University.
The National Association of Regulatory Utility Commissioners'
Annual Regulatory Studies Program at Michigan State
University.

EXPERIENCE:

Utility Analyst with the Public Utility Commission of Oregon
since April 2008. Primarily responsible for review of electric
and natural gas company tariff filings and other electric and
natural gas company rates and costs. Provide expertise to
Consumer Services Division on consumer-related issues.
Compliance Specialist with the Public Utility Commission of
Oregon from June 2004 until April 2008. Responsibilities
included acting as a liaison between the public, regulated
utilities and various Commission staff. Review of proposed
tariffs, administrative rules, and policies for evaluation of the
potential impact on consumers and the regulated utilities.
Identified trends, services, and policies where no statute, rule
or precedent applied and recommended the appropriate action.

OTHER EXPERIENCE:

Enforcement Agent with the Oregon Department of Revenue
as a member of a multijurisdictional task force including Oregon
Department of Justice and Oregon State Police from June
1999 until May 2004. Responsibilities included investigating
cases of tax evasion involving smuggling of illegal cigarette and
other tobacco products. Review of administrative rules, and
compliance and enforcement standards for multiple tax
programs. Serving as liaison between task force and Oregon
State Legislators to determine appropriate tax rate, and
legislative concepts for two different tax programs.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS

2

ADDRESS.

3

A. My name is George R. Compton. I am a Senior Economist, employed half time

4

by the Economic Research & Financial Analysis Division (ERFA) of the Oregon

5

Public Utility Commission (OPUC). My business address is 550 Capitol Street

6

NE Suite 215, Salem, Oregon 97301-2551.

7

Q. ARE YOU THE SAME PERSON WHO FILED DIRECT TESTIMONY,

8
9

EXHIBIT STAFF/500, AND THE ACCOMPANYING EXHIBITS 501-507?
A. I am.

10

Q. WHAT IS THE PURPOSE OF THIS TESTIMONY?

11

A. I will be responding to elements of a) the rebuttal testimony of PGE’s Doug

12

Kuns and Marc Cody as found in PGE/2000, b) the direct testimony of Roger

13

Colton on behalf of CAPO/OECA, and c) the direct testimony of Dr. Alan

14

Rosenberg on behalf of ICNU.

15

Q. IN ITS ORIGINAL APPLICATION PGE PROPOSED TO ADJUST

16

SCHEDULE 125 (ANNUAL POWER COST UPDATE) MAGNITUDES TO

17

REFLECT CHANGES IN FIXED GENERATION COST RECOVERY DUE TO

18

DEPARTING OR RETURNING CUSTOMERS IN SCHEDULES 483 AND 489

19

(DIRECT ACCESS). PLEASE REMIND US OF STAFF’S REACTION TO

20

THAT PROPOSAL.

21

A.

Staff’s voiced concern had to do with the requirement that customers who do

22

not immediately benefit from Direct Access would nevertheless bear a major

23

portion of the risk produced by that program.
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Q. HAS PGE ADDRESSED THAT CONCERN IN A RESPONSIVE WAY?

2

A. It has. PGE’s counter-proposal places the entire adjustment on “applicable

3

Large Nonresidential rate schedules (Schedules 75, 76R, 83, 89, 483, 575,

4

576R, 583, 589).” (See PGE Exhibit/2001 at 4.)
Q. DOES THAT COUNTER-PROPOSAL ELIMINATE ALL OF YOUR
CONCERNS?

5

A. No. There should be some kind of rate impact limit, e.g., two to five percent,

6

both upwards and downwards, as to how much this adjustment should be

7

allowed to elevate rates. The amounts outside this cap should not be deferred

8

for later inclusion in rates. Absent a cap, a positive-feedback “death spiral”

9

may be introduced. I refer to a surcharge causing some regular sales

10

customers to switch over to Direct Access, which in turn causes the surcharge

11

to be increased (since it would have fewer sales volumes to be amortized over)

12

and thereby inducing even more sales customers to switch to direct access,

13

and so on until there are no more sales customers left to pay the surcharge.

14

While the Transition Cost Adjustment may be a reasonable inducement to

15

encourage customers to transfer to Direct Access, the compensatory or

16

offsetting surcharge shouldn’t be the primary force driving customers away

17

from standard retail service.

18

Q. CAN WE CONCLUDE THAT STAFF IS GENERALLY OPPOSED TO THE

19

VERY IDEA OF SOME FORM OF MECHANISM TO COMPENSATE FOR

20

CUSTOMERS’ LEAVING OR ENTERING DIRECT ACCESS?
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A. No. Large industrial customers receive a benefit from the existing Transition

2

Cost Adjustment (TCA). Such may induce more of them to convert to Direct

3

Access than would be the case if the only basis for the conversion was a

4

market price that was lower than the PGE energy charge. The existence of a

5

TCA carries a cost in the form of potential net revenue instability on the part of

6

PGE. The question becomes how, if at all, should PGE be compensated for

7

that burden.

8

the value of the TCA and where its burden should lie will be welcomed.

Input from ICNU and other customer representatives regarding

9
10

Q. THE MAIN ARGUMENT BY PGE AGAINST STAFF’S SEASONALLY

11

DIFFERENTIATED RATES PROPOSAL IS THAT NOT JUST THE

12

SUMMER, BUT THE WINTER SEASON AS WELL, HAS HIGH LOADS

13

AND PRICES. “THEREFORE [PGE SAYS], ONE COULD

14

ALTERNATIVELY MAKE A CASE THAT PGE SHOULD HAVE HIGHER

15

WINTER PRICES THAN IN THE OTHER MONTHS OF THE YEAR, OR

16

THAT ENERGY PRICES SHOULD BE LOWER IN THE SPRING.” (See

17

PGE/2000, page 3, lines 6-15.) DO YOU AGREE?

18

A.

Yes, with caveats.

Staff is very much aware of the fact that prices are lower

19

in the spring. Staff also agrees with the Company that the price for wholesale

20

electricity is higher in the winter than in the spring or fall (but not the summer).

21

While a primary objective of rate design is to reflect marginal costs, it is not the

22

only consideration. There are also practical considerations such as cost of

23

administration, ease in communication to customers, and simplicity. It was in
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the interest of concerns having been voiced regarding those latter

2

considerations that Staff chose to limit its seasonal recommendation to the

3

season with (1) the highest prices, the summer, and (2) where the price signal

4

can be viewed as the most meaningful, i.e., as relevant to the installation of

5

central air-conditioning (which is at the root of the regional load peak and high

6

prices.) If the Company, CUB, and other concerned parties were to advocate

7

on behalf of three or four seasons for rate design purposes instead of two, Staff

8

would assuredly join them.

9

Q.

FOLLOWING THE SENTENCE I JUST CITED, PGE WENT ON TO REMIND

10

US OF ITS HEAVIEST LOADS BEING IN THE WINTER RATHER THAN IN

11

THE SUMMER, AND THAT MARKET PRICES ARE LOWEST IN THE FALL

12

(WHEN LOADS ARE LOW) AND IN THE SPRING (DUE TO THE HYDRO

13

RUN-OFF). PGE’S ANSWER THEN ENDED WITH “THUS, WE CONCLUDE

14

THAT THE IMPOSITION OF SEASONAL PRICING AND AN ADDITIONAL

15

SUMMER ON-PEAK BLOCK PRICE ARE NOT WARRANTED.” (SEE

16

PGE/2000, PAGE 3, LINES 11-16.) DO YOU CONCUR WITH THAT LOGIC?

17

A.

No, I do not. PGE is saying, in effect, that because there are four distinct

18

seasons, none should be recognized in ratemaking, i.e., that rates should be

19

set as if there were no seasons. I would say the logical conclusion instead is

20

that all four seasons should be recognized. (Refer back to my previous answer

21

as to the wisdom of imposing more than one additional rates season at this

22

time.) At a minimum, we should differentiate the season that would lead to the

23

most efficiency gains or provide signals where the most stress is placed on
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current and future costs. In any event, PGE has supported cost-based rates.1

2

PGE has also recognized summertime capacity needs and the fact that the

3

highest wholesale electricity prices that PGE faces are not in the winter.2 In

4

that light, Staff does not understand why PGE appears reluctant to implement

5

what has been across the country the most rudimentary of rate reforms, i.e.,

6

the seasonal rate differential.

7

Q.

PGE ALSO OBJECTED TO YOUR SEASONAL PROPOSAL ON GROUNDS

8

THAT YOUR SEASONAL DEMARCATION DOES NOT LINE UP WITH

9

PGE’S. (THEIR “SUMMER” RUNS FROM THE FIRST OF MAY THROUGH

10

TO THE END OF OCTOBER.) THEY SAID THAT HAVING “THE

11

CONFLICTING SEASONAL DEFINITIONS...SUGGESTS THAT THE TOU

12

PRICES WILL NEED TO CHANGE EVEN MORE FREQUENTLY THAN THE

13

STANDARD TARIFF PRICES....” WOULD YOU PLEASE RESPOND.

14

A.

Remedying the conflict would be a trivial matter. Staff’s three-month, high-

15

priced season (July through September) could simply be substituted for PGE’s.

16

After re-perusing Staff/502 (which shows monthly projected peak and off-peak

17

market energy prices), it would be difficult to justify adding any more months

18

than those three to the summer, high-price season. (Again, this is not to say

19

that other seasons shouldn’t be added to the two that now are in place for

20

Schedules 7 and 32.)

1

See especially PGE/1200, page 4 at 13: “We based the proposed rate schedules, as much as
possible, on cost causation;” and PGE/2000, page 13 at 19: “The objective of an allocation
methodology is to reflect cost-causation in pricing.”
2
See PGE/2000, page 17 at 4-8.
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PGE ALSO RAISED A NUMBER OF OBJECTIONS TO YOUR SEASONAL

2

RATES PROPOSAL HAVING TO DO WITH IMPLEMENTATION MATTERS.

3

TWO OBJECTIONS RELATE TO THE IMPLEMENTATION OF AMI

4

(AUTOMATIC METERING INFRASTRUCTURE). ONE WAS THAT SOME

5

EMPLOYEES ARE AND/OR WILL BE BUSY WITH AMI PROJECT-

6

RELATED TASKS, AND PGE WOULD NOT WANT THEM DISTRACTED

7

WITH A DIFFERENT RATE DESIGN PROJECT. (SEE PGE/2000, PAGE 5,

8

LINES 15-22, AND PAGE 6, LINES 1-2.) THE OTHER WAS THAT PGE AND

9

ITS COMMERCIAL AND INDUSTRIAL CUSTOMERS WOULD “HAVE TO

10

INCUR POTENTIALLY COSTLY AND CONFUSING CHANGES IN 2009 AND

11

THEN AGAIN SEVERAL YEARS LATER TO ACCOMMODATE THE POST-

12

AMI IMPLEMENTATION CHANGES.” (SEE PGE/2000, PAGE 6, LINES 8-

13

12.) WOULD YOU PLEASE ADDRESS THOSE OBJECTIONS?

14

A.

As profit seekers, with power cost adjustments included in ratemaking, utilities

15

can be expected to want to minimize administrative costs. PGE’s response is

16

consistent with that consideration. However, cost-based rates is a key

17

consideration in the objective to maximize economic efficiency. As far as

18

commercial and industrial customer confusion is concerned, I believe PGE is

19

selling short the intelligence of both those customers and PGE’s own tariff and

20

bill formulations staffs. Having rates that are higher in some seasons of the

21

year than in others does not constitute some unfathomable mystery.

22
23

Q.

AN “ADDITIONAL CONCERN” VOICED BY PGE IS THAT OVERLAYING
SEASONAL AND TIME-OF-DAY PRICING UPON THE SCHEDULE 128
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SHORT-TERM TRANSITION ADJUSTMENT “WILL INTRODUCE

2

UNNECESSARY CONFUSION TO POTENTIAL DIRECT ACCESS

3

CUSTOMERS.” (See PGE/2000/4 at 1.) COMMENT?

4

A.

There seems to be already a “plethora of quarterly transition adjustments we

5

[i.e., PGE] currently prepare to support direct access.” (See PGE/2000/4 at 2-

6

6.) The prospect that “PGE may [added emphasis] have to resort to monthly

7

Schedule 128 transition adjustments” shouldn’t represent an insurmountable

8

barrier against the kind of large-customer/large-load rate design reform that is

9

routine elsewhere in the country. Added complications before a few

10

customers who may or may not elect to cease being sales customers of PGE

11

should not get in the way of the substantial efficiency advantages of moving

12

to cost-based rates on the part of one of the largest load cohorts of PGE.

13

Q.

PGE ALSO IS “CONCERNED WITH THE EFFECT THAT STAFF’S

14

PROPOSAL MAY HAVE ON SEASONAL AGRICULTURAL CUSTOMERS

15

AND OTHER CUSTOMERS SUCH AS WATER PROVIDERS WHO

16

PROVIDE CRITICAL SERVICES AND WHO TYPICALLY CONSUME AT A

17

MUCH HEAVIER LEVEL DURING THE SUMMER MONTHS OF THE YEAR.

18

THESE CUSTOMERS CAN LEGITIMATELY ARGUE THAT ON A COST-

19

CAUSATION BASIS, PEAK PRICING SHOULD OCCUR DURING THE

20

WINTER MONTHS INSTEAD OF THE SUMMER MONTHS.” (See

21

PGE/2000, page 4, lines 7-12.) COMMENT?

22
23

A.

Five points: 1) Cost-causation refers to costs, not loads. The highest peak
period prices occur in the summer (July-September), not the winter. (Refer to
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Exhibit Staff/502.) 2) PGE’s energy/production cost allocation already reflects

2

seasonal, monthly, and peak- versus off-peak marginal cost variations.

3

Staff’s pricing recommendation would have no effect on the different

4

schedules’ cost, or revenue requirement, allocation. 3) Given a fixed cost

5

allocation, higher prices in one period are inevitably offset by lower prices in

6

the remainder of the pricing periods. 4) Agricultural irrigation customers

7

(Schedules 47 and 49) are, in any event, protected from extreme revenue

8

requirement allocation increases by the Consumer Impact Offset (CIO)

9

provision of ratemaking. 5) The adoption of a relatively narrow, eight-hour

10

(noon to 8 p.m., Monday through Friday) time-of-use peak pricing period, with

11

lower prices during the rest of the time would enable many, if not most, of the

12

reference customers to limit their billing increases.

13
14

Q.

ROGER COLTON, REPRESENTING CAPO/OECA, HAS RECOMMENDED

15

THAT THE INITIAL 250 KWH BLOCK OF THE RESIDENTIAL RATE BE

16

FROZEN AT 7.741 CENTS/KWH, WHILE STAFF HAS RECOMMENDED

17

THAT IT BE INCREASED TO 8.218 CENTS. (See Exhibit Staff/506/1.)

18

(PGE’S PROPOSAL, EMPLOYING THE SAME SCHEDULE REVENUE

19

REQUIREMENT, WOULD PUT THE NEW LEVEL AT 8.443 CENTS. See

20

Exhibit PGE/2000/3.) WHAT WOULD BE THE MAXIMUM SAVINGS A

21

RESIDENTIAL CUSTOMER COULD EXPERIENCE FROM SUCH A

22

CAPO/OECA-RECOMMENDED FREEZE?

23

A.

A customer who used precisely 250 kWh’s would save $1.19 per month.

UE 197 EXHIBIT 1200 COMPTON.DOC

Docket UE 197

Staff/1200
Compton/9

1

Customers whose use exceeded that level would enjoy progressively lower

2

savings owing to the fact that, for a given revenue requirement, freezing the

3

first block rate would necessitate a higher-than-otherwise rate(s) for the next

4

block(s).

5

Q.

DOES STAFF SUPPORT THE CAPO/OECA RECOMMENDATION?

6

A.

No, for two reasons. First, low use customers already receive a comparative

7

benefit owing to the recommendation by both Staff and PGE that the

8

customer charge not be increased. Referring to Exhibit Staff/507/1&2, you’ll

9

notice that the smallest customers receive the smallest percentage billing

10

increases under our recommendations. Second, Staff shares the concerns

11

expressed by PGE that many low-income families reside in high-

12

consumption, all-electric homes and they would be unduly penalized by the

13

higher second-block rates that would, by necessity, follow from the frozen

14

first-block rate. (See PGE/2000, page 34, lines 6-12.)

15
16

Q.

DR. ALAN ROSENBERG, ON BEHALF OF ICNU, HAS RECOMMENDED

17

THAT A WEIGHTED FIVE-COINCIDENT-PEAK (i.e., 5 CP) ALLOCATOR

18

BE INCORPORATED IN THE ENERGY/PRODUCTION COST

19

ALLOCATION OF PGE. THAT ALLOCATOR WOULD APPLY TO THE

20

COMPANY’S EMBEDDED FIXED GENERATION COSTS. DOES STAFF

21

CONCUR WITH THAT RECOMMENDATION, AND IF NOT, WHY NOT?

22
23

A.

Staff does not concur. We agree with the reasons in opposition that are
summarized by PGE. (See PGE/2000, pages 16 and 17.) Since PGE
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1

depends upon market purchases to meet loads most of the time, and since

2

the practice here in Oregon is to allocate the revenue requirement targets on

3

the basis of marginal costs, it is appropriate for PGE to have allocated its

4

energy and production costs on the basis of prices in the energy market.

5

They are the best manifestation of PGE’s marginal costs.

6

In addition, Staff would argue that the ICNU approach is fundamentally

7

flawed in that it keys off of loads rather than costs. On the margin, PGE will

8

add capacity via the construction of its own facilities for one basic reason: To

9

meet its net peak load demands (see below for an elaboration on “net”) when

10

the costs of purchases (short- or long-term) are or would be so high as to

11

make them uneconomic. Expressed a slightly different way, the value of

12

owning production capacity comes from the ability attending therewith to

13

avoid high purchase costs. While we agree that the Company must also plan

14

its system such that it is assured of meeting firm loads, as noted above there

15

are other considerations in adding generation supply. As stated at length

16

elsewhere in my testimony, our regional purchase prices are largely driven to

17

their highest yearly levels by the cooling loads in the Southwest, not by the

18

winter heating loads of the Northwest.

19

cost point of view summer loads are more burdensome than are winter loads.

20

Nevertheless (and quoting PGE), with ICNU’s weighted-5-CP approach “the

21

winter months receiv[e] 96% of the weights and summer months only 4%”

22

despite the fact that “the highest prices cited by ICNU [itself] occur in months

23

other than in the winter.” (See PGE/2000, page 17, lines 7-11.) If recent

Accordingly, from an opportunity-
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1

historic market prices coincident with the five peak hours had instead been

2

used to weight the loads of those hours, the summer loads would have

3

incurred a composite weight a lot closer to 50% than to ICNU’s 4%.3

4

Exacerbated the summer opportunity-cost burden for PGE is the fact

5

that some of PGE’s existing “capacity resources only cover th[e] winter

6

period.” (See ICNU/200, page 9.) Accordingly, “[t]he weighted five coincident

7

peaks used by ICNU do not necessarily reflect the periods during which PGE

8

may need capacity the most.” (See PGE/2000, page 16.) The point here is

9

that it is not gross loads, per se, that drive capacity acquisition needs on the

10

margin, but rather net loads, i.e., the difference between loads and already-

11

acquired or otherwise planned-for resources. ICNU’s weighted-5-CP

12

approach was based upon gross loads. So, if the hundred largest net loads

13

had been used as the allocator, the summer loads would have incurred a

14

composite weight a lot closer to 50% than to ICNU’s 4%.4 To conclude,

15

plausible weightings other than the share of the 100 highest load hours would

16

lead to very different fixed production cost allocations compared to what ICNU

17

created. On the other hand, the way PGE acquires capacity on the margin,

18

including the purchase of seasonal, sixteen-hour blocks, with additional spot

3

A simple, unweighted 5CP approach allocates costs to each Schedule in proportion to the
Schedule’s share of the cumulative loads for just the five hours which correspond to the single
coincident-peak hours of each of the five selected months. The “On-Peak” figures shown in Staff/502
vastly understate the single-hour, on-peak prices because those figures are the averages for the
sixteen hours over all the days of the months except Sundays and holidays. Also recent historic
monthly coincident peak prices are a better indicator than forecasted figures regarding just how high
purchase prices can be because the latter tends to provide averages for every given hour since the
day and hour of the month’s coincident peak is not forecasted.
4
Net loads correlate well with “loss-of-load-probabilities” (i.e., LOLP, having to do with the probability
that a utility’s capacity is insufficient for meeting its load requirements at a particular time).
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1

purchases and sales for “balancing” purposes, may militate against using any

2

kind of a monthly coincident peak approach altogether.

3

Q.

WHAT IS THE PRIMARY NUMERICAL REVENUE REQUIREMENT

4

ALLOCATIONS OUTCOME FROM INCORPORATING ICNU’S SUGGESTED

5

APPROACH?

6

A.

Compared to the current method, which allocates all of energy and production

7

costs on the basis of costs and loads that transpire throughout the year, the

8

residential class would experience relatively higher rates under the ICNU

9

approach, which places its largest emphasis upon peak winter loads, when

10
11

residential consumption is at its highest level.
Q.

DOES STAFF STAND BY ITS EARLIER RECOMMENDATION TO ADOPT

12

PGE’S MARGINAL-COST-BASED ALLOCATION APPROACH WITH

13

REGARD TO ENERGY AND PRODUCTION COSTS, BOTH FIXED AND

14

VARIABLE?

15

A.

Yes. We agree with PGE that neither “the ICNU testimony [n]or any other

16

developments persuaded [us] that PGE should change its marginal cost of

17

generation methodology.”

18

spirit of accepting the notion that possibly some consideration should be given

19

to allocating own fixed costs separately from market purchases, we would be

20

happy to pursue that matter outside of this general rate case. Of particular

21

interest in any discussion will be how to distinguish a context where owned

22

resources continue to be secondary to market purchases versus a case where

23

a utility accommodates most of its load and virtually all of its growth through its

(See PGE/2000, page 16, lines 17-19.) In the
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existing and newly acquired owned resources.

2
3

Q.

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

4

A.

Yes it does. Thank you.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.
A. My name is Steve Storm. I am employed by the Public Utility Commission of

4

Oregon as the Program Manager of the Economic & Policy Analysis Section in

5

the Economic Research and Financial Analysis Division. My business address

6

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.

7
8
9

Q. ARE YOU THE SAME STEVE STORM WHO SPONSORED EXHIBITS
STAFF/600 – STAFF/615?
A. Yes. My Witness Qualifications Statement is found in Staff/601.

10

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

11

A. My testimony involves two areas: PGE’s marginal cost studies used to develop

12

the Company’s proposed rate spread, and PGE’s SNA decoupling proposal

13

and other proposed mechanisms associated with revenue recovery.

14

Q. WHAT ARE YOUR SUMMARY RECOMMENDATIONS?

15

A. Regarding PGE’s marginal cost studies, I recommend the Commission adopt

16

PGE’s cost studies filed in its direct testimony and used to develop rate spread.

17

I further recommend the Commission direct PGE to hold workshops to study

18

cost study issues as identified in Staff’s and other parties’ testimony.

19

Regarding PGE’s proposed Sales Normalization Adjustment (SNA)

20

decoupling mechanism, and PGE’s proposed Lost Revenue Recovery (LRR)

21

and the minimally documented PGE-proposed “load-based” decoupling
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1

mechanism, I recommend the Commission reject each of these three

2

mechanisms. I continue to recommend the Commission authorize the

3

implementation of an Energy Efficiency Revenue Recovery (EERR)

4

mechanism, as described in Staff/600.1

5

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET?

6

A. Yes. I prepared Exhibits Staff/1301, consisting of five pages and Staff/1302,

7

consisting of two pages.

8

Q. HOW IS YOUR TESTIMONY ORGANIZED?

9

A. My testimony is organized as follows:

10
11

PGE's Marginal Cost Studies ....................................................................... 3
PGE's Proposed Decoupling and Revenue Recovery Mechanisms............. 9

1

See Staff/600, page 31 at 17 through page 33, line 3.
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PGE’S MARGINAL COST STUDIES

Q. WHAT IS YOUR GENERAL VIEW OF MARGINAL COSTS STUDIES, AS

3

DEVELOPED FOR USE IN RATE SPREAD OF REVENUE

4

REQUIREMENTS?

5

A. In Order No. 98-374, the Commission established a sound approach to
consider marginal cost of electricity issues. A relevant excerpt of that order is:2

6

7

“We will not require a single marginal cost approach for all

8

utilities. Calculating marginal costs is as much of an art as

9

it is a science. Allowing utilities to address the issue of

10

calculating marginal costs in different ways has led to

11

significant and productive new approaches to efficient

12

pricing and costing of electrical service. We do not believe

13

that mandating a single approach will advance the art of

14

marginal cost analysis, and it could significantly impede

15

progress.

16

Furthermore, utilities should be allowed to choose

17

approaches that best fit the particular circumstances of

18

their systems and nature of their customers. We do not

19

believe that we are capable of identifying a single

20

approach that will satisfy the needs of every utility and its

21

respective customers.”

2

As quoted in PGE/2000, page 10 at 17ff.
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REGARDING PGE’S MARGINAL COST STUDIES?
A. My cardinal recommendation was that the Commission accept PGE’s marginal

4

costs studies, as I found the results to be reasonable. I recommended the

5

Commission direct PGE to emulate Pacific Power’s general approach to

6

customer cost allocations in PGE’s next general rate case, specifying a

7

minimum requirement to analyze and document the extent to which customers

8

in the nonresidential rate schedules either impose a burden or receive a benefit

9

greater than (or less than) that imposed upon or received by the average

10

residential customer.3 Additionally, I recommended the Commission direct PGE

11

to hold workshops for the purpose of considering whether to revise the

12

Company’s basis for developing marginal cost estimates.4

13

Q. DO YOU CONTINUE TO SUPPORT THESE RECOMMENDATIONS?

14

A. Yes, including the recommendation that the Commission adopt PGE’s marginal

15

cost studies as presented in the Company’s direct testimony. However, I also

16

support the notion, embedded in the Commission’s decision in Order No. 98-

17

374 as quoted above, that it is important to “advance the art of marginal cost

18

analysis,” most especially when the results of such studies are used for rate

19

spread purposes, with the resulting implications for horizontal equity.

3

See Staff/600 page 6, including footnote 6.

4

See Staff/600, page 6 at 16.
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Additionally, the near future—and prior to PGE’s filing of the Company’s

2

next general rate case—seems an opportune time to re-examine the use of

3

future market electricity prices for the allocation of generation revenue

4

requirements, especially those pertaining to PGE facilities (See also Staff/500,

5

page 9ff.), as PGE “anticipates frequent rate filings…”5

6

Q. HOW DID PGE RESPOND TO YOUR RECOMMENDATIONS?

7

A. PGE provided an extended response on the issue of allocating customer

8

costs.6 Regarding the issue of differentially-weighting operating characteristics

9

such as the number of customers by rate schedule for use in allocating meter

10

reading costs, PGE’s position seems to be that results acceptable in prior

11

dockets are de facto confirmation of the continuing appropriateness of

12

methodology:

13

“As with both UE 115 and UE 180, the meter reading

14

marginal cost estimates in this proceeding reflect the results

15

of this process, a process that yielded the same results in all

16

three dockets. In the two prior dockets, Staff had no issue

17

with the results.”7

5

PGE/2000, page 19 at 1. By “frequent,” PGE presumably means at intervals similar to the
Company’s very recent past; i.e., every two years or so.

6

See PGE/2000, pages 7-10.

7

PGE/2000, page 7 at 21.
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This does not, if taken at face value, appear to be supportive of the notion of

2

advancing the art of marginal cost analysis. If the methodology is never

3

questioned,8 is advancement likely or even possible?

4

PGE asserts that the Company’s use of greater accounting detail in

5

marginal cost analysis of “Other Consumer Service” costs provides more robust

6

results than does the “Staff methodology.”9 This may be valid and Staff

7

acknowledges the relevance of increased accounting granularity in providing

8

potentially more robust analytical results, all else being equal.10 PGE’s

9

reasoning that, since the Company’s ratio of Other Consumer Service marginal

10

costs between industrial customers and residential customers is higher than

11

PacifiCorp’s (27.3 versus 19.0), PGE’s methodology is therefore more robust11

12

is suspect at best. While “end results” may be indicative of a need for further

13

investigation, they are—as “standalone” data—in no way conclusive, or indeed

14

demonstrative, of a methodology which provides more robust results.

8

In particular, the examination of marginal cost analysis methodologies by interested parties
would appear to be particularly fruitful, in that there is presumably less investment in the status
quo.

9

PGE/2000, page 9 at 13.

10

In some cost accounting “ideal world,” each customer might have costs for various cost
categories individually captured for a given time period. While this situation probably exists for
industries where outputs are “one off” (or nearly so), such as large facility construction or the
manufacture of commerical passenger aircraft, it almost certainly comes at a cost currently too
high for use associated with the provisioning of retail electrical services.

11

PGE/2000, page 9 at 10.
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Q. PGE EXPRESSED A WILLINGNESS “TO MEET WITH INTERESTED

2

PARTIES TO DISCUSS MARGINAL COST ISSUES.” WHAT ARE YOUR

3

THOUGHTS?

4

A. Staff appreciates the offer. One possible reason marginal cost analyses have

5

become more relevant is associated with the prospect of retail electricity price

6

increases outstripping general inflation by a considerable margin going forward,

7

even without an overlay of any future charges associated with carbon

8

emissions. Price increases greatly exceeding overall price inflation place even

9

greater importance on the appropriateness of measures used to allocate

10

functional revenue requirements among multiple rate schedules. Therefore it is

11

important that methodologies for allocating rapidly increasing revenue

12

requirements be continually examined.

13

Q. PLEASE COMMENT ON THE MARGINAL COST OF GENERATION ISSUE.

14

A. This issue was mentioned in Staff’s direct testimony12 and extended testimony

15

was presented by ICNU.13 For Staff’s primary surrebuttal testimony on this

16

issue, please see Staff/1200, page 9ff. Staff acknowledges PGE’s efforts in

17

developing a “third option” for Commission consideration. An additional

18

comment I might offer concerns certain implications of PGE’s rebuttal testimony

19

regarding this issue. PGE finds fault with ICNU’s proposed five coincident peak

12

See Staff/600, page 5ff.

13

ICNU/200, pages 1-12.

Docket UE 197

Staff/1300
Storm/8

1

(5 CP) weighting methodology for allocation of PGE’s generation revenue

2

requirement:

3

“This weighting is problematic because it narrowly focuses on PGE

4

peak loads only and ignores regional peak loads. In other words, it is

5

possible that PGE may need capacity during more of the summer

6

hours than the winter hours due to regional peak load

7

consumption.”14

8

The results of marginal cost studies are used in this proceeding for

9

allocating revenue requirements by functional category to various rate

10

schedules. A principle being acknowledged in this process is that electric rates

11

should be reflective of underlying costs. PGE testimony states: “We based the

12

proposed rate schedules, as much as possible, on cost causation.”15

13

Additionally, the cost-of-service energy charge for each rate schedule is,

14

according to PGE, “based on that schedule’s allocated production cost. This

15

allocated cost is comprised of the costs associated with PGE-owned

16

generation, contract purchases of energy, transmission and capacity, and

17

market purchases and sales.”16

18

To the extent that the “it is possible” in PGE’s testimony on this point, as

19

quoted above, is factually (or statistically) “it is probable,” the Company’s

20

testimony is congruent with Staff’s thinking on this issue and is also highly
14

PGE/2000, page 17 at 4.

15

PGE/1200, page 4 at 13.

16

PGE/1200, page 5 at 6. Presumably PGE means contract purchases of not only energy, but
also of transmission and capacity; i.e., “commas” were used in PGE’s testimony where the use
of “semicolons” would have left for this reader no ambiguity as to meaning.
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1

supportive of the reasoning behind Staff’s proposed introduction of seasonal

2

energy rates, with rates being higher in the summer.17

3

4

PGE's PROPOSED DECOUPLING AND REVENUE RECOVERY MECHANISMS

Q. WHAT WERE OTHER PARTIES’ RESPONSES TO PGE’S SALES

5

NORMALIZATION ADJUSTMENT (SNA) DECOUPLING PROPOSAL?

6

A. Table 1 (below) summarizes the different parties’ objections to PGE’s proposed
SNA mechanism, with the check mark signifying a party’s objection.18

7

8

Table 1
Objection
Transfers risk from PGE to customers

CAPOOECA

Shift of costs and risks associated with recession
from PGE to customers
Energy efficiency programs moved from utilities to
Energy Trust of Oregon
Shifts burden of regulatory lag from PGE to
customers
Questionable efficacy of PGE objective to maintain
price signals supportive of energy conservation
SNA charge/credit applied to direct access as well as
cost-of-service customers

Fred
Meyer
√

Staff
√

√

PGE’s risk reduced without reduction in allowed
return on equity
Insulates PGE from effects of price elasticity/
”locks-in” PGE inefficiencies
Not needed with frequent general rate cases
PGE likely to over-collect fixed cost revenue
requirement due to customer growth
Adverse effects on low-income customers

CUB
√

√

√

√

√
√

√
√

√

√
√

√
√
√

√

17

See Staff/1200, pages 3 at 10ff.

18

Staff is cognizant of the potential for inadvertently either omitting or misconstruing other parties’
testimony on this issue.
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Q. DO YOU HAVE ANY COMMENTS ON PGE’S RESPONSES TO PARTIES’

2

OBJECTIONS?

3

A. PGE’s rebuttal testimony contains several responses on which I would like to

4

comment. First, PGE witness Mr. Jim Piro asserts “(d)ecoupling allows the

5

benefits of simultaneously providing customers with a price signal more closely

6

aligned with marginal costs while allowing recovery of fixed costs through fixed

7

charges.”19

8

Staff believes neither side of what PGE is claiming decoupling provides is

9

necessarily valid. On the “back” side, if fixed costs were actually being

10

recovered through fixed charges, PGE’s issue would largely disappear.20

11

PGE’s direct testimony implied that: a) revenues from fixed charges do not fully

12

recover fixed costs; b) revenues from variable (volumetric) charges recover

13

more than variable costs and contribute to the coverage of fixed costs; and c) if

14

energy usage declines,21 the amount of revenue from variable charges

15

available to cover fixed costs is reduced, resulting in a situation in which PGE

16

shareholders are harmed.22,23 As pointed out in Staff’s direct testimony, and
19

PGE/1300, page 37 at 7.

20

If revenues from fixed charges exactly covered fixed costs, revenues from variable charges
would therefore exactly cover variable charges. If usage is reduced, the reduction in variable
revenues would be offset by the reduction in variable expenses. Therefore no inequities to
shareholders would exist. Note that Staff is not at this time proposing PGE rates be restructured
to achieve such an outcome.

21

Actually, declines from the forecast usage levels incorporated in developing PGE’s revenue
requirement in a general rate case. More on this point later.

22

See PGE/100, page 18, lines 5-7 and line 20 through page 19, line 1. See also Staff/600, page
14 at 6 and PGE/2100, page 5 at 13 through page 6 at 4.

23

In this, PGE is (partially) correct: the issue is one of rate design. However, the issue is also one
of regulatory lag.
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1

assuming actual outcomes are reasonably close to the test-year predictions,

2

this “harm” can only exist “in the “out” years between (the test years of) general

3

rate cases.”24

4

On the “front” side, it is unclear what is being compared with a price signal

5

“more closely aligned” with marginal costs. If PGE’s implied comparative

6

reference here is to marginal variable costs, Staff is confident that higher fixed

7

charges would also provide a price signal more closely aligned with marginal

8

fixed costs; i.e., marginal costs are higher than embedded costs generally.

9

Q. PGE PROVIDED TESTIMONY REGARDING THE COMPANY’S

10

DECOUPLING PROPOSAL IN PGE/2100. DO YOU HAVE ANY COMMENTS

11

ON THAT TESTIMONY?

12

A. Yes. Several of PGE witness Mr. Ralph Cavanagh’s conclusions are

13

presumably based on his interpretations of the demographic dynamics of

14

PGE’s service territory and how those dynamics relate to energy usage. In

15

disputing Staff’s hypothetical example of PGE’s over-collection of revenue in a

16

recession,25 he claims “recessions would be likely to affect customer growth

17

along with usage per customer…”26 Perhaps, especially if by “affect customer

24

See Staff’s discussion of this point at Staff/600 page 22 at 5.

25

See Staff/600, page 20 line 18 through page 21 line 19; especially page 21, lines 12-15: “…a
recessionary impact on usage per customer in an environment where customer growth
continues could result in PGE’s revenues increasing under the SNA proposal whereas, absent
the proposal, revenues would decline.” This is true for any causality negatively impacting usage
per customer except weather.

26

PGE/2100, page 16 at 9.
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1

growth” Mr. Cavanagh means “less customer growth than what it might be

2

realized in the absence of recession, but still growth in customers.”

3

The National Bureau of Economic Research (NBER) provides national “peak”

4

and “trough” dates (month/year) for U.S. business cycles, with the intervening

5

timeframe defining a recession in the U.S. economy. Since 1985, the NBER

6

has dated recessions beginning in July, 1990, and lasting eight months; and in

7

March, 2001, and also lasting eight months.27 PGE-provided data for both 1990

8

and 1991 and for 2001 reveal the following dynamics: PGE had annual

9

residential customer growth rates of, respectively, +3.1%, +3.0%, and +1.0%.

10

In the same years, respectively, PGE residential usage per customer on a

11

weather-normalized basis grew at the following rates: -0.1%, -0.2%, and

12

-4.7%.28 Staff acknowledges that national recessions can have different timings

13

and impacts on any individual state or region thereof, but clearly here are:

14

a) three years in at least part of which the U.S. economy was in recession,

15

b) three years in which PGE experienced growth in the number of residential

16

customers, and c) three years in which PGE’s residential usage per customer

17

declined. Admittedly, the declines for 1990 and 1991 were of a smaller

18

percentage than that used in Staff’s example. Staff also acknowledges the

19

events of 2000 – 2001 were extraordinary in several ways. Still, here are three

27

See the NBER’s “Business Cycle Expansion and Contractions” at
http://www.nber.org/cycles.html .

28

See Staff/1301, including a chart, a table, and PGE’s response to Staff Data Request No. 443.
PGE provided weather-normalized usage data. Note that residential outdoor lighting energy
usage (a portion of rate schedule 15 usage) accounts for 0.1% of residential energy usage per
PGE.
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recessionary years, three years with positive PGE residential customer growth,

2

and three years of negative growth in PGE usage per residential customer. In

3

fact, examination of PGE-provided data reveals this is not at all unusual. In the

4

22 years for which PGE provided data (1986 – 2007), the following occurred:

5

a) the number of PGE residential customers never declined year-over-year (not

6

once!); b) total PGE residential usage had four years of year-over-year

7

decline—all since 2000 (2000, 2001, 2002, and 2005); and c) PGE usage per

8

residential customer experienced year-over-year declines in 15 years. In other

9

words, Mr. Cavanagh’s “implausible in the extreme”29 (mis)characterization of

10

Staff’s hypothetical situation—positive PGE residential customer growth with

11

simultaneous decline in PGE residential usage per customer—is arguably the

12

norm; it has occurred 15 years in the last 22.

13

The facts cited in the immediately preceding are viewed by Staff as

14

exceptionally strong support for the likelihood of scenarios and outcomes under

15

PGE’s SNA decoupling proposal in which the SNA adjustment positively

16

applies, with a customer charge (not a credit) resulting from a decline in

17

weather-normalized residential usage per customer while simultaneously the

18

number of PGE’s residential customers increases. This is precisely the over-

19

collection scenario discussed at length in Staff/600 (see Staff/600, pages 17 –

20

21). And, based on PGE’s history over the last 22 years, this scenario occurs

21

with relatively high frequency; i.e., in 15 of the past 22 years between 1986 and

22

2007, inclusive.
29

PGE/2100, page 16 at 3.
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Staff developed Staff Example C (see Staff/1302, page 1) to assess the

2

impact of PGE’s SNA decoupling proposal over the next 22 years,30 assuming

3

PGE residential customer growth rates and the growth rate in usage per

4

residential customer replicated PGE’s experience of the last 22 years (1986 –

5

2007). Staff Example C shares many of the methodological techniques with

6

Staff Examples A and B31 and also with PGE/1208, page 2.32

7

After an initial nine-year period of mostly customer credits (2009 – 2017;

8

based on PGE’s 1986 – 1994 experience), the SNA provides for customer

9

charges from that point forward. After this initial period, from 2018 through

10

2031, the SNA results in customer charges (not credits). By 2024 the Sales

11

Normalization Adjustment mechanism provides adjustments maximized at the

12

two percent of revenue constraint, thereby increasing the deferred SNA

13

balance. The cumulative deferred SNA balance increases following 2024 until,

14

at the period’s end in 2031, it exceeds $256 million, which is approximately 25

15

percent of overall projected residential revenue. This balance would require

16

over 12 years to reduce to $0 through the SNA mechanism—assuming no new

17

additions to the balance over this 12 year period.33 While this is a hypothetical

30

The timeframe (22 years) used is due to that being the timeframe for which PGE provided data.

31

Staff/607 and Staff/608, respectively.

32

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.

33

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

2

be reduced to zero through the proposed SNA mechanism’s workings—even in

3

perhaps several human generations. Yes, decoupling adjustments “go both

4

ways” as PGE witness Mr. Cavanagh points out,34 except using PGE’s own

5

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

6

Q. FOLLOWING A DIMINISHING MARGINAL RATE OF RETURN ON ENERGY

7

EFFICIENCY INVESTMENTS LINE OF REASONING, ARE PGE’S

8

EXPERIENCES IN THE 1980S AND EARLY 1990S RELEVANT TO A

9

DECISION ON THE COMPANY’S CURRENT SNA PROPOSAL?

10

A. Perhaps not. It’s been almost 30 years since the Harvard Business School

11

report pointed to conservation as the most cost-effective means of meeting

12

energy demands,36 and much has changed.37 Staff revised the analysis

13

described above to reflect the most recent 10 years of PGE experience (the

14

experience acquired from 1998 through 2007, inclusive) (see Staff Example D

15

in Staff/1302, page 2); i.e., addressing the question of what results under the

16

proposed SNA mechanism might be should the next decade essentially mirror

by the positive 2% SNA increase limitation on the $1,008,339,813 of 2031 revenue, or
$20,166,796; equals 12.7 years.
34

PGE/2100, page 16 at 14.

35

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

36

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.

37

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

2

which PGE operates. This period included four years in which total PGE

3

residential usage declined and seven years in which usage per customer

4

declined. In other words, a “mixed bag” in terms of both changes in total

5

residential usage and changes in average usage per customer. The results,

6

however, were much the same as those in Staff Example C, which used the

7

extended, 22 year period. The proposed SNA decoupling mechanism, as

8

simulated in Staff Example D, provided customer charges (not credits) in each

9

year (10 years out of 10). By the tenth year (2019), the cumulative deferred

10

SNA totals almost $145 million, representing roughly 18% of the overall

11

projected residential revenue. This balance would require nine years to reduce

12

to $0 through the SNA mechanism—assuming no new additions to the balance

13

over this nine year period.

14

Q. YOU HAVE PROVIDED TWO HYPOTHETICAL EXAMPLES OF THE WAY

15

PGE’S PROPOSED SNA MECHANISM MIGHT WORK, ADMITTEDLY

16

USING PGE’S OWN EXPERIENCE. IS THIS A “REAL WORLD”

17

CONCERN?

18

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

19

Report on Utility Incentives Mechanisms for the Promotion of Energy Efficiency

20

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

21

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

22

Commission adopted, on a three-year trial basis, a revenue decoupling
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mechanism for CMP (referred to as “Electric Revenue Adjustment

2

Mechanism” or “ERAM”). The “allowed” revenue was determined in a

3

rate case proceeding and adjusted annually based on changes in the

4

utility’s number of customers. Analyses before the Commission at the

5

time indicated that changes in the number of customers were at least as

6

good an indicator of CMP's costs as changes in sales levels. CMP’s

7

ERAM was not, however, a multi-year plan, so CMP was free to file a

8

rate case at any time to adjust its “allowed” revenues.

9

CMP’s ERAM quickly became controversial. Around the time of its

10

adoption, Maine, as well as the rest of New England, was at the start of

11

a serious recession that resulted in lower sales levels. The lower sales

12

levels caused substantial revenue deferrals that CMP was ultimately

13

entitled to recover. CMP filed a rate case in October of 1991 that would

14

have increased rates at the time, but likely would have caused lower

15

amounts of revenue deferrals. However, the rate case was withdrawn by

16

agreement of the parties to avoid immediate rate increases during bad

17

economic times.

18

By the end of 1992, CMP’s ERAM deferral had reached $52 million.

19

The consensus was that only a very small portion of this amount was

20

due to CMP’s conservation efforts and that the vast majority of the

21

deferral resulted from the economic recession. Thus, ERAM was

22

increasingly viewed as a mechanism that was shielding CMP against the

23

economic impact of the recession, rather than providing the intended
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energy efficiency and conservation incentive impact. The situation was

2

exacerbated by a change in the financial accounting rules that limited

3

the amount of time that utilities could carry deferrals on their books.

4

Maine’s experiment with revenue cap regulation came to an end on

5

November 30, 1993 when ERAM was terminated by stipulation of the

6

parties.”38

7

Please note that Staff is not claiming PGE’s proposed SNA mechanism

8

is the same as CMP’s ERAM. Nor is Staff claiming that Oregon is Maine, or

9

that the current period is the same as the early 1990s. The point is that

10

11

automatic deferrals can work out in ways other than intended.

Q. ANY OTHER THOUGHTS ASSOCIATED WITH MR. CAVANAGH’S

12

TESTIMONY IN PGE/2100?

13

A. Yes. I believe an important point regarding general rate cases, timing, and

14

inequity to shareholders is in danger of getting overlooked. Mr. Cavanagh

15

describes certain aspects of a general rate case proceeding (see PGE/2100,

16

page 5 at line 17 through page 6, line 4) and asserts “…whether consumption

17

ends up above or below regulators’ expectation, every reduction in sales from

18

efficiency improvements yields a corresponding reduction in cost recovery, to

19

the detriment of shareholders.” This is factually incorrect; from a rate case

20

perspective, it is every reduction in sales from efficiency improvements that

38

Footnotes omitted. See the report at
http://www.mtpc.org/rebates/public_policy/dg/resources/2004-02-01_ME-PUC_EffRelReport.pdf .
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have not been incorporated into the consumption (or sales) forecast that yields

2

a corresponding reduction in cost recovery, potentially to the detriment of

3

shareholders. PGE’s load forecast in this proceeding explicitly incorporates

4

reductions due to energy efficiency measures.39 Where PGE shareholders may

5

suffer is if PGE should over-forecast volumes, whether any shortfall from

6

forecast is due to energy efficiency measures incremental to the incremental

7

measures already explicitly incorporated within the forecast of volumes or some

8

other causality. On this point, Staff is not aware of any party in the current

9

proceeding recommending the Commission decrement PGE’s load forecast;

10

i.e., at this point, it is PGE’s forecast.

11

Information included in PGE’s rebuttal testimony allows a (Company-

12

provided) light to shine on this issue: “PGE anticipates filing frequent rate

13

cases.”40 The more frequent the filing, presumably the lower the potential that a

14

test year’s load forecast could be “wrong.” If PGE will be filing frequent rate

15

cases, many arguments for a decoupling proposal are substantially reduced.

16

Notably, Mr. Cavanagh’s recommendation that approval of the SNA “should be

17

conditioned on PGE’s agreement to file a new rate case within five years,”

18

while important, does not seem to be much of a requirement if PGE is “filing

19

frequent rate cases.”

39

See PGE/1100, page 8, lines 2 through 22.

40

See PGE/2000, page 19 at 1.
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Q. THIS PROCEEDING DEALS WITH THE TEST YEAR 2009 AND THE LOAD

2

FORECASTS FOR THAT YEAR. INCREMENTAL ENERGY EFFIENCY

3

MEASURES IN FOLLOW-ON YEARS SURELY HAVE AN IMPACT, DO

4

THEY NOT?

5

A. Yes, they do, if they are incremental to the test year forecast. As this risk is

6

currently borne by shareholders, and PGE’s proposed SNA decoupling

7

proposal removes this risk,41 this shift of risk to the ratepayer42 underlies Staff’s

8

concern about the shift of the burden of regulatory lag from shareholders to

9

ratepayers without any compensatory reduction in PGE’s rates. As stated in

10

Staff’s direct testimony, this risk has historically been borne by PGE

11

shareholders, with recourse in the form of a general rate case, rather than by

12

ratepayers.43 And PGE anticipates “filing frequent rate cases.”44
Mr. Cavanagh’s claim that “decoupling adjustments go both ways,”45 would

13
14

seem, based on PGE-provided data, to mostly go against ratepayers. Fifteen of

15

22 years.

41

As well as removing the risk of the reduction in revenue resulting from any reduction in usage
per customer for rate schedules 7 and 32/532 for any reason except weather. Note that PGE
still retains the risk of weather-related reductions in usage per customer for these rate
schedules. See PGE/100, page 23 at 12.

42

“To the ratepayer” as it is ratepayers who will pay the SNA charge.

43

See Staff/600, pages 26 through 27.

44

PGE/2000, page 19 at 1.

45

PGE/2100, page 16 at 14.
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Q. THERE HAS BEEN TESTIMONY PROVIDED ON “EQUITY” BETWEEN

2

RATEPAYER AND SHAREHOLDER IN THIS PROCEEDING. DO YOU HAVE

3

ANY ADDITIONAL THOUGHTS ON EQUITY IN THIS REGARD?

4

A. Yes. Consider the following hypothetical situation. Suppose every residential

5

PGE customer (ratepayer) who would be subject to PGE’s proposed SNA

6

decoupling mechanism reduces usage by five percent for 2010 over and above

7

any amounts included in PGE’s 2009 test year load forecast. Consider this

8

reduction is on a weather-normalized basis. Let’s also assume there is no

9

growth in customers; indeed, every 2009 customer is a 2010 customer. Each

10

customer’s reduction can be for any reason at all: they are reacting to an

11

electricity volumetric price signal, their personal circumstances have changed,

12

they want to “do the right thing,” they have incorporated energy efficiency

13

measures, et cetera.

14

Now, what happens to their bills? First, their bills go down vis-à-vis what

15

they otherwise would have been. Let’s say their bills go down for each of 12

16

months and that in total their bills decline by five percent.46 They’ve done

17

“something:” they have changed their behaviors, they have invested in energy

18

efficiency measures, “something.”47 They presumably not only feel like they
46

This five percent decline in billed amounts is a simplification. Due to the presence of fixed
charges and inverted block energy rates in Rate Schedule 7, the actual decline from a five
percent decline in energy usage would likely be less than five percent. Symmetrically, the SNA
charge also would likely be less than five percent. The key point is that bill reduction $s = SNA
charge $s.

47

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

2

bills.

3

All else being equal, PGE shareholders would bear the burden of these

4

savings as manifested in reduced PGE earnings versus what would otherwise

5

be the case. While the Company could potentially mitigate this outcome by

6

reducing costs, shareholders have traditionally borne this type of burden and it

7

is one for which they have been and are currently compensated.

8

How would this change under PGE’s proposed SNA mechanism? PGE’s

9

Sales Normalization Adjustment would begin billing essentially for the

10

reductions in customers’ bills. In fact, under the provided assumptions, every

11

customer would pay back every dollar of savings each initially realized, no

12

matter what it was each customer did or did not do that created the energy

13

savings and bill reductions.48 Abstracting from any issues due to the time

14

shifting of cash flows, PGE shareholders are “made whole.” PGE residential

15

customers are “made less.”49 This outcome captures the redistribution of equity

16

between ratepayer and shareholder inherent in PGE’s proposed SNA

17

mechanism.

18

Additionally, Staff struggles to see how this arrangement is supportive of

19

energy conservation, as viewed from the perspective of the individual

20

ratepayer.50 It is not clear to Staff that a Nash equilibrium51 under PGE’s
48

This analysis abstracts from any own price elasticity considerations.

49

“Made less” in that they now consume less electricity for the same level of expenditure.

50

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.”

Docket UE 197

Staff/1300
Storm/23

1

proposed SNA decoupling mechanism is other than for residential customers to

2

not perform any actions which result in energy conservation.

3

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

4
5

PROPOSAL?
A. Oregon has already undertaken perhaps the key action by forming the Energy

6

Trust of Oregon. Below I include “bullet points” from a presentation given

7

March 3, 2005, at the Harvard Electricity Policy Group’s Thirty-Seventh Plenary

8

Session by Maurice Brubaker of Brubaker & Associates, Inc. This presentation

9

was in Session Two, concerning “Distribution Pricing: Do Revenue Caps Set

10

Appropriate Incentives? Are they Fair to Consumers and Investors?”52 On

11

pages 11 through 15 of the presentation, Mr. Brubaker offers several salient

12

points, including the following on page 15:
•

13
14

Instead of decoupling revenue from sales
o Decouple product sales from the promotion of conservation

•

15

Allows everyone to do what they do best

51

A nontechnical definition of Nash equilibrium is provided by Wikipedia at
http://en.wikipedia.org/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).”

52

Mr. Brubaker’s presentation can be found at:
http://www.hks.harvard.edu/hepg/Papers/Brubaker.Session2.HEPG.0305.pdf .
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This Oregon has done. Improvements can be made, but they do not include

2

implementation of PGE’s proposed SNA mechanism. I continue to recommend

3

the Commission reject PGE’s SNA decoupling proposal.

4

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

5

DIRECT TESTIMONY WHICH YOU RECOMMENDED BE REPLACED BY A

6

MORE ENCOMPASSING, BUT SIMILAR MECHANISM. WHAT DID PGE

7

PROVIDE IN REBUTTAL TESTIMONY REGARDING THESE

8

MECHANISMS?

9

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

10

mechanism. In essence, for rate schedules other than 7 and 32/532, PGE

11

proposed the LRR mechanism in direct testimony. Staff’s direct testimony

12

proposed, among other things, an Energy Efficiency Revenue Recovery

13

(EERR) mechanism as an alternative to both PGE’s proposed SNA and

14

proposed LRR mechanisms. The EERR mechanism proposed by Staff would

15

encompass the rate schedules PGE excluded from the LRR. Mr. Cavanagh’s

16

testimony in rebuttal recommends “the Commission select the second of the

17

two approaches proposed by the Company (a “load-based” decoupling

18

mechanism, as opposed to a “Lost Revenue Recovery” mechanism).”53

53

PGE/2100, page 13 at 1.
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Q. WHAT DO YOU THINK OF THE “LOAD-BASED” DECOUPLING

2

PROPOSAL?

3

A. I believe this alternative, proposed for rate schedules other than 7 and 32/532,

4

has many of the disadvantages of PGE’s SNA proposal. In particular, it covers

5

reduced load for causality other than energy efficiency measures.54

6

Furthermore, it is not clear that the “load-based” decoupling mechanism would

7

not cover variances from forecast due to weather. I recommend the

8

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

9

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

10

A. Yes.

54

See PGE/100, page 22 at 1.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.
A. My name is Steve Storm. I am employed by the Public Utility Commission of

4

Oregon as the Program Manager of the Economic & Policy Analysis Section in

5

the Economic Research and Financial Analysis Division. My business address

6

is 550 Capitol Street NE Suite 215, Salem, Oregon 97301-2551.

7
8
9

Q. ARE YOU THE SAME STEVE STORM WHO SPONSORED EXHIBITS
STAFF/600 – STAFF/615?
A. Yes. My Witness Qualifications Statement is found in Staff/601.

10

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

11

A. My testimony involves two areas: PGE’s marginal cost studies used to develop

12

the Company’s proposed rate spread, and PGE’s SNA decoupling proposal

13

and other proposed mechanisms associated with revenue recovery.

14

Q. WHAT ARE YOUR SUMMARY RECOMMENDATIONS?

15

A. Regarding PGE’s marginal cost studies, I recommend the Commission adopt

16

PGE’s cost studies filed in its direct testimony and used to develop rate spread.

17

I further recommend the Commission direct PGE to hold workshops to study

18

cost study issues as identified in Staff’s and other parties’ testimony.

19

Regarding PGE’s proposed Sales Normalization Adjustment (SNA)

20

decoupling mechanism, and PGE’s proposed Lost Revenue Recovery (LRR)

21

and the minimally documented PGE-proposed “load-based” decoupling
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mechanism, I recommend the Commission reject each of these three

2

mechanisms. I continue to recommend the Commission authorize the

3

implementation of an Energy Efficiency Revenue Recovery (EERR)

4

mechanism, as described in Staff/600.1

5

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET?

6

A. Yes. I prepared Exhibits Staff/1301, consisting of five pages and Staff/1302,

7

consisting of two pages.

8

Q. HOW IS YOUR TESTIMONY ORGANIZED?

9

A. My testimony is organized as follows:

10
11

PGE's Marginal Cost Studies ....................................................................... 3
PGE's Proposed Decoupling and Revenue Recovery Mechanisms............. 9

1

See Staff/600, page 31 at 17 through page 33, line 3.
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PGE’S MARGINAL COST STUDIES

Q. WHAT IS YOUR GENERAL VIEW OF MARGINAL COSTS STUDIES, AS

3

DEVELOPED FOR USE IN RATE SPREAD OF REVENUE

4

REQUIREMENTS?

5

A. In Order No. 98-374, the Commission established a sound approach to
consider marginal cost of electricity issues. A relevant excerpt of that order is:2

6

7

“We will not require a single marginal cost approach for all

8

utilities. Calculating marginal costs is as much of an art as

9

it is a science. Allowing utilities to address the issue of

10

calculating marginal costs in different ways has led to

11

significant and productive new approaches to efficient

12

pricing and costing of electrical service. We do not believe

13

that mandating a single approach will advance the art of

14

marginal cost analysis, and it could significantly impede

15

progress.

16

Furthermore, utilities should be allowed to choose

17

approaches that best fit the particular circumstances of

18

their systems and nature of their customers. We do not

19

believe that we are capable of identifying a single

20

approach that will satisfy the needs of every utility and its

21

respective customers.”

2

As quoted in PGE/2000, page 10 at 17ff.
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REGARDING PGE’S MARGINAL COST STUDIES?
A. My cardinal recommendation was that the Commission accept PGE’s marginal

4

costs studies, as I found the results to be reasonable. I recommended the

5

Commission direct PGE to emulate Pacific Power’s general approach to

6

customer cost allocations in PGE’s next general rate case, specifying a

7

minimum requirement to analyze and document the extent to which customers

8

in the nonresidential rate schedules either impose a burden or receive a benefit

9

greater than (or less than) that imposed upon or received by the average

10

residential customer.3 Additionally, I recommended the Commission direct PGE

11

to hold workshops for the purpose of considering whether to revise the

12

Company’s basis for developing marginal cost estimates.4

13

Q. DO YOU CONTINUE TO SUPPORT THESE RECOMMENDATIONS?

14

A. Yes, including the recommendation that the Commission adopt PGE’s marginal

15

cost studies as presented in the Company’s direct testimony. However, I also

16

support the notion, embedded in the Commission’s decision in Order No. 98-

17

374 as quoted above, that it is important to “advance the art of marginal cost

18

analysis,” most especially when the results of such studies are used for rate

19

spread purposes, with the resulting implications for horizontal equity.

3

See Staff/600 page 6, including footnote 6.

4

See Staff/600, page 6 at 16.
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Additionally, the near future—and prior to PGE’s filing of the Company’s

2

next general rate case—seems an opportune time to re-examine the use of

3

future market electricity prices for the allocation of generation revenue

4

requirements, especially those pertaining to PGE facilities (See also Staff/500,

5

page 9ff.), as PGE “anticipates frequent rate filings…”5

6

Q. HOW DID PGE RESPOND TO YOUR RECOMMENDATIONS?

7

A. PGE provided an extended response on the issue of allocating customer

8

costs.6 Regarding the issue of differentially-weighting operating characteristics

9

such as the number of customers by rate schedule for use in allocating meter

10

reading costs, PGE’s position seems to be that results acceptable in prior

11

dockets are de facto confirmation of the continuing appropriateness of

12

methodology:

13

“As with both UE 115 and UE 180, the meter reading

14

marginal cost estimates in this proceeding reflect the results

15

of this process, a process that yielded the same results in all

16

three dockets. In the two prior dockets, Staff had no issue

17

with the results.”7

5

PGE/2000, page 19 at 1. By “frequent,” PGE presumably means at intervals similar to the
Company’s very recent past; i.e., every two years or so.

6

See PGE/2000, pages 7-10.

7

PGE/2000, page 7 at 21.
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This does not, if taken at face value, appear to be supportive of the notion of

2

advancing the art of marginal cost analysis. If the methodology is never

3

questioned,8 is advancement likely or even possible?

4

PGE asserts that the Company’s use of greater accounting detail in

5

marginal cost analysis of “Other Consumer Service” costs provides more robust

6

results than does the “Staff methodology.”9 This may be valid and Staff

7

acknowledges the relevance of increased accounting granularity in providing

8

potentially more robust analytical results, all else being equal.10 PGE’s

9

reasoning that, since the Company’s ratio of Other Consumer Service marginal

10

costs between industrial customers and residential customers is higher than

11

PacifiCorp’s (27.3 versus 19.0), PGE’s methodology is therefore more robust11

12

is suspect at best. While “end results” may be indicative of a need for further

13

investigation, they are—as “standalone” data—in no way conclusive, or indeed

14

demonstrative, of a methodology which provides more robust results.

8

In particular, the examination of marginal cost analysis methodologies by interested parties
would appear to be particularly fruitful, in that there is presumably less investment in the status
quo.

9

PGE/2000, page 9 at 13.

10

In some cost accounting “ideal world,” each customer might have costs for various cost
categories individually captured for a given time period. While this situation probably exists for
industries where outputs are “one off” (or nearly so), such as large facility construction or the
manufacture of commerical passenger aircraft, it almost certainly comes at a cost currently too
high for use associated with the provisioning of retail electrical services.

11

PGE/2000, page 9 at 10.
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Q. PGE EXPRESSED A WILLINGNESS “TO MEET WITH INTERESTED

2

PARTIES TO DISCUSS MARGINAL COST ISSUES.” WHAT ARE YOUR

3

THOUGHTS?

4

A. Staff appreciates the offer. One possible reason marginal cost analyses have

5

become more relevant is associated with the prospect of retail electricity price

6

increases outstripping general inflation by a considerable margin going forward,

7

even without an overlay of any future charges associated with carbon

8

emissions. Price increases greatly exceeding overall price inflation place even

9

greater importance on the appropriateness of measures used to allocate

10

functional revenue requirements among multiple rate schedules. Therefore it is

11

important that methodologies for allocating rapidly increasing revenue

12

requirements be continually examined.

13

Q. PLEASE COMMENT ON THE MARGINAL COST OF GENERATION ISSUE.

14

A. This issue was mentioned in Staff’s direct testimony12 and extended testimony

15

was presented by ICNU.13 For Staff’s primary surrebuttal testimony on this

16

issue, please see Staff/1200, page 9ff. Staff acknowledges PGE’s efforts in

17

developing a “third option” for Commission consideration. An additional

18

comment I might offer concerns certain implications of PGE’s rebuttal testimony

19

regarding this issue. PGE finds fault with ICNU’s proposed five coincident peak

12

See Staff/600, page 5ff.

13

ICNU/200, pages 1-12.
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(5 CP) weighting methodology for allocation of PGE’s generation revenue

2

requirement:

3

“This weighting is problematic because it narrowly focuses on PGE

4

peak loads only and ignores regional peak loads. In other words, it is

5

possible that PGE may need capacity during more of the summer

6

hours than the winter hours due to regional peak load

7

consumption.”14

8

The results of marginal cost studies are used in this proceeding for

9

allocating revenue requirements by functional category to various rate

10

schedules. A principle being acknowledged in this process is that electric rates

11

should be reflective of underlying costs. PGE testimony states: “We based the

12

proposed rate schedules, as much as possible, on cost causation.”15

13

Additionally, the cost-of-service energy charge for each rate schedule is,

14

according to PGE, “based on that schedule’s allocated production cost. This

15

allocated cost is comprised of the costs associated with PGE-owned

16

generation, contract purchases of energy, transmission and capacity, and

17

market purchases and sales.”16

18

To the extent that the “it is possible” in PGE’s testimony on this point, as

19

quoted above, is factually (or statistically) “it is probable,” the Company’s

20

testimony is congruent with Staff’s thinking on this issue and is also highly
14

PGE/2000, page 17 at 4.

15

PGE/1200, page 4 at 13.

16

PGE/1200, page 5 at 6. Presumably PGE means contract purchases of not only energy, but
also of transmission and capacity; i.e., “commas” were used in PGE’s testimony where the use
of “semicolons” would have left for this reader no ambiguity as to meaning.
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supportive of the reasoning behind Staff’s proposed introduction of seasonal

2

energy rates, with rates being higher in the summer.17

3

4

PGE's PROPOSED DECOUPLING AND REVENUE RECOVERY MECHANISMS

Q. WHAT WERE OTHER PARTIES’ RESPONSES TO PGE’S SALES

5

NORMALIZATION ADJUSTMENT (SNA) DECOUPLING PROPOSAL?

6

A. Table 1 (below) summarizes the different parties’ objections to PGE’s proposed
SNA mechanism, with the check mark signifying a party’s objection.18

7

8

Table 1
Objection
Transfers risk from PGE to customers

CAPOOECA

Shift of costs and risks associated with recession
from PGE to customers
Energy efficiency programs moved from utilities to
Energy Trust of Oregon
Shifts burden of regulatory lag from PGE to
customers
Questionable efficacy of PGE objective to maintain
price signals supportive of energy conservation
SNA charge/credit applied to direct access as well as
cost-of-service customers

Fred
Meyer
√

Staff
√

√

PGE’s risk reduced without reduction in allowed
return on equity
Insulates PGE from effects of price elasticity/
”locks-in” PGE inefficiencies
Not needed with frequent general rate cases
PGE likely to over-collect fixed cost revenue
requirement due to customer growth
Adverse effects on low-income customers

CUB
√

√

√

√

√
√

√
√

√

√
√

√
√
√

√

17

See Staff/1200, pages 3 at 10ff.

18

Staff is cognizant of the potential for inadvertently either omitting or misconstruing other parties’
testimony on this issue.
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Q. DO YOU HAVE ANY COMMENTS ON PGE’S RESPONSES TO PARTIES’

2

OBJECTIONS?

3

A. PGE’s rebuttal testimony contains several responses on which I would like to

4

comment. First, PGE witness Mr. Jim Piro asserts “(d)ecoupling allows the

5

benefits of simultaneously providing customers with a price signal more closely

6

aligned with marginal costs while allowing recovery of fixed costs through fixed

7

charges.”19

8

Staff believes neither side of what PGE is claiming decoupling provides is

9

necessarily valid. On the “back” side, if fixed costs were actually being

10

recovered through fixed charges, PGE’s issue would largely disappear.20

11

PGE’s direct testimony implied that: a) revenues from fixed charges do not fully

12

recover fixed costs; b) revenues from variable (volumetric) charges recover

13

more than variable costs and contribute to the coverage of fixed costs; and c) if

14

energy usage declines,21 the amount of revenue from variable charges

15

available to cover fixed costs is reduced, resulting in a situation in which PGE

16

shareholders are harmed.22,23 As pointed out in Staff’s direct testimony, and
19

PGE/1300, page 37 at 7.

20

If revenues from fixed charges exactly covered fixed costs, revenues from variable charges
would therefore exactly cover variable charges. If usage is reduced, the reduction in variable
revenues would be offset by the reduction in variable expenses. Therefore no inequities to
shareholders would exist. Note that Staff is not at this time proposing PGE rates be restructured
to achieve such an outcome.

21

Actually, declines from the forecast usage levels incorporated in developing PGE’s revenue
requirement in a general rate case. More on this point later.

22

See PGE/100, page 18, lines 5-7 and line 20 through page 19, line 1. See also Staff/600, page
14 at 6 and PGE/2100, page 5 at 13 through page 6 at 4.

23

In this, PGE is (partially) correct: the issue is one of rate design. However, the issue is also one
of regulatory lag.
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assuming actual outcomes are reasonably close to the test-year predictions,

2

this “harm” can only exist “in the “out” years between (the test years of) general

3

rate cases.”24

4

On the “front” side, it is unclear what is being compared with a price signal

5

“more closely aligned” with marginal costs. If PGE’s implied comparative

6

reference here is to marginal variable costs, Staff is confident that higher fixed

7

charges would also provide a price signal more closely aligned with marginal

8

fixed costs; i.e., marginal costs are higher than embedded costs generally.

9

Q. PGE PROVIDED TESTIMONY REGARDING THE COMPANY’S

10

DECOUPLING PROPOSAL IN PGE/2100. DO YOU HAVE ANY COMMENTS

11

ON THAT TESTIMONY?

12

A. Yes. Several of PGE witness Mr. Ralph Cavanagh’s conclusions are

13

presumably based on his interpretations of the demographic dynamics of

14

PGE’s service territory and how those dynamics relate to energy usage. In

15

disputing Staff’s hypothetical example of PGE’s over-collection of revenue in a

16

recession,25 he claims “recessions would be likely to affect customer growth

17

along with usage per customer…”26 Perhaps, especially if by “affect customer

24

See Staff’s discussion of this point at Staff/600 page 22 at 5.

25

See Staff/600, page 20 line 18 through page 21 line 19; especially page 21, lines 12-15: “…a
recessionary impact on usage per customer in an environment where customer growth
continues could result in PGE’s revenues increasing under the SNA proposal whereas, absent
the proposal, revenues would decline.” This is true for any causality negatively impacting usage
per customer except weather.

26

PGE/2100, page 16 at 9.
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growth” Mr. Cavanagh means “less customer growth than what it might be

2

realized in the absence of recession, but still growth in customers.”

3

The National Bureau of Economic Research (NBER) provides national “peak”

4

and “trough” dates (month/year) for U.S. business cycles, with the intervening

5

timeframe defining a recession in the U.S. economy. Since 1985, the NBER

6

has dated recessions beginning in July, 1990, and lasting eight months; and in

7

March, 2001, and also lasting eight months.27 PGE-provided data for both 1990

8

and 1991 and for 2001 reveal the following dynamics: PGE had annual

9

residential customer growth rates of, respectively, +3.1%, +3.0%, and +1.0%.

10

In the same years, respectively, PGE residential usage per customer on a

11

weather-normalized basis grew at the following rates: -0.1%, -0.2%, and

12

-4.7%.28 Staff acknowledges that national recessions can have different timings

13

and impacts on any individual state or region thereof, but clearly here are:

14

a) three years in at least part of which the U.S. economy was in recession,

15

b) three years in which PGE experienced growth in the number of residential

16

customers, and c) three years in which PGE’s residential usage per customer

17

declined. Admittedly, the declines for 1990 and 1991 were of a smaller

18

percentage than that used in Staff’s example. Staff also acknowledges the

19

events of 2000 – 2001 were extraordinary in several ways. Still, here are three

27

See the NBER’s “Business Cycle Expansion and Contractions” at
http://www.nber.org/cycles.html .

28

See Staff/1301, including a chart, a table, and PGE’s response to Staff Data Request No. 443.
PGE provided weather-normalized usage data. Note that residential outdoor lighting energy
usage (a portion of rate schedule 15 usage) accounts for 0.1% of residential energy usage per
PGE.
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recessionary years, three years with positive PGE residential customer growth,

2

and three years of negative growth in PGE usage per residential customer. In

3

fact, examination of PGE-provided data reveals this is not at all unusual. In the

4

22 years for which PGE provided data (1986 – 2007), the following occurred:

5

a) the number of PGE residential customers never declined year-over-year (not

6

once!); b) total PGE residential usage had four years of year-over-year

7

decline—all since 2000 (2000, 2001, 2002, and 2005); and c) PGE usage per

8

residential customer experienced year-over-year declines in 15 years. In other

9

words, Mr. Cavanagh’s “implausible in the extreme”29 (mis)characterization of

10

Staff’s hypothetical situation—positive PGE residential customer growth with

11

simultaneous decline in PGE residential usage per customer—is arguably the

12

norm; it has occurred 15 years in the last 22.

13

The facts cited in the immediately preceding are viewed by Staff as

14

exceptionally strong support for the likelihood of scenarios and outcomes under

15

PGE’s SNA decoupling proposal in which the SNA adjustment positively

16

applies, with a customer charge (not a credit) resulting from a decline in

17

weather-normalized residential usage per customer while simultaneously the

18

number of PGE’s residential customers increases. This is precisely the over-

19

collection scenario discussed at length in Staff/600 (see Staff/600, pages 17 –

20

21). And, based on PGE’s history over the last 22 years, this scenario occurs

21

with relatively high frequency; i.e., in 15 of the past 22 years between 1986 and

22

2007, inclusive.
29

PGE/2100, page 16 at 3.
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Staff developed Staff Example C (see Staff/1302, page 1) to assess the

2

impact of PGE’s SNA decoupling proposal over the next 22 years,30 assuming

3

PGE residential customer growth rates and the growth rate in usage per

4

residential customer replicated PGE’s experience of the last 22 years (1986 –

5

2007). Staff Example C shares many of the methodological techniques with

6

Staff Examples A and B31 and also with PGE/1208, page 2.32

7

After an initial nine-year period of mostly customer credits (2009 – 2017;

8

based on PGE’s 1986 – 1994 experience), the SNA provides for customer

9

charges from that point forward. After this initial period, from 2018 through

10

2031, the SNA results in customer charges (not credits). By 2024 the Sales

11

Normalization Adjustment mechanism provides adjustments maximized at the

12

two percent of revenue constraint, thereby increasing the deferred SNA

13

balance. The cumulative deferred SNA balance increases following 2024 until,

14

at the period’s end in 2031, it exceeds $256 million, which is approximately 25

15

percent of overall projected residential revenue. This balance would require

16

over 12 years to reduce to $0 through the SNA mechanism—assuming no new

17

additions to the balance over this 12 year period.33 While this is a hypothetical

30

The timeframe (22 years) used is due to that being the timeframe for which PGE provided data.

31

Staff/607 and Staff/608, respectively.

32

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.

33

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

2

be reduced to zero through the proposed SNA mechanism’s workings—even in

3

perhaps several human generations. Yes, decoupling adjustments “go both

4

ways” as PGE witness Mr. Cavanagh points out,34 except using PGE’s own

5

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

6

Q. FOLLOWING A DIMINISHING MARGINAL RATE OF RETURN ON ENERGY

7

EFFICIENCY INVESTMENTS LINE OF REASONING, ARE PGE’S

8

EXPERIENCES IN THE 1980S AND EARLY 1990S RELEVANT TO A

9

DECISION ON THE COMPANY’S CURRENT SNA PROPOSAL?

10

A. Perhaps not. It’s been almost 30 years since the Harvard Business School

11

report pointed to conservation as the most cost-effective means of meeting

12

energy demands,36 and much has changed.37 Staff revised the analysis

13

described above to reflect the most recent 10 years of PGE experience (the

14

experience acquired from 1998 through 2007, inclusive) (see Staff Example D

15

in Staff/1302, page 2); i.e., addressing the question of what results under the

16

proposed SNA mechanism might be should the next decade essentially mirror

by the positive 2% SNA increase limitation on the $1,008,339,813 of 2031 revenue, or
$20,166,796; equals 12.7 years.
34

PGE/2100, page 16 at 14.

35

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

36

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.

37

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

2

which PGE operates. This period included four years in which total PGE

3

residential usage declined and seven years in which usage per customer

4

declined. In other words, a “mixed bag” in terms of both changes in total

5

residential usage and changes in average usage per customer. The results,

6

however, were much the same as those in Staff Example C, which used the

7

extended, 22 year period. The proposed SNA decoupling mechanism, as

8

simulated in Staff Example D, provided customer charges (not credits) in each

9

year (10 years out of 10). By the tenth year (2019), the cumulative deferred

10

SNA totals almost $145 million, representing roughly 18% of the overall

11

projected residential revenue. This balance would require nine years to reduce

12

to $0 through the SNA mechanism—assuming no new additions to the balance

13

over this nine year period.

14

Q. YOU HAVE PROVIDED TWO HYPOTHETICAL EXAMPLES OF THE WAY

15

PGE’S PROPOSED SNA MECHANISM MIGHT WORK, ADMITTEDLY

16

USING PGE’S OWN EXPERIENCE. IS THIS A “REAL WORLD”

17

CONCERN?

18

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

19

Report on Utility Incentives Mechanisms for the Promotion of Energy Efficiency

20

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

21

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

22

Commission adopted, on a three-year trial basis, a revenue decoupling
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mechanism for CMP (referred to as “Electric Revenue Adjustment

2

Mechanism” or “ERAM”). The “allowed” revenue was determined in a

3

rate case proceeding and adjusted annually based on changes in the

4

utility’s number of customers. Analyses before the Commission at the

5

time indicated that changes in the number of customers were at least as

6

good an indicator of CMP's costs as changes in sales levels. CMP’s

7

ERAM was not, however, a multi-year plan, so CMP was free to file a

8

rate case at any time to adjust its “allowed” revenues.

9

CMP’s ERAM quickly became controversial. Around the time of its

10

adoption, Maine, as well as the rest of New England, was at the start of

11

a serious recession that resulted in lower sales levels. The lower sales

12

levels caused substantial revenue deferrals that CMP was ultimately

13

entitled to recover. CMP filed a rate case in October of 1991 that would

14

have increased rates at the time, but likely would have caused lower

15

amounts of revenue deferrals. However, the rate case was withdrawn by

16

agreement of the parties to avoid immediate rate increases during bad

17

economic times.

18

By the end of 1992, CMP’s ERAM deferral had reached $52 million.

19

The consensus was that only a very small portion of this amount was

20

due to CMP’s conservation efforts and that the vast majority of the

21

deferral resulted from the economic recession. Thus, ERAM was

22

increasingly viewed as a mechanism that was shielding CMP against the

23

economic impact of the recession, rather than providing the intended
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energy efficiency and conservation incentive impact. The situation was

2

exacerbated by a change in the financial accounting rules that limited

3

the amount of time that utilities could carry deferrals on their books.

4

Maine’s experiment with revenue cap regulation came to an end on

5

November 30, 1993 when ERAM was terminated by stipulation of the

6

parties.”38

7

Please note that Staff is not claiming PGE’s proposed SNA mechanism

8

is the same as CMP’s ERAM. Nor is Staff claiming that Oregon is Maine, or

9

that the current period is the same as the early 1990s. The point is that

10

11

automatic deferrals can work out in ways other than intended.

Q. ANY OTHER THOUGHTS ASSOCIATED WITH MR. CAVANAGH’S

12

TESTIMONY IN PGE/2100?

13

A. Yes. I believe an important point regarding general rate cases, timing, and

14

inequity to shareholders is in danger of getting overlooked. Mr. Cavanagh

15

describes certain aspects of a general rate case proceeding (see PGE/2100,

16

page 5 at line 17 through page 6, line 4) and asserts “…whether consumption

17

ends up above or below regulators’ expectation, every reduction in sales from

18

efficiency improvements yields a corresponding reduction in cost recovery, to

19

the detriment of shareholders.” This is factually incorrect; from a rate case

20

perspective, it is every reduction in sales from efficiency improvements that

38

Footnotes omitted. See the report at
http://www.mtpc.org/rebates/public_policy/dg/resources/2004-02-01_ME-PUC_EffRelReport.pdf .
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have not been incorporated into the consumption (or sales) forecast that yields

2

a corresponding reduction in cost recovery, potentially to the detriment of

3

shareholders. PGE’s load forecast in this proceeding explicitly incorporates

4

reductions due to energy efficiency measures.39 Where PGE shareholders may

5

suffer is if PGE should over-forecast volumes, whether any shortfall from

6

forecast is due to energy efficiency measures incremental to the incremental

7

measures already explicitly incorporated within the forecast of volumes or some

8

other causality. On this point, Staff is not aware of any party in the current

9

proceeding recommending the Commission decrement PGE’s load forecast;

10

i.e., at this point, it is PGE’s forecast.

11

Information included in PGE’s rebuttal testimony allows a (Company-

12

provided) light to shine on this issue: “PGE anticipates filing frequent rate

13

cases.”40 The more frequent the filing, presumably the lower the potential that a

14

test year’s load forecast could be “wrong.” If PGE will be filing frequent rate

15

cases, many arguments for a decoupling proposal are substantially reduced.

16

Notably, Mr. Cavanagh’s recommendation that approval of the SNA “should be

17

conditioned on PGE’s agreement to file a new rate case within five years,”

18

while important, does not seem to be much of a requirement if PGE is “filing

19

frequent rate cases.”

39

See PGE/1100, page 8, lines 2 through 22.

40

See PGE/2000, page 19 at 1.
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Q. THIS PROCEEDING DEALS WITH THE TEST YEAR 2009 AND THE LOAD

2

FORECASTS FOR THAT YEAR. INCREMENTAL ENERGY EFFIENCY

3

MEASURES IN FOLLOW-ON YEARS SURELY HAVE AN IMPACT, DO

4

THEY NOT?

5

A. Yes, they do, if they are incremental to the test year forecast. As this risk is

6

currently borne by shareholders, and PGE’s proposed SNA decoupling

7

proposal removes this risk,41 this shift of risk to the ratepayer42 underlies Staff’s

8

concern about the shift of the burden of regulatory lag from shareholders to

9

ratepayers without any compensatory reduction in PGE’s rates. As stated in

10

Staff’s direct testimony, this risk has historically been borne by PGE

11

shareholders, with recourse in the form of a general rate case, rather than by

12

ratepayers.43 And PGE anticipates “filing frequent rate cases.”44
Mr. Cavanagh’s claim that “decoupling adjustments go both ways,”45 would

13
14

seem, based on PGE-provided data, to mostly go against ratepayers. Fifteen of

15

22 years.

41

As well as removing the risk of the reduction in revenue resulting from any reduction in usage
per customer for rate schedules 7 and 32/532 for any reason except weather. Note that PGE
still retains the risk of weather-related reductions in usage per customer for these rate
schedules. See PGE/100, page 23 at 12.

42

“To the ratepayer” as it is ratepayers who will pay the SNA charge.

43

See Staff/600, pages 26 through 27.

44

PGE/2000, page 19 at 1.

45

PGE/2100, page 16 at 14.
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Q. THERE HAS BEEN TESTIMONY PROVIDED ON “EQUITY” BETWEEN

2

RATEPAYER AND SHAREHOLDER IN THIS PROCEEDING. DO YOU HAVE

3

ANY ADDITIONAL THOUGHTS ON EQUITY IN THIS REGARD?

4

A. Yes. Consider the following hypothetical situation. Suppose every residential

5

PGE customer (ratepayer) who would be subject to PGE’s proposed SNA

6

decoupling mechanism reduces usage by five percent for 2010 over and above

7

any amounts included in PGE’s 2009 test year load forecast. Consider this

8

reduction is on a weather-normalized basis. Let’s also assume there is no

9

growth in customers; indeed, every 2009 customer is a 2010 customer. Each

10

customer’s reduction can be for any reason at all: they are reacting to an

11

electricity volumetric price signal, their personal circumstances have changed,

12

they want to “do the right thing,” they have incorporated energy efficiency

13

measures, et cetera.

14

Now, what happens to their bills? First, their bills go down vis-à-vis what

15

they otherwise would have been. Let’s say their bills go down for each of 12

16

months and that in total their bills decline by five percent.46 They’ve done

17

“something:” they have changed their behaviors, they have invested in energy

18

efficiency measures, “something.”47 They presumably not only feel like they
46

This five percent decline in billed amounts is a simplification. Due to the presence of fixed
charges and inverted block energy rates in Rate Schedule 7, the actual decline from a five
percent decline in energy usage would likely be less than five percent. Symmetrically, the SNA
charge also would likely be less than five percent. The key point is that bill reduction $s = SNA
charge $s.

47

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

2

bills.

3

All else being equal, PGE shareholders would bear the burden of these

4

savings as manifested in reduced PGE earnings versus what would otherwise

5

be the case. While the Company could potentially mitigate this outcome by

6

reducing costs, shareholders have traditionally borne this type of burden and it

7

is one for which they have been and are currently compensated.

8

How would this change under PGE’s proposed SNA mechanism? PGE’s

9

Sales Normalization Adjustment would begin billing essentially for the

10

reductions in customers’ bills. In fact, under the provided assumptions, every

11

customer would pay back every dollar of savings each initially realized, no

12

matter what it was each customer did or did not do that created the energy

13

savings and bill reductions.48 Abstracting from any issues due to the time

14

shifting of cash flows, PGE shareholders are “made whole.” PGE residential

15

customers are “made less.”49 This outcome captures the redistribution of equity

16

between ratepayer and shareholder inherent in PGE’s proposed SNA

17

mechanism.

18

Additionally, Staff struggles to see how this arrangement is supportive of

19

energy conservation, as viewed from the perspective of the individual

20

ratepayer.50 It is not clear to Staff that a Nash equilibrium51 under PGE’s
48

This analysis abstracts from any own price elasticity considerations.

49

“Made less” in that they now consume less electricity for the same level of expenditure.

50

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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proposed SNA decoupling mechanism is other than for residential customers to

2

not perform any actions which result in energy conservation.

3

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

4
5

PROPOSAL?
A. Oregon has already undertaken perhaps the key action by forming the Energy

6

Trust of Oregon. Below I include “bullet points” from a presentation given

7

March 3, 2005, at the Harvard Electricity Policy Group’s Thirty-Seventh Plenary

8

Session by Maurice Brubaker of Brubaker & Associates, Inc. This presentation

9

was in Session Two, concerning “Distribution Pricing: Do Revenue Caps Set

10

Appropriate Incentives? Are they Fair to Consumers and Investors?”52 On

11

pages 11 through 15 of the presentation, Mr. Brubaker offers several salient

12

points, including the following on page 15:
•

13
14

Instead of decoupling revenue from sales
o Decouple product sales from the promotion of conservation

•

15

Allows everyone to do what they do best

51

A nontechnical definition of Nash equilibrium is provided by Wikipedia at
http://en.wikipedia.org/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).”

52

Mr. Brubaker’s presentation can be found at:
http://www.hks.harvard.edu/hepg/Papers/Brubaker.Session2.HEPG.0305.pdf .
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1

This Oregon has done. Improvements can be made, but they do not include

2

implementation of PGE’s proposed SNA mechanism. I continue to recommend

3

the Commission reject PGE’s SNA decoupling proposal.

4

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

5

DIRECT TESTIMONY WHICH YOU RECOMMENDED BE REPLACED BY A

6

MORE ENCOMPASSING, BUT SIMILAR MECHANISM. WHAT DID PGE

7

PROVIDE IN REBUTTAL TESTIMONY REGARDING THESE

8

MECHANISMS?

9

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

10

mechanism. In essence, for rate schedules other than 7 and 32/532, PGE

11

proposed the LRR mechanism in direct testimony. Staff’s direct testimony

12

proposed, among other things, an Energy Efficiency Revenue Recovery

13

(EERR) mechanism as an alternative to both PGE’s proposed SNA and

14

proposed LRR mechanisms. The EERR mechanism proposed by Staff would

15

encompass the rate schedules PGE excluded from the LRR. Mr. Cavanagh’s

16

testimony in rebuttal recommends “the Commission select the second of the

17

two approaches proposed by the Company (a “load-based” decoupling

18

mechanism, as opposed to a “Lost Revenue Recovery” mechanism).”53

53

PGE/2100, page 13 at 1.
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Q. WHAT DO YOU THINK OF THE “LOAD-BASED” DECOUPLING

2

PROPOSAL?

3

A. I believe this alternative, proposed for rate schedules other than 7 and 32/532,

4

has many of the disadvantages of PGE’s SNA proposal. In particular, it covers

5

reduced load for causality other than energy efficiency measures.54

6

Furthermore, it is not clear that the “load-based” decoupling mechanism would

7

not cover variances from forecast due to weather. I recommend the

8

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

9

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

10

A. Yes.

54

See PGE/100, page 22 at 1.
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Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS
ADDRESS.

3

A. My name is Paul Rossow. My business address is 550 Capitol Street NE Suite

4

215, Salem, Oregon 97301-2551. I am a Utility Analyst in the Electric and

5

Natural Gas Division of the Utility Program of the Public Utility Commission of

6

Oregon.

7
8
9

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK
EXPERIENCE.
A. My Witness Qualification Statement appears in Exhibit Staff/201, Rossow/1.

10

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

11

A. I will identify PGE’s business process changes that support staff’s proposal to

12

set PGE’s uncollectibles rate for the 2009 test period at 0.38 percent, the

13

company’s most recent full year of actual experience in 2007.

14

Q. DID YOU PREPARE AN EXHIBIT FOR THIS DOCKET?

15

A. Yes. I prepared Staff Exhibit 1401. Exhibit 1401 consists of a copy of PGE’s

16

Business Case Cost and Benefit Assumptions Advanced Metering

17

Infrastructure Project report that was submitted to the Oregon Public Utility

18

Commission dated April 5, 2007 (April 5, 2007 business case).

19
20
21

Q. HAS PGE IDENTIFIED OTHER POSSIBLE FACTORS THAT AFFECT THE
OVERALL UNCOLLECTIBLES RATE?
A. At PGE/1700/Hawke/12, PGE states that PGE’s uncollectibles rate is not

22

directly tied to the unemployment rate, but that there are other drivers that

23

affect that rate and impact the economy as a whole. PGE then demonstrates

STAFF REBUTTAL TESTIMONY.DOC
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1

how the 2008 light and power portion of its uncollectibles rate has increased

2

slightly over 2007.

3

This demonstration does not address PGE’s overall 2008 uncollectibles rate

4

and therefore may not paint a true picture of the actual overall rate.

5

Q. DID STAFF LOOK AT PGE’S OVERALL HISTORIC TREND FOR

6
7

UNCOLLECTIBLES?
A. Yes. Staff’s uncollectible adjustment looks at PGE’s overall historic trend for

8

uncollectibles and attempts to set a reasonable projection for the 2009 test

9

period. Staff acknowledges that all measures in this case are dynamic, not

10

static, and that economic outlooks, including employment statistics, can change

11

dramatically over short and long periods of time. However, the historic look at

12

the overall rate generally produces a fairly reasonable outcome. See Staff/200,

13

Rossow/3-4.

14

In addition, Staff would ask that the Commission consider PGE’s upcoming

15

deployment of Automated Meter Infrastructure (AMI). In its April 5, 2007

16

business case, PGE makes assumptions about how the new remote

17

disconnect feature of AMI will improve cash flow and reduce working capital.

18

In its case, PGE assumes that 60% of potential late-paying customers affected

19

by Customer Selected Due Date and remote disconnect will now pay sooner to

20

avoid paying late fees and that ultimately this will improve PGE’s cash flow that

21

is measured as a reduction in working capital. See Exhibit Staff/Rossow/1401,

22

page 11 of 17.
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While Staff recognizes that these factors are not currently in place and the

2

Company will not see the benefits completely until full-deployment (2010),

3

much of the deployment will take place by 2009 and it will be completed only

4

one year after the implementation of this general rate proceeding. In its UE

5

189 Stipulation, Staff, PGE and other Parties have agreed to a condition that

6

PGE will file another general rate case by 2012 in order to capture all the

7

benefits of AMI; however, 2012 is three years after the implementation of the

8

current proceeding.

9

Q. WHAT REASONABLE UNCOLLECTIBLE OVERALL RATE DO YOU

10

RECOMMEND THE COMMISSION ADOPT IN THIS PROCEEDING?

11

A. It is not reasonable to allow PGE to increase its uncollectible rate to 0.48%.

12

Staff’s forecast of a rate of 0.38% is reasonable and recommends that the

13

Commission adopt an overall uncollectible rate of 0.38%.

14

Q. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

15

A. Yes.
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