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Docket No: UE 399 Staff/100

Q.

A.

> p » P

Muldoon/1

Please state your name, occupation, and business address.

My name is Matt Muldoon. | am a Manager employed in the Rates, Finance
and Audit (RFA) Division of the Public Utility Commission of Oregon (OPUC).
My business address is 201 High Street SE, Suite 100, Salem, Oregon 97301.
Please describe your educational background and work experience.
My witness qualifications statement is found in Exhibit Staff/101.

What is the purpose of your testimony?

| introduce Staff-sponsored adjustments and issues regarding the PacifiCorp
(PAC, or Company) request for a general rate revision, docketed as Docket
No. UE 399. Please refer to Exhibit No. Staff/200, the testimony of John Fox
for additional detail about component revenue, expense, and rate base
components of Staff proposed adjustments.

In addition, | summarize public comments received by the Commission
regarding this rate case, point to Staff testimony where these issues are
examined and provide a count of the public comments that shared each
concern.

| also address Cost of Capital components and overall Rate of Return
(ROR), going into greater detail regarding Return on Common Equity (ROE),
and Capital Structure.

Will other Staff witnesses submit testimony regarding the issues they
reviewed?
Yes. Each Staff assigned to Docket No. UE 399 is submitting separate

testimony. In my testimony, | first introduce the Staff withesses and their

PAC UE 399 Staff OT Exhibit 100 Muldoon
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respective assignments and estimate the revenue requirement impact of Staff

recommended adjustments to the Company’s initial filing. These are the

issues identified to date. Staff's recommendations and issues may change

after reviewing testimony and analysis by other parties.
Q. How is your testimony organized?

A. My testimony is organized around the following issues as follows:

1. Revenue Requirement Impact by Staff Topic ........ccccceeeeee.
Table 1 — Staff Rate Case TOPICS ....ccoveeeevveveeiiiiiiieeeeeeeeeee,
2. Introduction to Staff Opening Testimony ............ccccoeeeviriiiinnnnnnn.
Key Concern A — Rate ShocK ........ccoooiiiiiiiiiiiei e

Key Concern B — Financial Risk of PacifiCorp .........ccccccceeeee..
Summary of Public Comments Received ............cccccooeeiiinnnnnn,
4. Overall Rate of Return (ROR) ......ovvviiiiiiiiiiiceeeeeeeeee,
Table 2 — Currently Authorized ROR ...........ccccceeeeiiiiii,

Table 3 — PacifiCorp Requested ROR ..........ccccooeiiiiiees

Table 4 — Staff Recommended ROR ...........ccccooeiiiiiinin,

Capital StruCtUre ........coooiie e
Return on Common Equity (ROE) ...

PEEr SCre€N ...
Table 5 — Staff Peer Screening ...........ccccccoiiiiiiiiiiiiinnnns

Table 6 — Results of Staff's 3-Stage DCF Modeling .........

w

LT Growth Rates - Used in Third Stage of Staff's DCF Models

Table 7 — Growth Rates Staff Relied Upon ......................

Hamada Equation -- Addressing Peer Utility Capital Structures

Balanced Approach to ROE ...
Gordon Growth Model — As Check on ROE Findings ...............
Table 8 — Gordon Growth Model Results .........................
CAPM — As Check on ROE Findings ........ccoooviiiiiiiiiiiieee,
Table 9 — CAPM Model ReSUlts .........ccoovvvviiviiiiiieeeeeeeee,
Conclusion Regarding ROE and Capital Structure ...................

PAC UE 399 Staff OT Exhibit 100 Muldoon
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Muldoon/3
Q. Please outline other supporting exhibits for this testimony?
A. My testimony is supported by the following exhibits:
102 Framework for ROE Modeling .........coooiiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeee Page:
Moody's vs. S&P Credit Ratings ........ccoooeeiiiiiii, 1
Peer Utility SCreening ......coooeeeiiiiiiiie e 2
Value Line (VL) Dividends for Modeling Peers ..........cccccoummemeennnnennnnnnnnnns 3
Hamada EQUation ...........coooiiiiie e 4
Earnings per Share (EPS) for Modeling Peers ..., 4
103 Three Stage Discounted Cash Flow (DCF) ROE Models
Model X with Perpetual Dividend Cash Flow ...........ccccccccieieiiiiniiiiiinn. 1
Model Y with Terminal Sale of StoCK ...........ccooiiiiiiiii e, 2

104
105
106
107
108

109
110
111
112
113
114

115

Three-Stage DCF Modeling Results

Capital Asset Pricing Model (CAPM)

Single Stage (Gordon Growth) DCF Model

U.S. Bureau of Economic Analysis (BEA) GDP Growth

U.S Treasury (UST) Treasury Inflation-Protected Security (TIPS)

Implied Inflation Rates .........coooriiimmie e 1
Financial News

Edison Electric Instutute (EEI) 2020 Annual Financial Review Report

U.S. White House Budget Fiscal Year (FY) 2023

Blue Chip Financial Forecasts

VL Covered Electric Utilities

Utility Capital Structure Discussion

Sanyal & Bulan 2011 ..o 1
Spiegel and Spulber 1997 ... 22
Company Responses to Data Request (DR) 422.

PAC UE 399 Staff OT Exhibit 100 Muldoon
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Muldoon/4

1. REVENUE REQUIREMENT IMPACT BY STAFF TOPIC

Q. Please provide a list of the rate case topics that Staff reviewed and
introduce the responsible Staff.

A. See Table 1 below:
TABLE 1 — STAFF RATE CASE TOPICS

Price Change -12 Months Ending December. 31, 2023 $ 84.399.29
[ Non-Net Power Cost (NPC) Related - (excludes TAM) ] T
. Revenue
Testimony| Issue Staff Staff At;j;os;ments Requirement
( ) Effect
100 1 Muldoon Revenue Requirement by Staff Topic $0
2 Intro to Staff Opening Testimony $0
3 Public Comments Received $0
4 Overall Rate of Return (ROR) $0
Capital Structure ($7,023)
Return on Equity ($17,270)
200 Fox TAM-Related Rev. Sensitive Expense ($120)
} Overall Revenue Requirement
1 Interest Synch ($4,129)
Electric Plant Acquisition Adjustments
. Consolidated Deferrals
2 Deferral Amortization $4,706
3 Escalation Adjustments $2,899
Income Taxes
. Taxes Other Than Income
4 OPUC Fee Rate $761
5 Wyoming Wind Tax ($45)
Emissions Control Investment Adjustment
. Utility Plant
6 Carbon Cholla Land ($118)
7 Blanket Projects $0
8 Project Attestation $0
. Unbundling and Functionalization
300 1 Anderson TB Flats Cost Increase $0
2 Coal Depreciation Changes and Exit Orders $0
3 Removing Coal From Rates $0
400 1 Bain Load and Revenue Forecast $0
2 Energy Efficiency $0
3 Sales for Resale, Wheeling & REC Revenues $0
500 1 Bolton Voluntary Renewable Energy Tariff (VRET) $0

Continued on Next Page

PAC UE 399 Staff OT Exhibit 100 Muldoon
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(Continued)
600 1 Cohen Wages,Salaries and Full Time Equivalents (FTE) ($2,380)
2 Customer Service $0
Sales & Administrative and General (A&G) Expenses $0
3 Promotional Activity and Expenses $0
4 Directors Fees and Expenses $0
700 1 Dlouhy Marginal Cost Study $0
2 Rate Spread $0
3 Residential Rate Design $0
800 1 Drennen Merwin In-Lieu Funding ($320)
900 1 Enright Fuel Stock $0
2 Generation Expenses, Non-Labor (NL) $0
3 Proposed Changes to PacifiCorp’s TAM $0
1000 1 Farrell Lighting $0
2 Low-income Issues $0
. . Transmission and Distribution (T&D) -
1100 L Fieldheim Operations and Maintenance (O&M) Expenses $0
2 Customer Accounts Expenses NL ($3,393)
3 Uncollectable Accounts Expense ($2,221)
4 Gains on Sales of Utility Property $0
5 Non-fuel Materials and Supplies $0
6 Miscellaneous Deferred Debits $0
7 Working Capital $0
8 Miscellaneous Rate Base $0
9 Customer Advances for Construction $0
10 Cyber Security $0
11 Information Technology (IT) Costs $0
12 Legal Fees & Expenses ($251)
1200 1 Jent Advertising Expenses ($115)
2 Promotional Activity and Expenses $0
3 Current Medical / Health Insurance ($111)
4 Insurance & Risk (Non-Medical) ($2,317)
5 Directors and Officers (D&Q) Insurance $0
1300 1 Moore Wildfire Mitigation Capital Investment $0
° Wildfire Mitigation and Vegetation Management ($6,785)
Expense

1400 1 Peng Depreciation Expense ($1,106)
2 Peng Cost of LT Debt $5,987
1500 1 Rossow Memberships & Subscriptions ($41)
2 Rossow Meals, Entertainment, and Awards ($7)
1600 1 Shierman Clean Fuels Program (CFP) Revenue Credit ($1,423)
1700 1 Storm Multi-State Process (MSP) $0
9 Klamath Hydroelectric Settlement Agreement, $0

and KRRC
3 Pension Expense ($7,965)
4 UM 2185 Non-Contributory Pension Plans $0
5 Amortization of COVID-19 Deferrals and Rate Spread $0
6 Wildfire Mitigation Mechanism $0
7 Energy Vision 2020 Projects $0
Total Staff Adjustments ($42,790)

Staff-Calculated Revenue Requirements Change (Base Rates): $41,610

PAC UE 399 Staff OT Exhibit 100 Muldoon
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Muldoon/6

2. INTRODUCTION TO OTHER STAFF OPENING TESTIMONY

Q. What is the exhibit number, respective Staff withess, and topic of the

various Staff rebuttal testimonies?

The Staff exhibit number, respective Staff withess, and topic are presented

below:

In Exhibit 200, John Fox, Senior Financial Analyst discusses revenue
requirement; electric plant acquisitions, consolidated deferrals,
escalations, income taxes, taxes other than income, the OPUC fee rate,
Wyoming wind tax, emission control investments and utility plant.

In addition, Mr. Fox reviews, Carbon and Cholla land in rate base,
blanket projects, attestations, unbundling and functionalization.

In Exhibit 300, Rose Anderson, Senior Economist, discusses three issues:
TB Flats cost increases, coal depreciation and exit order changes, and
removing coal from rates.

In Exhibit 400, Dr. Ryan Bain, Ph.D., Senior Economist, analyzes load and
revenue forecasts, energy efficiency, and sales for resale — wheeling and
renewable energy credit (REC) revenues.

In Exhibit 500, Madison Bolton, Utility and Energy Analyst, considers
PacifiCorp’s proposed Voluntary Renewable Energy Tariff (VRET).

In Exhibit 600, Heather Cohen, Senior Utility Analyst, reviews wages, salaries
and full-time equivalents (FTE), as well as customer service, sales and

administrative and general expenses. In addition, Ms. Cohen examines

PAC UE 399 Staff OT Exhibit 100 Muldoon
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Muldoon/7

PacifiCorp’s promotional activity and expenses, and directors’ fees and
related expenses.

In Exhibit 700, Dr. Curtis Dlouhy, Ph.D., Senior Economist, analyzes the
Company’s marginal cost study, rate spread and rate design.

In Exhibit 800, Ted Drennan Energy Policy Economist, analyzes PacifiCorp’s
proposed Merwin Reservoir downstream aquatic restoration in lieu of
constructing fish passages.

In Exhibit 900, Moya Enright, Utility Economist, examines fuel stock,
generation expenses, non-labor (NL) and Company proposed changes to
PacifiCorp’s Transition Adjustment Mechanism (TAM).

In Exhibit 1000, Bret Farrell, Senior Economist, reviews lighting and low-
income issues inclusive of compliance with HB 2475 and other recent
legislation.

In Exhibit 1100, Brian Fjeldheim, Senior Financial Analyst, addresses
transmission and distribution (T&D) — operations and maintenance (O&M)
expenses, customer accounts expenses NL, uncollectibleble accounts,
gains on sales of utility property, and non-fuel (NF) materials and
supplies.

In addition, Mr. Fjeldheim analyzes: miscellaneous deferred debits,
working capital, miscellaneous rate base, customer advances for
construction, cyber security, information technology (IT), and legal

expenses and fees.

PAC UE 399 Staff OT Exhibit 100 Muldoon
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In Exhibit 1200, Julie Jent, Utility Analyst, examines PacifiCorp’s advertising
expenses, promotional activities and expenses, current medical
expenses, (non-medical) insurance and risk management, and Directors’

and Officers’ (D&O) insurance.

In Exhibit 1300, Ming Peng, Senior Economist, analyzes: depreciation
expense, amortization expense, depreciation reserve, amortization
reserve, Allowance for Funds Used During Construction (AFUDC), Cost
of Long-Term (LT) Debt, Cost of Preferred Stock, mine closures, and TB
Flats wind deferral amortization.

In Exhibit 1400, Mitch Moore, Senior Economist, analyzes PacifiCorp’s
proposed test-year expenditures for wildfire and vegetation management.

In Exhibit 1500, Paul Rossow, Utility Economist, reviews the Company’s
memberships and subscriptions, as well as meals, entertainment and
awards.

In Exhibit 1600, Eric Shierman, Senior Utility Analyst, analyzes PacifiCorp’s
Oregon Department of Environmental Quality’s (DEQ) Clean Fuels
Program (CFP) credit revenue.

In Exhibit 1700, Steve Storm, Senior Economist, examines nine issues:
PacifiCorp’s proposed changes to the UE 374-Commission approved
Wildfire and Vegetation management cost recovery mechanism, Multi-
State Process (MSP), Klamath Hydroelectric Settlement Agreement
(KHSA); as well as pensions and post-retirement medical expenses. Mr.

Storm also analyzes Docket No. UM 2185 non-contributory pension

PAC UE 399 Staff OT Exhibit 100 Muldoon
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plans, amortization of Covid deferrals and associated rate spread, and
wildfire mitigation mechanism. Finally, he considers PacifiCorp’s
proposed new tariff for incremental coal plant decommissioning costs,

and the Company’s Energy Vision 2020 projects.

PAC UE 399 Staff OT Exhibit 100 Muldoon
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KEY CONCERN — RATE SHOCK

Q. Are there any issues that appear in the case that you would like to
highlight?

A. Yes. Staff is concerned that the aggregate rate increase impacts of this
general rate case, deferrals, and power costs may constitute rate shock for
PacifiCorp’s Oregon utility customers, particularly as inflation is outpacing
Oregon wages.! Further, the U.S. Federal Reserve (Fed) is tightening
monetary policy to control this high inflation.?

Q. Do responses to Staff DR’s provide a complete picture of aggregate
impacts on customers yet?

A. In PacifiCorp’s response to DR 422, the Company indicated that proposed
prices change from the Company’s general rate case (GRC), Docket UE-399
and the Company’s 2023 transition adjustment mechanism (TAM), Docket UE-

400 would have the following impacts:

Residential Schedule 4 14.3%
General Service

Schedule 23/723 (0-30kW) 14.1%
Schedule 28/728 (31-200kW) 5.4%
Schedule 30/730 (201-999kW) 6.0%
Large General Service Schedules 47/747, 48/748 (=1,000kW) 13.6%
Agricultural Pumping Service Schedule 41/741 18.3%
Lighting Schedules 0.2%
Overall 12.2%

T See Exhibit Staff/109 Muldoon/5, /14, /17, /26, /140, /50, /55, /59, and /70 for the inflation
customers are experiencing.
2 See Exhibit Staff/109 Muldoon/7, /10, /32, and /72 for Fed activity on interest rates

PAC UE 399 Staff OT Exhibit 100 Muldoon
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But this table does not yet capture costs associated with PacifiCorp’s
Power Cost Adjustment Mechanism (PCAM) power cost true-up and

outstanding deferrals.

. On May 13, 2022, Administrative Law Judge Lackey issued Bench

Requests 4-6 to PacifiCorp, indicating parties may file replies to
PacifiCorp’s response by June 10, 2022. Assume that the bench requests
were issued for the purpose of facilitating a comprehensive
understanding of changes to the company's rates occurring through the
year, and to obtain information concerning the effects of amortizations
and adjustment mechanisms outside of base rates. Do the responses to
these bench requests capture the big picture rate impact on customers?
It is unclear. Staff also seeks to understand this general rate case filing in the
context of currently effective, potential and proposed rate adjustments. On
review of PacifiCorp’s response to Bench Request Nos. 4 and 5, Staff has one
concern in particular. Where a percentage rate change was requested, the
response does not identify how the percentage change was calculated or
provide the percentage with and without including power costs. Staff believes,
as noted in its reply to the bench request responses, that it would be helpful in
understanding the values to have both percentages identified and the
calculation explained.

In addition to reviewing PacifiCorp’s response to Bench Requests 4-6,

and discussion with the Company, Staff has issued its own discovery requests

PAC UE 399 Staff OT Exhibit 100 Muldoon



10

11

12

13

14

15

16

17

18

19

20

21

Docket No: UE 399 Staff/100

Muldoon/12

to this end. Staff plans to incorporate responsive information, as appropriate,
in Staff's subsequent testimony in this proceeding.

FINANCIAL RISK OF PACIFICORP

. What is the second key issue you wish to highlight?

PacifiCorp paints a picture of itself as a Company facing much more difficult
financing challenges than the other Commission jurisdictional energy utilities
such as PGE. The Company suggests that its, “heightened level of investment
increases the risk of under recovery of the invested capital; and ... an
inadequate return would put downward pressure on key credit metrics”.3
Further PacifiCorp states that, “... while Portland General Electric Company is
similarly rated to PacifiCorp, they have a lower credit metric requirement
making it easier for them to maintain an A rating.”* In fact, the Company states
that it would, “likely result in a ratings downgrade,” if the Commission were not
to authorize an extraordinarily high ROE, significantly in excess of prevailing
average ROE determinations in general rate case decisions by state public
utility commissions in 2022 to date; and, in addition if the Company were not

permitted a high equity capital structure.

. Fundamentally, what information is encapsulated in credit ratings?

Business credit is basically the ability to buy something now and pay for it later.
Credit ratings are indicators of how likely it is that a company would fail to meet

its financial obligations. Low ratings cause lenders, business partners and

See PAC/300 Bulkley/48 @11-13.

4 See PAC/200 Kobliha/8 @5-7.
5 See PAC/200 Kobliha/5 @16.

PAC UE 399 Staff OT Exhibit 100 Muldoon
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transaction counterparties to charge higher fees and seek guarantees. In
contrast, companies with Standard & Poor’s (S&P) long-term issuer stable
credit ratings of “A” and Moody’s Investor Service (Moody’s) like ratings of “A3”
6are generally seen as highly reliable enterprises, likely to meet all bond
service and revolving credit obligations, and overall excellent entities with
which to do business.’

The Company states that, “... interest rates and utility share prices are
inversely correlated ... an increase in interest rates will result in a decline
in the share price of utilities.”® Does Staff agree that interest rates are a
key driver for utility stock prices?

No. On February 24, 2022, Russia invaded Ukraine. The invasion caused
Europe's fastest-growing refugee crisis since World War Il, with more than 7.4
million Ukrainians fleeing the country and a third of the population displaced.
Sanctions on Russia in response exacerbated already challenged global
supply chains. In a flight to safety, investors have sought stocks and bonds of
utilities with stable growing dividends and stable domestic U.S. cash flows,
insulated from international turmoil.

How have shares of U.S. IOUs in the S&P 500 index fared compared to

the returns for the index as a whole since Russia invaded Ukraine?

A. U.S. I0U Stocks in the S&P 500 Index outperformed the S&P 500 as a whole.®

© © N O

See PAC/300 Bulkley/26 216.

See https://about.moodys.io/overview.
See PAC/300 Bulkley/21 @3-5.

See Staff/109 Muldoon/22, /129, and /46.

PAC UE 399 Staff OT Exhibit 100 Muldoon
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Are PacifiCorp and its parent company Berkshire Hathaway, Inc. (BRK)
actually facing dire economic conditions in which they are unlikely to
meet financial obligations and would face credit ratings downgrades
based on usual and customary Commission decisions in this rate case?
No. Warren Buffet, CEO of BRK, at BRK's last annual shareholder meeting —
published by CNBC on YouTube on May 1, 2022, explained, “One thing at
Berkshire, we will always have a lot of cash on hand. When | say cash, | do
not mean commercial paper. ... We have Treasury bills.”"°

Just how much money is Mr. Buffet talking about keeping available is
cash and cash equivalents at BRK?

The amount fluctuates around $100,000,000,000 dollars.

Is the Company’s testimony plausible given the above context?

No.

In the past two years after the Commission issued Order No. 20-473 in
PacifiCorp’s last general rate case, in Docket No. UE 374, did S&P or
Moody’s put PacifiCorp on credit watch, or lower the Company’s credit
ratings?

No.

Does this conclude your Introduction?

Yes.

Please start viewing this video at 23.55 into BRK’s presentation as captured by CNBC on
www.youtube.com.

See Exhibit Staff/109 Muldoon/3 and 67 for a sense of the magnitude of BRK cash
reserves.
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4. SUMMARY OF PUBLIC COMMENTS RECEIVED

Q. Please summarize the public comments received to date in this rate case.

A.

In this docket, the OPUC has received a significant number of public
comments. This may in part be due to PacifiCorp requesting a 6.8% overall
general rate increase, and an even higher increase for residential customers.

Below is a table reflecting the characteristics of comments received.

TABLE 1
For Against Form Total
Increase Increase Comments Comments
3 132 77 135

Almost all the comments are from residential customers and all but three
of the comments reflect similar feelings. In fact, there are 77 identical emails
from residential customers which indicate that a rate increase is inappropriate
given that so many families are struggling financially. These comments also
express concerns over a seasonal rate system and the disproportionate
impacts that the seasonal rate proposal would have on Eastern and Southern
Oregon communities.

One commenter at the Commission’s Informational Hearing on May 24
questioned whether PacifiCorp needed to increase profits when its parent
company had such extensive cash reserves.

Small businesses including employee-owned grocers in Central Oregon
indicated that they were currently operating on razor thin margins. The grocers

explain that they are large power users because their stores keep food safe at
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varying temperatures. Moreover they indicate that PacifiCorp’s proposed
increase would challenge their ability to operate safely, reliably and profitably.
What is the range of perspectives shared by commenters?

Separate from the 77 identical emails, there are 55 other negative comments.
These comments generally reflect the same sentiments as the form comments.
However, some commenters put forth suggestions for improvement to the
current system. For example, one individual proposes that PacifiCorp raise
rates “on high usage businesses who draw far more power than individual
residential users” and to, “install solar panels on business roofs to minimize
environmental impacts of solar farm installation.”

Other sentiments found throughout the public comments include a
general distrust of the Public Utility Commission (PUC) and a belief that the
PUC “rubber stamps” rate increases. For example, one commenter states,
“Even asking for comments and opinions is a slap in the face to many of us
that know all-too-well that the PUC rubber stamps requests for rate increases.”

Finally, one commenter expresses that a rate increase is inappropriate
because of the, “non-existent threat of fake climate change.” This commenter
indicates that the Boardman facility should be re-commissioned, and that
natural gas is needed in order to reduce the costs of electricity.

Is there a common theme to the majority of comments received?
Yes. Docket No. UE 399’s public comments generally reflect opposition to a
rate increase except for three comments that support an increase. The overall

sentiment from the public comments is that now is not an appropriate time for a
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rate increase of this size, especially in light of current events including inflation.

. Please explain the reasoning behind the inclusion of public comments in

Staff’s testimony.
Consistent with the Commission’s Internal Operating Guidelines as addressed
in Order 20-065 in Docket No. UM 2055, to provide more transparency about
the public comments in contested cases, public comments received are now
made part of the Staff’'s Opening Testimony.

The Commission will post a link or instructions on how the public can see
all public comments received, and the public comments from the edited
transcript for the Public Informational Hearing, of Tuesday, May 24, 2022, at:

https://apps.puc.state.or.us/edockets/DocketNoLayout.asp?DocketlD=23186.

Written comments received after preparation of Staff's Opening
Testimony will be included in subsequent Staff testimony. However, Staff will
not be able to testify regarding comments received after Staff prepares its final
round of UE 399 testimony.

Presenting comments at a Commission Informational Hearing or through
the Commission's website does not subject the commenting person to cross
examination. Any party, though, may respond to Staff's summary of the public

comments or the comments themselves in evidentiary testimony.

Q. Does Staff Opening Testimony address comments received?

A. Yes.
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5. OVERALL RATE OF RETURN (ROR)

Q. Did you prepare tables showing PacifiCorp’s current Commission
authorized, Company proposed and Staff calculated RORs?

A. Yes. The following three tables provide that information.

TABLE 2
PAC Current OPUC Authorized PAC
( UE 374 Order Nos. 20-473)
Combonent Percent of | Stipulated or | Weighted
P Total Implied Cost Average
Long Term Debt 49.99% 4.774% 2.387%
Preferred Stock 0.01% 6.75% 0.001%
Common Stock 50.00% 9.50% 4.750%
100.00% 7137%
TABLE 3
PAC Requested — UE 399 PAC Direct Testimony
Percent of Weighted | RORvs.
Component Total Cost Average Current
Long Term Debt 47.74% 4.380% 2.091%
Preferred Stock 0.01% 6.75% 0.001% 0.075%
Common Stock 52.25% 9.80% 5.121% T
100.00% 7.212%
TABLE 4
Staff Proposed - UE 399 Staff Opening Testimony
Percent of Weighted | RORvs.
Component Total Cost Average Current
Long Term Debt 49.99% 4.588% 2.294%
Preferred Stock 0.01% 6.75% 0.001% -0.243Y
Common Stock 50.00% 9.20% 4600% |7
100.00% 6.894%

Note: Based on a change in forward market conditions due to high inflation
exacerbated by a war in Eastern Europe, and projected Federal Reserves
(Fed) interest rate actions to control inflation, Staff recommends a higher
cost of Long-Term Debt than did PacifiCorp in its initial testimony.
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Capital Structure

Q. Has the Commission recently considered the matter of PacifiCorp’s

capital structure?

A. Yes. In Order No. 20-473 at 24: Commission adopted a notional 50 percent

equity capital structure — “We consider all components to the company's cost of

capital that will result in a fair and reasonable rate of return, ‘to strike a balance

between the interests of ratepayers and the interests of investors.”

Q. In the introduction to this testimony you indicated PacifiCorp thinks

Portland General Electric has an easier time in maintaining credit

ratings than PacifiCorp, do you agree with the Company?

A. No. Staff disagrees with PacifiCorp for many reasons including the following:

1.

PacifiCorp is a wholly owned subsidiary of BRK. It does not need to
maintain a regular and growing quarterly dividend to satisfy investors
when the Company has opportunities for capital spending for utility
purposes.

Actual capital structure for PacifiCorp is at the Company and its parent
BRK’s discretion. It is not simply driven by financial market conditions.
BRK seeks investment opportunities that exceed the meager return it
receives for holding short-term U.S. Treasuries (UST). PacifiCorp’s
authorized rate of return is about double that earned on BRK’s UST.
PacifiCorp’s authorized return on equity is an even greater magnitude

larger than BRK’s UST.
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Q. Staff points to cash reserves (UST) owned by PacifiCorp’s parent

company, BRK as proof PacifiCorp is at least somewhat insulated from
concerns about inflation, credit worthiness and certain requirements of
other investor owned utilities. How does that cash balance ensure that
insulation considering how many businesses are owned by BRK?

BRK cash reserved are over twice the entire $50 Billion market capitalization of
PacifiCorp. Those holdings exceed 15% of the market cap of all of BRK
combined. With these reserves BRK can operate for an extended period of
time, even if capital markets were entirely frozen or non-functional such in a
depression.

PAC also does not need to float stock in these times as a wholly owned
subsidiary. Further PAC can go for some time paying no dividends as needed
or reflective of capital spending opportunities, sharply contrasting with most
IOU’s which must have a steady and growing dividend to avoid being dropped

by investors.

. Is not the Company’s testimony provided in Exhibit PAC/200 Kobliha

not sufficient justification for PacifiCorp’s proposed capital structure?
No. PacifiCorp’s substantial control over its capital structure and its capital
spending opportunities — in part because it had built so many coal fired

generation resources — does not justify preferred treatment for the Company.

. Is there an academic or market justification for PacifiCorp’s desire for

a higher equity capital structure.

No. Other than BRK’s objective to maximize its return for shareholders. Staff
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and the Company have access to the same financial publications.'? In general,
capital structure is thought to be parabola or “U” shaped. Too little debt puts
pressure on common equity and dilutes the earnings per share (EPS) for
investors holding stock, making it harder to float new equity. Conversely too
much debt increases the risk of default and stresses bond covenants and credit
ratings. The precise optimal capital structure is not precisely defined, but a
balanced 50 percent equity and 50 percent long-term debt appears within the
optimal range of capital structures. For that reason a notional capital structure
with 50 percent equity is reasonable. The Commission has adopted a 50-50
capital structure in nearly all of its recent orders for energy utilities.

What are the currently authorized capital structures of the other five
Commission jurisdictional energy I0Us?

All five are within 10 basis points (bps) of a 50 percent Equity and 50 percent

Long-Term Debt Capital Structure. See below for their equity layers:'3

AVA CNG IPC NWN PGE

50.0 % 50.0 % 49.9 % 50.0 % 50.0 %

Are interest rates at all-time highs?

No. Despite Federal Reserve intent to raise interest rates, currently interest

Examples include: Dr. Roger A. Morin, PhD, "New Regulatory Finance”; Paroma Sanyal and
Laarni T. Bulan, “Regulatory Risk, Market Uncertainties, and Firm Financing Choices”, The
Quarterly Review of Economics and Finance 51 (2011); and Yossef Spiegel and Daniel F.
Spulber, “Capital Structure with Countervailing Incentives”, The RAND Journal of Economics ,
Spring, 1997.

Avista Corp. (AVA); Cascade Natural Gas (CNG); Idaho Power Company (IPC); Northwest
Natural Gas (NWN) and Portland General Electric (PGE).
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rates are closer to all-time lows. Debt is relatively cheap compared to equity at

this time.
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Return on Equity (ROE)

. What range of reasonable ROEs does Staff recommend, and within that

range what point ROE?

Staff recommends a point ROE of 9.2 percent within a range of reasonable
ROE’s of 8.95 percent to 9.38 percent derived from Staff’'s two separate Three-
Stage Discounted-Cash-Flow (DCF) models. The Commission has traditionally

relied on the Three-Stage DCF models for its authorized ROE decisions.

. Did you perform a check on the results of Staff’s Three-Stage DCF

models?

Yes. Staff employed two simpler models to check the reasonableness of its
findings:

1. A Single-Stage DCF or Gordon Growth Model; and,

2. A Capital Asset Pricing Model (CAPM).

. What results did these models generate?

The Gordon Growth Model generated a mean ROE of 8.6 percent using Staff’s
peer electric utilities and 8.8 percent with the Company’s peer electric utilities.

The CAPM generated a mean ROE of 9.6 percent using Staff's peer
electric utilities and 9.8 percent as well with the Company’s peer electric
utilities.

Based on these conflicting checks, one pointing to top of range and one
pointing to bottom of range, Staff finds that the point estimate for ROE in Staff's
range of reasonable ROEs generated by its two separate Three-Stage DCF

models should be at the midpoint of modeling results reflective of the above
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checks on reasonableness.

Does your recommended ROE meet appropriate standards?

Yes. The 9.2 percent ROE Staff recommends is appropriate for overall rates
that are reflective of forward looking conditions in conjunction with Staff's
adjustments and meets the Hope and Bluefield standards, as well as the
requirements of Oregon Revised Statute (ORS) 756.040."* Staff
recommendations are consistent with establishing “fair and reasonable rates”,
that are both, “commensurate with the return on investments in other
enterprises having corresponding risks” and, “sufficient to ensure confidence in
the financial integrity of the utility, allowing the utility to maintain its credit and

attract capital.”’®

PEER SCREEN

How did you select comparable companies (peers) to estimate
PacifiCorp’s ROE?

Staff used companies that met the following criteria as peer utilities to the
regulated electric utility activities of PacifiCorp:

1.  Covered by Value Line (VL) as an electric utility;
Forecasted by VL to have positive dividend growth;

3. LT Issuer Credit Rating from A1 to Baa2 inclusive from Moody’s and from
AA- to BBB+ inclusive from S&P;

4. No decline in annual dividend in last five years based on VL;

See Federal Power Commission v. Hope Natural Electric Co., 320 U.S. 591 (1944) and
Bluefield Water Works & Improvement Co. v. Public Service Commission of West Virginia, 262
U.S. 679 (1923).

See ORS 756.040(1)(a) and (b).
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Has heavily regulated electric utility revenue;
Has LT Debt from 45 percent to 55 percent inclusive in VL Capital
Structure; and,

7. Has no recent merger and acquisition activity.

What peer groups of electric utilities did Staff and Company ROE
modeling primarily depend on, and were there similarities?

The Company and Staff recommended regulated electric utility peer groups
both drew from pertinent electric utilities covered by VL. In Staff Exhibit 102,
Page 2, Staff flags electric utilities not selected due to merger activity as it
shows how each element of its screening was applied. Table 5 shows a fair
amount of overlap between PacifiCorp’s and Staff’s peer groups.

Did the Company apply some different criteria?

Yes, PacifiCorp emphasized thermal generation fuel mix, which Staff saw as
largely a distraction. However, there was much overlap between PacifiCorp’s

and Staff’s screening criteria.
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TABLE 516
Screen| Abbreviated | UE 399 | UE 399

& Utility PAC Staff
1 Allete Yes No
2 Alliant Yes Yes
3 Ameren Yes Yes
4 AEP Yes No
6 Avista Yes No
9 CMS Yes No
10 Consol Ed No Yes
13 Duke Yes Yes
16 Entergy Yes No
17 Evergy Yes Yes
18 Eversource No Yes
24 IDACORP Yes No
26 NextEra Yes No
27 NorthWestemn Yes No
29 Oftter Tall Yes No
31 PGE Yes Yes
32 Pinnacle No Yes
38 Southern Yes No
40 WEC No Yes
42 Xcel Yes No

A comparison of the peer groups used by Staff and PacifiCorp are set

forth in Table 5. Staff excluded eleven of the companies used by PacifiCorp

based on its screening criteria described above. PacifiCorp excludes three of

the companies used by Staff. Five companies were relied upon by both Staff

and PacifiCorp.

Q. What are the results of your multistage DCF models?

A. See Table 6 below for the results from Staff’s three stage DCF modeling.

16 See Exhibit Staff 102, Muldoon/2 for the full peer screening table.
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TABLE 6 — RESULTS OF STAFF’S 3-STAGE DCF MODELING'"”

Common Stock Flotation Costs Adjustment Shifts Range of Reasonable ROE's Upward by : 12.5
8.95% to 9.38% ROE
Staff Point ROE Recommendation: Midpoint 9.2% ROE Testimony

CAPM and Single Stage DCF point to top and bottom respectively of Staff's Three Stage DCF Modeling Results

Supporting Exhibit Staff/104 Muldoon/1 shows step-by-step how Staff’'s
Hamada adjusted three-stage DCF modeling results, using Staff peers and
growth rates, generates a higher recommended ROE than using PacifiCorp’s
peer electric utility group.

Q. Are there other key drivers that cause the Company’s modeling to
generate different results than utilizing Staff’s modeling?

A. Yes. Inits Three-Stage DCF, PacifiCorp relies on a 5.49 percent long-term
third-stage growth rate. This caused the Company to have to reach back to the
1920’s to pull in periods of higher growth than have been experienced by most
investors in their lifetimes.

Q. Please provide another example of an extreme input that PacifiCorp
has not labeled as such.

A. Inits CAPM modeling PacifiCorp overstates its market risk premium estimate.

Example 1 — NOT a Staff Recommendation:

-m 1.87% Rf Rate as shown in Exhibit PAC/307 Buckley/1 -- Top Current Table
Opening 12.63% Mkt Return as shown in Exhibit PAC/408 Buckley/1 - Top Current Table
Testimony 10.76%* PAC Mkt Risk Premium (MRP)
Staff 2.940% Rfas June 3, 2022 30 Yr UST Yields WSJ: Bonds & Rates (wsj.com)
10.79% 30 Year S&P 500 as of Jun. 3, 2022
7.85% Staff Mkt Risk Premium MRP)

Note that PacifiCorp does not identify its “extreme” market risk premiums as such.

7 See Exhibit Staff/104, Muldoon/1 for the results of Staff three-stage DCF modeling.
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VL ROE ROE
Screen | Abbreviated | UE 399 UE 399 Q1 2020 w VL Beta Screen w VL Beta
# Utility PAC Staff Ticker Beta CAPM # CAPM
1 1 Allete Yes No ALE 0.90 10.01% 1 1 12.62%
2 2 Alliant Yes Yes LNT 0.85 961% 2 2 12.09%
3 3 Ameren Yes Yes AEE 0.80 9.22% 3 3 11.55%
4 4 AEP Yes No AEP 0.75 8.83% 4 4 11.01%
5 6 Avista Yes No AVA 0.95 10.40% 6 5 13.16%
7 9 CMS Yes No CMSs 0.80 9.22% 9 7 11.55%
8 10 Consol Ed No Yes ED 0.75 8.83% 10 8 11.01%

11 13 Duke Yes Yes DUK 0.85 961% 13 1 12.09%

12 16 Entergy Yes No ETR 0.95 10.40% 16 12 13.16%

13 17 Evergy Yes Yes EVERG 0.95 10.40% 17 13 13.16%

14 18 Eversource No Yes ES 0.90 10.01% 18 14 12.62%

16 24 IDACORP Yes No IDA 0.80 9.22% 24 16 11.55%

17 26 NextEra Yes No NEE 0.95 10.40% 26 17 13.16%

18 27 NorthWestem Yes No NWE 0.95 10.40% 27 18 13.16%

20 29 Otter Tail Yes No OTTR 0.85 9.61% 29 20 12.09%

21 31 PGE Yes Yes POR 0.85 961% 31 21 12.09%

22 32 Pinnacle No Yes PNW 0.90 10.01% 32 22 12.62%

25 38 Southem Yes No SO 0.95 10.40% 38 25 13.16%

26 40 WEC No Yes WEC 0.80 9.22% 40 26 11.55%

27 42 Xcel Yes No XEL 0.80 9.22% 42 27 11.55%

No. of Peers: 16 9 VL Betas VL Betas
Company Screen Mean 9.8% ROE 12.3%
Staff Screen  Mean 9.6% ROE 12.1%
Above is an example of how PacifiCorp generates
ROE modeling results above 12 percent.

Normally, Staff does not call out odd methods like that used by PacifiCorp
in the Company’s testimony. Staff does so in this case however, because
inputs are not labeled as outlier values and because results using extreme
inputs are given equal weighting with more reasoned inputs.

Q. PacifiCorp/300 Bulkley/3 at lines 20-21 indicates the Company finds a
reasonable range of ROEs from 9.9 to 10.75 percent, with a point
request by the Company of 9.8 ROE below the low end of this range.
Why is that not a reasonable recommendation?

A. If you eliminate unreasonable modeling inputs, select only peer electric utilities

most like PacifiCorp using Staff's standard screening methods, and eliminate
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Q.

the Company’s Risk Premium Modeling, you arrive at result equal to Staff's
ROE recommendations. '8

According to Regulatory Research Associates (RRA), “US Electric and
Electric ROE Determinations in Q1'22 Remains near All-Time Low Mark”, the
average return on equity authorized electric utilities was 9.35% in rate cases
decided in the first quarter of 2022, slightly below the 9.38% average for full-
year 2021.'® PacifiCorp’s recommendations do not seem to have any
correlation whatsoever to prevailing state commission decisions regarding
authorized ROE in rate case decisions this year.

GROWTH RATES USED IN THIRD STAGE OF DCF MODEL §2021

What long-term growth rates did you use in Staff’s two three-stage
DCF models?2223
Staff used three different long-term growth rates, with different methods
employed in developing each.

The first method uses the U.S. Congressional Budget Office’s (CBO)
4.0 percent nominal 20-year GDP growth rate estimate.

Staff’'s second Composite Growth Rate applies a 50 percent weight to the

23

Exhibits Staff/102 — /106 show how Staff's recommendations are generated.
See Exhibit Staff/109 Muldoon/62.

See Exhibit Staff/106, Muldoon1 for BEA historical GDP growth rates.

See Exhibit Staff/107, Muldoon1 for TIPS implied long-run inflation rates.

Methods used here related to GDP-based growth rates are similar, if not identical to methods
Staff has used in past proceedings. See, as an example, Staff’s discussion of these methods
and, to a limited extent, their conceptual underpinnings in Docket No. UE 233, Exhibit Staff/800,
Storm/46 — 52. Growth rates relied upon by Staff are also shown in Exhibit Staff/104,
Muldoon/1

See three-stage DCF models X and Y in Exhibit Staff/103.
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average annual growth rate resulting from estimates of long-term GDP by the

U.S. Energy Information Administration (EIA), the U.S. Social Security

Administration, PricewaterhouseCoopers estimate for long-run (10- to

30-years from now), and the CBO, with each receiving one-quarter of that

50 percent weight.?* The remaining 50 percent is the average annual historical

real GDP growth rate, established using regression analysis, for the period

1980 through 2021 to which we apply a TIPS implied inflation forecast.

Staff's third “Near Historical” Stage 3 annual growth rate, is the earlier

described U.S. Bureau of Economic Analysis (BEA) derived projection which

presumes the future will look much like the past. Table 7 below captures LT

GDP growth rates Staff used.

TABLE 7
GROWTH RATES STAFF RELIED UPON

Stage 3 — Long-Term Annual Dividend and EPS Growth Rates

TIPS

20-Yr

Component Real Inflation Nominal Weight Weighted
Rate Rate
Forecast Rate
Energy Information Administration (EIA) 2.10% 2.23% 4.38% 12.50% 0.55%
PricewaterhouseCooper 2.40% 2.23% 4.68% 12.50% 0.59%
Social Security Administration 2.00% 2.23% 4.27% 12.50% 0.53%
Congressional Budget Office 1.60% 2.23% 3.87% 12.50% 0.48%
BEA Nominal Historical,1980 Q1 — 2021 Q4 2.66% 2.23% 4.95% 50.0% 247%
Composite 100% 4.62%

Congressional Budget Office

Long-Term 20-Year Budget Outlook

BEA Nominal Historical,1980 Q1 — 2021 Q4 2.66%

2.23%

4.00%

4.95%

100.0%

100.0%

4.00%

4.95%

Composite

cBO

Near Historical

|Though shown below for comparison purposes - Staff disagrees with the Company's third Stage Growth Rate

5.49% |

Q. Did your analysis reflect a synthetic forward curve?

24

The EIA is the Energy Information Administration within the U.S. Department of Energy (DOE),
OMB is the Office of Management and Budget, and CBO is the Congressional Budget Office.
EIA and OMB’s estimates are of nominal GDP. We applied to CBO’s estimate of real GDP as
an inflation rate for the relevant timeframe developed using the Treasury Inflation-Protected
Securities method described by Staff in testimony in multiple recent general rate case

proceedings.

PAC UE 399 Staff OT Exhibit 100 Muldoon



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No: UE 399 Staff/100

Muldoon/31

Yes. Staff utilized synthetic forward curve using UST Treasury Inflation
Protected Securities (TIPS) break-even points. This reflects implied market-
based inflationary expectations. Staff's recommendations are consistent with
market activity indicating investor expectations of future inflation.

Staff assumes for purposes of its three-stage DCF modeling that LDC
utility growth is bounded by the growth of the U.S. economy, and more
specifically impacted by challenges regarding U.S. population, workforce

participation, and productivity in the long-run (20-year) modeling period.

. Assume that future U.S. GDP growth would look like the growth

experienced in the past 30 years. Would a ROE based on that
assumption still fall within Staff’s recommended range?

Yes. Staff extracted and ran regression on data from the U.S. Bureau of
Economic Analysis (BEA) to generate the annual real historical GDP growth
rate. Staff recommended range of ROEs includes values that presume GDP
growth over the next 30 years would look like that of the past 30 years

informed by other federal projections.

. How do your growth rates compare to the Company’s?

Staff’'s 20-year GDP growth rate estimates of 4.0 percent from the U.S.
Congressional Budget Office (CBO); 4.62 percent aggregated from the U.S.
Energy Information Administration (EIA), Pricewaterhousecooper, the U.S.
Social Security Administration, the CBO, and the U.S. Bureau of Economic

Analysis (BEA) (Composite); and Staff's regression analysis of BEA
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historical data of 4.95 percent are lower than the Company’s proposed 5.49

percent, and are more consistent with referent data sources.

. How do your methods employed in this case differ from those utilized

by Staff in recent general rate cases?

Staff’'s methods and modeling parallel those employed by Staff in recent
electric utility general rate cases. Staff continues to look primarily to referent
federal sources for long-term GDP growth rates which weight long-run
population, workforce participation, and productivity higher than current
financial market events and global events with shorter if not transitory effects.
Nevertheless, Staff monitors current financial news and this testimony is

informed by such.?®

. Describe the two three-stage DCF models on which you primarily rely.

Staff’s first model is a conventional three-stage discounted dividend model,
which Staff denotes as a “30-year Three-stage Discounted Dividend Model with
Terminal Valuation based on Growing Perpetuity” (referred to as “Model X”).
This model captures the thinking of a money manager at a pension fund or
insurance company, or other institutional investor, who expects to keep the
Company’s stock indefinitely and use the dividend cash flow to meet future
obligations.

Staff’'s second model is the “30-year Three-stage Discounted Dividend

Model with Terminal Valuation Based on P/E Ratio” (referred to as “Model Y”).

See Exhibit Staff/108, Muldoon/23, /30, /43, /45, and /50 for news that investors in electric
utilities are seeing.
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This model best fits the investor who has a goal they are working toward. In
addition to the income stream from dividends, this investor intends to sell the
stock as the goal is reached.

Both models require, for each proxy company analyzed by Staff, a
“current” market price per share of common stock, estimates of dividends per
share to be received over the next five years calculated from information
provided by Value Line, and a long-term growth rate applicable to dividends
10- to 30-years out. On this last point, Staff always recommends the
Commission be particularly vigilant for any substitution of a short-term growth
rate for a long-term 20- to 30-year growth rate. Some growth rates labeled
‘long” may be supported by information looking at the next ten years or less
into the future.

For a smooth transition, Staff steps the rate of dividend growth between

the near-term (the next five years) and that of long-run expectations.

. How does Model X calculate the terminal value of dividends as a

perpetual cash flow into the future?

Model X includes a terminal value calculation, in which Staff assumes
dividends per share grow indefinitely at the rate of growth in Stage 3 (“growing
perpetuity”). In contrast, Model Y terminates in a sale of stock where the price

is determined by our escalated price/earnings (P/E) ratio.

. Why is thirty years the primary horizon for financial decision-making?

Investors focus on the 30-year U.S. Treasury (UST) Bond against alternate

investment opportunities. Thirty years is a generally accepted period for
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economists to ascribe to one generation. It is a common length of time for
mortgages of plants, equipment, and homes. Many institutional holders of
utility securities match the cash flows from utility dividends to future obligations,
such as the payout of life insurance, preparing to meet future pension and
post-retirement obligations, and interest service for borrowing. Individuals plan
for the education of their children, ownership of their home, and provision for
their retirement on this same multi-decade timeframe.

Staff uses five years for Stage One, as that is the timeframe for which
Value Line estimates of future dividends are available. This is as far as Value
Line projects near-future trends. Staff also uses five years for Stage Two as a
reasonable length of time for individual company’s dividend growth rates that
are materially different from the growth rate used in Stage Three (and common
to all companies) to converge to a LT dividend growth rate more representative

of all electric utilities.

. How do you address dividend timing?2¢

Each model uses two sets of calculations that differ in the assumed timing of
dividend receipt. One set of calculations is based on the standard assumption
that the investor receives dividends at the end of each period.

The second set of calculations assumes the investor receives dividends
at the beginning of each period. Each model averages the unadjusted ROE

values to generate an Internal Rate of Return (IRR) produced with each set of

See Exhibit Staff/109 for Value Line (VL) information relied on in this testimony regarding
publicly-traded electric utilities
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calculations for each peer utility. This approach accounts for the time value of

money, closely replicating actual quarterly receipt of dividends by investors.

. What price do you use for each peer utility’s stock?

Staff used the average of closing prices for each utility from the first trading day
in April, May, and June 2022, to represent a reasonable snapshot of utility

stock prices.

. To recap, do you capture both the perspective of a buy and hold

investor and an investor who plans to sell in the future?
Yes. Staff's recommended 9.2 percent point ROE is consistent with findings
modeling the perspectives of both types of investors through Staff's two

different three-stage DCF models.

. Does this approach capture a reasonable set of investor expectations

similar to Staff’s analysis in other recent general rate cases?

Yes. Staff modeling captures the expectations of investors who think that: A)
the non-partisan CBO is reliable; B) blended federal agency expert analysis
also informs the historical track record; and, C) one should be optimistic about
the economy’s long-run growth, provided there are still enough non-retired

adult Americans to make it happen 20 years from now.

. Is it appropriate to use estimates of long-term GDP growth rates to

estimate future dividends for electric utilities?
Yes. In many of the Company’s prior rate cases, Staff has shared plots of U.S.

electric demand growth since 1950 on a three-year moving average. This
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downward trending consumption curve allows GDP growth to be a

conservative proxy for both electric utility sales and dividend growth rates.

. Can relying on a long-term GDP growth rate overstate required ROE?

Yes. Itis possible that Staff modeling anticipates greater growth than may be
realized and so overstates required ROE to attract investors. Our highest

growth rate presumes return to near historical U.S. GDP growth rates.

. Is it important to distinguish between long-run 20- to 30-year rates and

rates over the next five years?

Yes. Over-extrapolating a snapshot of short-term data undermines confidence
in modeling results. For example, Value Line, Blue Chip, and a variety of other
financial resources focus primarily on the next five years. The next five years

may be affected by recent events. Over the long run, population and

productivity are the key drivers of economic growth. This is of concern with

declines in the rate of growth of America’s population.?’

. In Staff’s two different three-stage DCF models, Staff is looking for

growth rates for a period between 10 and 30 years in the future, or an
average of 20-years out. Why not just use a five- or ten-year
projection?

Staff could use a five- or ten-year projection, but there is better information
available. If a primary concern is whether enough Americans are both working
and highly productive to support a robustly growing economy 30 years from

now, 10-year data will not be the most useful. This is because 10-year data is

See Exhibit Staff/108, Muldoon/1 and /43 for long-run concerns about birth rate declines.
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not yet impacted by retirement of persons born in 1960 or persons not
immigrating and not being born to U.S. families now. A better solution is to use
data that is projected with those difficulties in mind, i.e., 30-year data.

HAMADA EQUATION

Your application of the Hamada Equation to un-lever peer utility capital
structures and to re-lever at PacifiCorp’s target capital structure
increases required ROE. Why is this adjustment reasonable?

Staff employs the Hamada Equation to better compare companies with
different capital structures driven by differing amounts of outstanding debt. As
earlier discussed, Staff applied screening criteria already identify peers that
have a very close capital structure to the Company. Use of the Hamada-
adjusted results helps ensure that Staff has captured all material risk in our
analysis because it captures additional risk associated with varying capital
structure.

Within the confines of Staff’s testimony, one can see the steps to un-lever
and re-lever a peer company’s capital structure as the equivalent of removing
debt of peer companies with varying capital structures, and then adding
enough debt back to equal the Company’s balanced target capital structure in
this general rate case.

What accounts for differences in peer capital structures?
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Each of the two models employs the Hamada equation?® to calculate an
adjustment for differences in capital structure between each peer utility and the
Staff-proposed capital structure for the Company. When few peer utilities are
available, the Hamada equation ensures Staff’s analysis addresses differences
in peer utility capital structures.

Why is it important to consider capital structure when modeling ROE?
Different amounts of debt financing along with different tax rates result in
disparate risk profiles among peer utilities used in ROE modeling to
approximate the unknown appropriate ROE for the utility examined. All else
equal, with more debt in a capital structure, investors require higher
expected equity returns to compensate for the increased risk. Debt has a
higher call on the company’s available cash, and so less cash is available
for equity holders. Staff uses the Hamada’s equation, named after Robert
Hamada, to separate the financial risk of a levered firm from its business
risk, and adjust the results of peer utilities to have results as though they
had the same capital structure as the utility for whom an appropriate ROE is
sought.

Did you use robust and proven analytical methodologies?

Yes. Staff's methods are robust, proven, and parallel Staff’'s work over the last

decade. The Commission for example expressly relies on the multi-stage DCF

28

Dr. Robert Hamada'’s Equation as used in Staff/104 separates the financial risk of a levered
firm, represented by its mix of common stock, preferred stock, and debt, from its fundamental
business risk. Staff corrects its ROE modeling for divergent amounts of debt, also referred to as
leverage, between the Company and its peers.
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to determine the range of ROEs, and relies on CAPM and risk premium models
to check the reasonableness of results. This can be seen in Order No. 22-129
in Docket No. PGE UE 394 as well as in Order 20-473 in Docket No. PAC UE

374.

. Describe how you performed your analysis.

Using the cohort of proxy companies that met our screens, Staff ran each of
Staff’s two three-stage DCF models three times, each time using a different

long-term growth rate.

. Was your analysis consistent with a top supportable finding of

9.2 percent point ROE?

Yes.

BALANCED APPROACH TO ROE

. Are your results robust given uncertainty around COVID-19, high

inflation, U.S. Federal Reserve (Fed) intent to raise interest rates, and a
major war in Eastern Europe further disrupting global supply chains?
Yes. The downward glide path for ROE in Figure 1 below, is not linear and
may fluctuate through these uncertainties, but long-run GDP growth rates are
mostly determined by the long future U.S. working age population and its

productivity.?®

See Exhibit Staff/108, Muldoon/1, 20 for pertinent population growth rates.
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FIGURE 1 - Downward Glide Path of Utility ROES?°

Average electric and gas authorized ROEs and number of rate cases decided
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Data compiled Jan. 26, 2022.
Source: Regulatory Research Associates, a group within S&P Global Market Intelligence

Q. What trend is Staff seeing?

A. Since 1990, according to Regulatory Research Associates (RRA), Electric and
Electric Utility authorized ROEs have declined as the 30-year US Treasury
(UST) has also declined. While the Fed now proposes to raise interest rates,
to date it has increased short term rates by less than 100 basis points to date,
leaving Treasury yields still close to all-time lows.

Q. When will updated growth forecasts be available from referent federal

agencies?

30 Published by Regulatory Research Associates (RRA), an affiliate of S&P Global Market
Intelligence on Feb. 10, 2022.
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A. Staff expects federal agencies to update long-run (20-year out and longer)
forecasts this summer. Staff will update its modeling in its next round of
testimony to incorporate updated information available then.

GORDON GROWTH MODEL - As Check on ROE Findings

Q. What is the Gordon Growth model?

The Gordon Growth model (or Single Stage DCF model), similarly to the
Three-Stage DCF model, is based on the principle that a company’s value is
equal to the net present value (NPV) of all its future cash flows and the
company’s current stock price. The Single-Stage DCF uses simpler
assumptions than other models however, with dividend payments
representing the only cash flow, and an assumption that growth will remain
constant in perpetuity.3

Q. What are the positive aspects, and potential shortfalls of the DCF

model?

A. The most positive aspect of the Single-Stage model is its simplicity. An
analyst can use this model to calculate a rudimentary cost of equity
valuations without needing complex inputs or analysis, beyond selecting a
trusted source for the next quarter’s expected dividends. In fact, after some

algebraic simplification, the return can be expressed by:

31 See Docket No. UG 347, Staff/1300, Muldoon Watson/31 — 39, for further discussion of the
Single-Stage DCF model, and the Commission’s historical treatment of its results.
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Where R is estimated ROE, D, is the first dividend paid after stock
purchase, P, is the stock price, and g is the growth rate.

Caution and discretion must be used when sourcing inputs to the
model, for example, growth rates should be based on well vetted and
reliable sources, as opposed to sell-side marketing information used by
investment advisors to entice new investors. This is important to bear in
mind when considering the results of any Single-Stage model, as reliance
on overly optimistic inputs or use of outboard after-the-fact adjustments can
have a large impact on the model output.

The Single-Stage model is based on simple principles and serves as a
rough estimation of investor required ROE. It cannot incorporate known,
measurable, and material information about the future usually built into
Three-Stage DCF analysis. For this reason, Staff consistent with
Commission precedent, has traditionally only relied on it as a sensitivity

check when rate making.

. How does Staff determine the dividend flow and growth rate for the

single-stage DCF?

Much like Staff's Multi-Stage DCF, Staff sources its expected dividends from
Value Line. We calculate the average dividend growth rate by comparing
the expected dividend by Value Line and actual dividend for each for each

company in the peer screen.

Q. What inputs are used to build Staff’s single-stage DCF model?

PAC UE 399 Staff OT Exhibit 100 Muldoon
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A. Staff uses the same representative draw of stock prices to build its single-
stage DCF model as it uses in the three-stage DCF model. Current
dividends and anticipated dividend growth are sourced from Value Line.

Q. What are the results of Staff’'s Gordon Growth model?

A. Using Staff’s peer utility screen, the average required ROE under Staff's

Gordon Growth model is 8.6 percent. The average required ROE increased to
8.8 percent if the Company’s larger peer screen is used instead. This supports
Staff’'s recommended ROE of 9.2 percent. Table 8 summarizes the results of

Staff’'s modelling.
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TABLE 832
Staff's Representative Single Stage (Gordon Growth) Discounted Cash Flow (DCF) Model
Presumes the Peer Utility will pay its divident as a fixed multiple of growth into the future as it is now.
The results would be true only if the utility stock's dividends were to grow at a constant rate forever.
Value of Stock (Pg) =D/ (k-g) Stock Price Now = Next Year's Dividend / (Required Stock Return - Growth in Dividends)
k=(D4/Pg+g Required Rate of Return on Utility Equity = ( Next Year's VL Dividend / Recent Stock Price ) - Perpetual Growth
This Model Implies: Points toward Upper End of Staff's 3-Stage DCF Modeling Results
1 2 3 4 5 6 7 8 9 11 13 14
=8+9
Recent | Current | Next VL |Anticipated VL Investor
Screen | Abbreviated | UE 399 UE 399 Stock |Dividend| Annual | Dividend |Dividend Required | Screen
# Utility PAC Staff Ticker | $ Price Yield | Dividend Yield Growth ROE #
1 1 Allete Yes No ALE 61.23 4.2% 2.70 4.4% 3.5% 7.9% 1 1
2 2 Alliant Yes Yes LNT 61.94 2.8% 1.81 2.9% 6.0% 8.9% 2 2
3 3 Ameren Yes Yes AEE 94.07 2.5% 2.52 2.7% 7.2% 9.9% 3 3
4 4 AEP Yes No AEP 101.06 3.1% 3.35 3.3% 5.8% 9.1% 4 4
5 6 Avista Yes No AVA 42.41 4.2% 1.83 4.3% 4.0% 8.3% 6 5
7 9 CMS Yes No CMS 70.19 2.6% 1.94 2.8% 5.9% 8.6% 9 7
8 10 Consol Ed No Yes ED 96.88 3.3% 3.24 3.3% 2.4% 5.7% 10 8
11 13 Duke Yes Yes DUK 111.45 3.6% 4.06 3.6% 2.2% 5.8% 13 11
12 16 Entergy Yes No ETR 119.78 3.4% 4.30 3.6% 5.2% 8.8% 16 12
13 17 Evergy Yes Yes EVERG 69.27 3.4% 2.48 3.6% 6.8% 10.4% 17 13
14 18 Eversource No Yes ES 90.61 2.8% 272 3.0% 5.9% 8.9% 18 14
16 24 IDACORP Yes No IDA 107.60 2.8% 3.25 3.0% 6.6% 9.7% 24 16
17 26 NextEra Yes No NEE 74.29 2.3% 1.87 2.5% 9.8% 12.3% 26 17
18 27 NorthWestern Yes No NWE 59.67 4.2% 2.56 4.3% 2.0% 6.3% 27 18
20 29 Otter Tail Yes No OTTR 63.27 2.6% 1.75 2.8% 6.0% 8.8% 29 20
21 31 PGE Yes Yes POR 48.63 3.7% 1.90 3.9% 6.5% 10.4% 31 21
22 32 Pinnacle No Yes PNW 75.43 4.6% 3.52 4.7% 3.1% 7.7% 32 22
25 38 Southern Yes No SO 74.87 3.6% 2.78 3.7% 2.9% 6.6% 38 25
26 40 WEC No Yes WEC 103.26 2.8% 3.1 3.0% 7.0% 10.0% 40 26
27 42 Xcel Yes No XEL 74.57 2.6% 2.08 2.8% 6.7% 9.5% 42 27
No. of Peers: 16 9 Mean
Company Screen 8.8% ROE
Staff Screen 8.6% ROE

Points toward lower end of Staff's 3 Stage DCF Modeling results.

CAPM — As Check on ROE Findings

Q. What is the Capital Asset Pricing Model (CAPM)?

A. The CAPM assumes that a stock’s return on equity is a function of a risk-free
return and a risk premium and that the risk premium should be augmented by a
company’s level of risk relative to the market, which is captured by Beta or .
All told, CAPM takes the form:

Required Return =1y + B(ry, — 1)
Where 1 is the risk-free rate and r, is the market return. Generally, the risk-

free rate is assumed to be the rate of return on bonds. Taking cues from long-

32 See Exhibit Staff/105, Muldoon/4 for Staff's full Gordon Growth Model.

PAC UE 399 Staff OT Exhibit 100 Muldoon




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Docket No: UE 399 Staff/100

Q.

Muldoon/45

standing financial modelling, Staff calculates its CAPM using the yield on 30-
year and 10-year US Treasury bonds as stand-ins the risk-free rate.

Should the Commission scrutinize CAPM carefully?

Yes. CAPM only relies on a few inputs. In this case, there are three inputs:
the risk-free rate, the market return, and the choice of Beta. Although it is
generally agreed that the rate of return on US Treasury bond is the proper
choice for the risk-free rate, there is much discussion about what maturity
should be used for Beta and the market return.

There are a variety of sources to find or calculate both Beta and the
market return. Because there are so many sources for two inputs into this
simple model, an uninformed or malicious investigator could use
unrepresentative values to motivate abnormal required returns. It is therefore
of the utmost importance to be thoughtful and consistent in choosing CAPM
parameters. In Commission activities, we have standardized on Value Line
(VL) Betas that are broadly used to give apples-to-apples modeling output
comparisons. Staff has used CAPM for validation rather than rate setting in
past cases.

Where do you find information on companies’ Beta estimates?
Estimates of Beta can be found from many sources including Bloomberg,
Yahoo Finance, and VL. Traditionally, the Commission has relied on Value
Line’s Beta estimates to conduct analysis to maintain consistency in regulation
between rate cases. The perils of switching between Beta estimates, known

as “Beta shopping,” will be addressed later in this testimony.

PAC UE 399 Staff OT Exhibit 100 Muldoon



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No: UE 399 Staff/100

Muldoon/46

. Where do you find information on market returns?

Market returns can also be found or calculated from a variety of places. Two
common sources for market returns are historical returns on stock market
indices and projections for future growth. Care should be taken in selecting a

market return due to the volatile nature of the stock market.

. What issues can arise from an improper market return selection?

For any company with a positive Beta, a higher market return translates directly
into a higher required return according to the CAPM formula. Overstating
market returns, a required return estimate can vary by over 300 basis points for

a typical regulated utility.

. How does Staff recommend that market returns be calculated?

Staff recommends that market returns be calculated based off the historic long-
run growth rates of stocks and an up-to-date measure of the risk-free rate. By
using historical averages, a modeler does not run the risk of a large shock in
one period unnecessarily augmenting estimated returns, much like the large
negative shock caused by the COVID-19 pandemic, the roaring economic
recovery post-pandemic, or the ongoing conflict in Ukraine.

As has been done in past rate cases, Staff uses the market risk premium
calculated by Ibbotson and the implied market risk premium from Morningstar’s
Stocks, Bonds, Bills and Inflation 2015 Classic Yearbook, which measures
average returns since 1926. These two sources imply that the risk premium

would be 4.5 percent and 6.0 percent, respectively. At the time of
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measurement on June 3, 2022, the 30-year yield on US Treasuries was 2.94

percent.

. What recommendations do you have for the maximum authorized ROE

according to CAPM?

As stated previously, Staff only uses CAPM for validation rather than rate

setting due to its historic unreliability. Within Staff’'s peer utility screen, the
estimated ROEs from Staff's CAPM under Staff assumptions average 9.6
percent. Using the Company’s peer screen, the average estimated ROE

observed is 9. 8 percent.

. Has the Commission determined that CAPM should not be relied upon

as a stand-alone modeling method, but may still be used as a check on
other modeling methods employed?
Yes. The Commission made this determination in two general rate cases in

2001 with the issuance of Order No. 01-777 and Order No. 01-787.33

In the Matter of Portland General Electric, Docket UE 115, Order No. 01-777 at 32 (August 31,
2001). In the Matter of PacifiCorp, Docket UE 116, Order No. 01-787 at 21 (September 7,
2001).
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TABLE 93

Staff's CAPM Modeling Results

Staff/100
Muldoon/48

-m 1.87% Rf Rate as shown in Exhibit PAC/307 Buckley/1 -- Top Current Table
Opening 12.63% Mkt Return as shown in Exhibit PAC/408 Buckley/1 - Top Current Table
Testimony 10.76% PAC Mkt Risk Premium (MRP)
Staff 2.940% Rfas June 3, 2022 30 Yr UST Yields WSJ: Bonds & Rates (wsj.com)
10.79% 30 Year S&P 500 as of Jun. 3, 2022
7.85% Staff Mkt Risk Premium MRP)
RpAc = Rf"'Beta*MRP
VL ROE
Screen | Abbreviated | UE 399 UE 399 Q1 2020 w VL Beta Screen

# Utility PAC Staff Ticker Beta CAPM #
1 1 Allete Yes No ALE 0.90 10.01% 1 1
2 2 Alliant Yes Yes LNT 0.85 9.61% 2 2
3 3 Ameren Yes Yes AEE 0.80 9.22% 3 3
4 4 AEP Yes No AEP 0.75 8.83% 4 4
5 6 Avista Yes No AVA 0.95 10.40% 6 5
7 9 CMS Yes No CMS 0.80 9.22% 9 7
8 10 Consol Ed No Yes ED 0.75 8.83% 10 8
11 13 Duke Yes Yes DUK 0.85 9.61% 13 11
12 16 Entergy Yes No ETR 0.95 10.40% 16 12
13 17 Evergy Yes Yes EVERG 0.95 10.40% 17 13
14 18 Eversource No Yes ES 0.90 10.01% 18 14
16 24 IDACORP Yes No IDA 0.80 9.22% 24 16
17 26 NextEra Yes No NEE 0.95 10.40% 26 17
18 27 NorthWestern Yes No NWE 0.95 10.40% 27 18
20 29 Otter Tail Yes No OTTR 0.85 9.61% 29 20
21 31 PGE Yes Yes POR 0.85 9.61% 31 21
22 32 Pinnacle No Yes PNW 0.90 10.01% 32 22
25 38 Southern Yes No SO 0.95 10.40% 38 25
26 40 WEC No Yes WEC 0.80 9.22% 40 26
27 42 Xcel Yes No XEL 0.80 9.22% 42 27

No. of Peers: 16 9 VL Betas
Company Screen Mean 9.8% ROE
Staff Screen Mean 9.6% ROE

Points to Upper Half of Staff's 3-Stage DCF Results

34 See Exhibit Staff/105, Muldoon/3 for Staff’s full CAPM model.

PAC UE 399 Staff OT Exhibit 100 Muldoon



10

11

12

13

14

15

16

Docket No: UE 399 Staff/100

Muldoon/49

CONCLUSION REGARDING CAPITAL STRUCTURE AND ROE

. What is Staff’s recommendation regarding Capital Structure?

Staff recommends that the Commission adopt a notional Capital Structure of

50 percent Long-Term Debt and 50 percent Common Equity.

. What is Staff’s recommendation regarding ROE?

Staff recommends that the Commission adopt a point ROE of 9.20 percent
consistent with the findings herein within a range of reasonable ROEs between

8.95 percent and 9.38 percent.

. What Rate of Return (ROR) is generated by the Staff’s aggregated Cost

of Capital recommendations on Capital Structure, ROE and Cost of LT
Debt?

Staff’s calculations generate a 6.894 percent Overall Rate of Return (ROR).
Though 24 bps lower than the Company last authorized ROR, this is a fair and

reasonable recommendation to the Commission.

. Does that conclude your testimony?

Yes.
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WITNESS QUALIFICATION STATEMENT

NAME: Matthew (Matt) J. Muldoon

EMPLOYER: PUBLIC UTIILTY COMMISSION OF OREGON

TITLE: Manager, Rates Finance and Audit (RFA) Division
ADDRESS: 201 High Street SE, Suite 100, Salem, OR 97301
EDUCATION: In 1981, | received a Bachelor of Arts Degree in Political

Science from the University of Chicago. In 2007, | received a
Masters of Business Administration from Portland State
University with a certificate in Finance.

EXPERIENCE: From April of 2008 to the present, | have been employed by
the OPUC. My current responsibilities include financial
analysis with an emphasis on Cost of Capital (CoC). | have
worked on CoC in the following general rate case dockets:
AVA UG 186; UG 201, UG 246, UG 284, UG 288, UG 325,
UG 366, UG 389, and current UG 433; CNG UG 287,

UG 305, UG 347, and UG 390; NWN UG 221, UG 344,
UG 388, and current UG 435; PAC UE 246, UE 263,

UG 374, and current UE 399; and PGE UE 262, UE 283,
UE 294, UE 319, UE 335, and UE 394.

From 2002 to 2008, | was Executive Director of the
Acceleration Transportation Rate Bureau, Inc. where |
developed new rate structures for surface transportation and
created metrics to insure program success within regulated
processes.

| was the Vice President of Operations for Willamette Traffic
Bureau, Inc. from 1993 to 2002. There | managed tariff rate
compilation and analysis. | also developed new information
systems and did sensitivity analysis for rate modeling.

OTHER: | have prepared, and defended formal testimony in contested
hearings before the OPUC, ICC, STB, WUTC and ODOT. |
have also prepared OPUC Staff testimony in BPA rate cases.

Abbreviations: AVA — Avista Corp., CNG — Cascade Natural Gas Company, IPC — Idaho Power Company,
NWN — Northwest Natural Gas Company, PAC — PacifiCorp, PGE — Portland General Electric Company
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News Articles Cited

Deaths Outpace Births in Most Counties

as U.S. Growth Slowed in 2020

by Frederick Kunkle — Washington Post — Mar. 24, 2022
https://www.washingtonpost.com/dc-md-va/2022/03/24/census-population-counties-cities-covid/

Almost three-fourths of all U.S. counties reported more deaths than births last
year, a development largely caused by the pandemic, which contributed to a dramatic
slowing in the overall population growth of the nation, according to data released
Thursday by the Census Bureau.

Low fertility rates, which have persisted since the end of the Great Recession,
and the continuing demographic shift toward an older population also combined to
create the smallest population increase in 100 years, said Kenneth Johnson, a
sociology professor and demographer at the University of New Hampshire.

Johnson said he expected the data to show a natural decrease but was surprised
at its scale. Natural decrease occurs when a population records more deaths than
births. “I think one of the most important findings is the fact that almost 2,300 counties
had more deaths than births in them. That's unheard of in American history,” he
said.

He said the impact of the coronavirus, along with other trends that limited
population growth, had created a “perfect storm,” and that one would have to go back
at least to the 1918 flu pandemic to find anything like it.

The data also offered statistical backing to widespread anecdotal evidence
suggesting that millions of Americans moved out of the largest cities in the nation,
including the District, during the pandemic.

Whether for safety from infectious disease or convenience during shutdowns,
millions of residents traded cities for suburbs or larger suburbs for smaller ones. Many
migrated farther into rural counties or resettled to second homes in vacation areas, such
as the Catskill Mountains or the Delmarva Peninsula.

The two largest cities in the nation, Los Angeles and New York, suffered the
sharpest losses as a result of internal migration. Los Angeles County lost over
179,750 people in net domestic migration, while New York County lost over 113,640.

California, Oregon and Mississippi had the most counties negatively affected by
international migration losses, while Alaska, Louisiana and lllinois had the most counties
affected by losses caused by domestic migration within the United States.

Of course, the outflows from some states meant gains in others. Maricopa County
in Arizona, which includes Phoenix, received the most people, with more than 46,860
flowing in, from other areas of the United States.
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“I'm very surprised by this because | didn’t think it was going to be as dramatic, the
domestic migration piece of it,” said William Frey, a senior fellow at the Brookings
Institution, who analyzed the data and its impact on the Washington region. “It may be
a blip, and | think it is, but it's certainly noteworthy. I think that’s the bigger demographic
pattern here.”

Census finds Black population grows in suburbs and shrinks in cities

Frey said that although outward domestic migration from these and other major
cities had been underway for many years, its effect had been masked by increases in
foreign immigrants, but those numbers also slowed during the pandemic.

The data released Thursday covered roughly 3,140 counties, more than 380
metropolitan statistical areas and over 540 smaller locales known as micropolitan
statistical areas. The period covered by the data, July 2020 to July 2021, also coincided
with some of the peak rates of the spread of the coronavirus, as reflected in reported
cases.

In that time, nearly 75 percent of all U.S. counties experienced a natural population
decrease, compared with 55 percent of all counties in 2020 and 45 percent in 2019, the
Census Bureau found. In Maine, Delaware, Rhode Island and New Hampshire, the
natural population decrease occurred in every county.

The District recorded a loss of 20,040 people, driven mostly by domestic migration,
while the Washington metropolitan area lost more than 29,000 people, Frey said.
Montgomery County experienced a loss of more than 6,410 people, Prince George’s
County reported a decline of nearly 10,300, and Fairfax County’s population declined by
over 8,750. Prince William County added more than 1,730 people, Frey found.

He also noted the huge turnaround in immigration, tracing a peak influx of more
than 47,000 reported in July 2015 to only 12,600 last year.

More on the census:

¢ In the latest release, data showed that the number of White people in the United
States fell for the first time since 1790. The White population also decreased in
D.C.

e Population growth across the United States was also at the second-slowest pace in
history, and the “places to be” have also shifted. Meanwhile, America’s developed
areas are growing.

e Historically, the census has never been delayed. But there have been past fears of
an inaccurate count, and results have been used to target minorities.
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Berkshire Hathaway Net Earnings Rose 11% in Fourth Quarter
by Justin Baer — WSJ — Feb. 26, 2022

Warren Buffett’s
conglomerate records $90
billion net earnings for 2021.

Left: Warren Buffett, CEO of
Berkshire Hathaway, attending
the annual Berkshire
shareholders meeting in Omaha
in 2019

Warren Buffett's Berkshire
Hathaway Inc. said net earnings
jumped 11% on investment
gains.

Berkshire’s fourth-quarter
net earnings rose to $39.65
billion, or $26,690 per Class A
share equivalent, from $35.84
billion, or $23,015 a share, in the
same period a year before.

Operating earnings, which
exclude some investment results,
rose to $7.29 billion from $5
billion a year before.

The conglomerate runs a large insurance operation as well as a railroad, utilities,
industrial manufacturers, retailers and auto dealerships. It also manages a large
portfolio of investments.

Many of Berkshire’s businesses posted higher revenue last year, reflecting the
economy’s broad recovery from the disruptions caused by the coronavirus pandemic as
it swept through the globe in early 2020. And as growth accelerated, some parts of
Berkshire were confronted with the same supply-chain issues and spiraling prices that
beset other companies last year, analysts said.

An accounting-rule change in recent years has meant that Berkshire’s earnings
often reflect the larger performance of the stock market, while Mr. Buffett has said
operating earnings more accurately reflect the firm’s vast business operations.

The S&P 500 rose 27% in 2021, the index’s third consecutive year of double-digit
growth; on a total-return basis, which includes dividends, the benchmark notched a
28.7% gain. Berkshire’s stock edged it out, with an annualized total return of 29%.
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In the fourth quarter, Berkshire reported $32.36 billion in gains on investments and
derivatives. That was up from $30.83 billion a year earlier.

Berkshire’s Class A shares closed Friday at $479,345, up 5.5% for the year. Class
B shares, which have risen 6.1% in 2022, closed at $319.24 on Friday.

The company produced annualized gains of 20% from 1965 to 2020, outperforming
the S&P 500’s 10.2% gains, including dividends. In recent years, Berkshire’s
performance has slipped. The company’s annualized total returns over the past five
years were about 13%, compared with 18% for the S&P 500.

Mr. Buffett’s long record of savvy deal making and investments earned him the
nickname “the Oracle of Omaha.” Last year, though, was a quiet one for Berkshire in its
quest for big acquisition targets. The company remains an active buyer of its own
stock; Berkshire spent $51.7 billion on repurchases in the past two years, Mr.
Buffett wrote in his annual letter to shareholders.

“Periodically, as alternative paths become unattractive, repurchases make good
sense for Berkshire’s owners,” Mr. Buffett wrote. “That expenditure left our continuing
shareholders owning about 10% more of all Berkshire businesses.”

As of Feb. 23, he wrote, Berkshire had spent another $1.2 billion on buybacks
in 2022.

“‘Our appetite remains large but will always remain price-dependent,” Mr. Buffett
wrote.
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Consumers Retreat as Rising Prices Bite
by Harriet Torry and Rina Torchinsky — WSJ — Jun. 16, 2022

Americans’ retail spending declined in May as consumers felt the pinch from
inflation, higher gasoline prices and rising interest rates.

Retail sales — a measure of spending at stores, online and in restaurants — fell a
seasonally adjusted 0.3% in May from the previous month, the Commerce Department
said Wednesday. That was the first decline in month-over-month retail spending this
year.

The pullback in spending is another indicator that the economy is losing
momentum as the Federal Reserve raises interest rates to combat historically high
inflation.

Consumer spending, buoyed by strong job growth and stimulus measures, was the
backbone of the country’s economic recovery since a brief recession occurred in early
2020. That strength is fading in the face of the strongest pace of inflation in four
decades. “Now consumers are planning to take a back seat,” said Beth Ann Bovino,
U.S. chief economist at S& P Global Ratings. “How far they’re planning to sit back —it’s
still an open question.”

A sharp drop in vehicle sales — due to high prices, low inventory and rising interest
rates on car loans — played an outsize role in the decline in month-over-month retail
spending. Consumers also reined in their spending on goods such as furniture,
electronics and online purchases.

Higher borrowing costs are hitting the housing market as well, with the National
Association of Home Builders reporting Wednesday that confidence among home
builders in the U.S. decreased in June for the sixth consecutive month.

More broadly, monthly job gains slowed in May, as did annual wage increases.
Consumer spending eased in April and the saving rate fell to the lowest in 14 years,
suggesting many Americans are tapping savings to offset cost increases from inflation.

The weaker-than-expected retail sales in May and a downward revision to April
spending prompted some economists to downgrade their expectations for economic
growth in the second quarter. The economy contracted in the first quarter.

JPMorgan Chase & Co. analysts lowered their forecast for U.S. gross domestic
product growth to an annual rate of 2.5% in the second quarter from 3.25%
previously. Data firm IHS Markit cut its growth estimate to 0.9%.

Excluding autos and gasoline, retail sales rose just 0.1% in May, well behind the
pace at which prices increased last month. Unlike other reports compiled by the
government, retail sales aren’t adjusted for inflation. Soaring gasoline and grocery
prices meant households shelled out more on them in May — Americans are spending
over 43% more on gasoline than a year ago and nearly 9% more on groceries.
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Retail sales were up 8.1% last month from a year earlier, a robust gain but below
the blistering pace of inflation, which was up to 8.6% in May from a year earlier,
according to the Labor Department’s consumer- price index.

The Fed’s decision Wednesday to raise its benchmark federal- funds rate to a
range between 1.5% and 1.75% will make car loans and credit-card debt more
expensive in the months ahead. Still, Fed Chairman Jerome Powell said he
thinks consumers are in good shape, and the economy is well positioned to deal with
higher interest rates. “Overall spending is very strong,” Mr. Powell told reporters,
adding the central bank isn’t seeing a broad slowdown.

Consumers are getting less for their money due to rapidly rising prices. The
dynamic is also driving a shift from discretionary purchases such as furniture and
electronics to essentials like food and gasoline.

U.S. retail and food services Change in retail sales from a year earlier, by type of business
sales, month-to-month change

2 Gasoline stations 432%
Restaurants and bars | 175%
Grocery stores 8.7%
overall [ 81%
Food and beverage stores 79%
Home-improvement stores | 6.4%
Clothing and accessories stores 6.1%
-o'gz Health and personal-care stores | 4.8%
2 General-merchandise stores | 2.5%
MJJASONDJFMAM -37% | Auto deaterships

Note: Seasonally adjusted
Source: Commerce Dept. via St. Louis Fed (month-to-month); U.S. Census Bureau (by type of business)
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Fed Begins Shrinking $8.9 Trillion Portfolio
by Nick Timiraos — WSJ — Jun. 3, 2022

Central bank is trimming its asset holdings by not reinvesting proceeds when
securities mature.

The Federal Reserve began the process Wednesday of shrinking its $8.9 trillion
asset portfolio. Here are answers to five of the most commonly asked questions from
readers about how it works.

When the Fed shrinks its asset portfolio, is it selling bonds?

No. The Fed dramatically expanded its portfolio in March 2020 to stabilize
dysfunctional markets, and then it continued to purchase Treasury and mortgage-
backed securities in large quantities after that to provide additional stimulus to the
economy by holding down longer-term yields. It ended those purchases in March 2022
and has been keeping its holdings steady since then by reinvesting the proceeds of
maturing securities into new ones.

As of June 1, the Fed will let up to $30 billion in Treasurys and $17.5 billion in
mortgage bonds mature every month without investing the proceeds. The central
bank is shrinking its holdings passively, or by attrition. (Because none of the Fed’s
Treasury holdings mature until June 15, this process for Treasurys doesn’t actually take
effect for two more weeks.) In September, the Fed will allow twice as many securities —
$60 billion in Treasurys and $35 billion in mortgage bonds — to run off its portfolio.

What about mortgage securities? Some Fed officials have said those could be
actively sold at some point. Why?

The Fed has said that over the long run, it wants to own primarily Treasury
securities. Selling mortgage assets would more quickly shift the composition of its
asset holdings toward Treasurys.

The Fed didn’t actively sell mortgage bonds last decade, but it never ruled out such
sales. And it hasn’t ruled out sales of its $2.7 trillion in mortgage-backed securities at
some point down the road this decade, because it will take a long time to shrink those
holdings passively.

The 30-year mortgage rate has increased by more than 2 percentage points over
the past six months, which will lead to much lower refinancing volumes and therefore
fewer early pay-downs of such long-term securities in the coming years. The upshot is
that even though the Fed will allow up to $35 billion in mortgages to run off its portfolio
by September, in most months, the Fed might see less than $20 billion in securities
decline through passive runoff.

Officials haven’t decided whether or when to sell securities, and minutes from the
Fed’s recent policy meetings haven’t provided many clues about the debate inside
the central bank’s rate-setting committee.

What does the Fed do with money it gets from payment of principal on holdings?
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The Fed essentially created money out of thin air to buy the bonds. Now, it
will destroy the money in the same way.

When private investors buy bonds, they use cash, borrow funds or sell assets to
raise the money to make that purchase. The Fed is different. It doesn’t have to do any
of those things because it can electronically credit money to the accounts of bond
dealers who sell mortgage- backed securities or Treasurys.

When the Fed purchases a security, it creates a bank deposit known as a
reserve that shows up in the account of the seller. When the process is
reversed, instead of reinvesting the proceeds of maturing bonds, the Fed erases them
electronically. It doesn’t print currency to purchase the bonds, and so it won’t be
destroying any paper currency. The electronic money essentially vanishes from
the financial system.

The New York Fed provides a detailed breakdown of the accounting on its Liberty
Street Economics blog.

Federal Reserve asset holdings $89 TRILLION Bank reserves held at the Fed
as ashare of GDP
$8 trillion 20%
6 15
Other assets
4 w 10
2 Treasury securities 5
d Mortgage securities 6
R R 2012 15 00 20 ‘22

What effect does this have on the economy?

There is no consensus on the effects of the Fed’s asset purchases, sometimes
called quantitative easing, and the portfolio runoff, sometimes called quantitative
tightening. Several analysts have suggested that the runoff could be equivalent to one
or two quarter- percentage point increases in its benchmark short-term interest rate. In
theory, the Fed’s purchases should reduce long-term yields by pushing down the so-
called term premium, or the extra yield that investors receive for holding longer-dated
assets. Analysts at JP-Morgan Chase have estimated that each $1 trillion in Fed
bond purchases during and after the 2008 financial crisis reduced the term premium
on a 10-year Treasury note by 0.15 to 0.2 percentage point. Runoff should boost
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the term premium by increasing the supply of bonds that private investors must now
absorb, pushing their prices down and raising yields.

When will the Fed stop its portfolio runoff?

The end date isn’t clear. In 2019, the Fed slowed its runoff program much sooner
than most officials had initially anticipated, and halted the runoff in July 2019, when the
Fed cut interest rates amid concerns over an economic slowdown. In September 2019,
turmoil in overnight lending markets led officials to conclude that they had drained too
many reserves from the financial system, leading them to make a U-turn and increase
the portfolio for several months. That fine-tuning was mooted by the aggressive
response to the Covid-19 pandemic in March 2020.

In a February speech, Fed governor Christopher Waller said he thought reserves
as a share of gross domestic product — around $3.8 trillion, or 16% of GDP at the end of
March — could potentially decline to levels in early 2019, when they were around 8% of
GDP. Projections released last month by the New York Fed suggested this might be
consistent with allowing Treasury and mortgage holdings to decline to around $6 trillion
in mid-2025.

Mortgage bonds and debt
= Share of mortgage bonds issued by \

government-related entities owned

by the Fed
20

I\
10 —\/ Share of publicly held U.S. debt J
owned by the Fed

2
2003 ‘05 ‘10 15 ‘20 '22

Sources: Federal Reserve (assets, mortgage bonds, bank reserves, debt); Treasury Dept. (debt); Commerce Dept. (GDP)
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Fed Sets Biggest Rate Rise since 1994
by Nick Timiraos — WSJ — Jun. 16, 2022

The U.S. Central bank boosts its benchmark by 0.75 point, signals further
rapid tightening in 2022.

The Federal Reserve approved its largest interest-rate increase since 1994 and
signaled it would continue lifting rates this year at the most rapid pace in decades to
combat inflation that is running at a 40-year high.

Officials agreed to a 0.75 percentage-point rate rise at their two-day policy meeting
that concluded Wednesday, which will increase the Fed’'s benchmark federal-funds
rate to a range between 1.5% and 1.75%.

New projections showed all 18 officials who participated in the

e meeting expect the Fed to raise rates to at least 3% this year, with at least
s‘- A half of all officials indicating the fed-funds rate might need to rise to

“ around 3.375% this year.

| Left: "We're not trying to induce a recession now. Let's be clear about
that,” said Fed Chairman Jerome Powell at a news conference.

But he said it was becoming more difficult to achieve a so-called “soft landing,” in
which the economy slows enough to bring inflation down while avoiding a recession.
That represented an implicit concession that the risks of a downturn could rise as the
economy digests tighter monetary policy.

“It is not going to be easy,” Mr. Powell said. “There’s a much bigger chance now
that it'll depend on factors that we don’t control. Fluctuations and spikes in commodity
prices could wind up taking that option out of our hands.”

Stock prices ended the day higher after toggling between positive and negative
territory before and after the decision, with the S&P 500 closing 1.5% higher, snapping
a five-day losing streak. U.S. government bonds rallied after sliding in recent weeks in a
selloff that had pushed yields to their highest levels in more than a decade.

Wednesday'’s rate increase marked an abrupt change from unusually precise
guidance delivered by many members of the rate-setting Federal Open Market
Committee in recent weeks, who had indicated they would raise rates by a smaller half
percentage point, as officials did at their meeting last month.

Mr. Powell said the committee had decided to approve the larger rate rise due to
concerns over recent data on inflation and expectations of future inflation, which
economists believe play a key role influencing actual price rises. He said officials
decided it didn’t make sense to wait until July to move to a larger rate increase.

Last week, the Labor Department reported the consumer-price index rose 8.6% in
May, driven by higher energy prices. Rising fuel prices and supply-chain disruptions
from Russia’s war against Ukraine have sent prices up in recent months.
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Mr. Powell’s comments indicated that the Fed “will have to keep jamming on the
brakes even if growth struggles, and the market didn’t get it,” said Priya Misra, head of
interest-rate strategy at TD Securities.

Ms. Misra warned that markets would face higher volatility until inflation is clearly
diminishing. “Today, everyone is cheering, but if inflation has not peaked, we will have
to go through the stress of the last few days all over again,” she said.

The Federal Reserve lifted rates by 0.75 Median projections of Federal Reserve Board members
percentage point, its largest increase since 1994, and Federal Reserve Bank presidents
as it races to slow the economy and combat PCE INFLATION GROSS DOMESTIC PRODUCT

inflation running at a 40-year high.
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Note: Federal-funds target rate shows midpoint of range since 2008. GDP is adjusted for inflation and seasonality for 4Q of each year.

The Fed has faced growing criticism in recent weeks for not acting sooner to
withdraw aggressive stimulus it deployed through most of last year. “Powell took a bold
decision today, and it sends the kind of message the economy needs to hear,” Rep.
French Hill (R., Ark.) said.
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Expectations of a larger rate rise and a steeper path of rate increase had
convulsed bond markets in recent days. Over the five days through Tuesday, the two-
year Treasury yield had climbed by 0.7 percentage point, the largest such increase
since 1982, according to JPMorgan Chase.

The committee vote was 10-1, with Kansas City Fed President Esther George
dissenting in favor of a half-percentage-point, or 50-basis-point, increase.

“Clearly, today’s 75-basis-point increase is an unusually large one, and | do not
expect moves of this size to be common,” Mr. Powell said. “From the perspective of
today, either a 50-basis-point or a 75-basis-point increase seems most likely at our next
meeting” on July 26-27.

Wednesday’s rate increase returns the Fed’s benchmark rate to its level in early
March 2020, before the Fed slashed it to near zero as the Covid-19 pandemic hit the
U.S. economy. But interest rates in the U.S. and many other wealthy nations
remain at very low levels historically.

Mr. Powell said he expected the central bank would raise rates to levels designed
to slow the economy. “We think that policy is going to need to be restrictive, and we
don’t know how restrictive,” he said.

At the same time, Mr. Powell said he saw no signs of a broader slowdown in the
economy. “You're seeing continuing shifts in consumption...but overall spending is very
strong,” he said.

Wednesday’s projections showed officials see the fed-funds rate peaking at around
3.75% by the end of 2023, up from the 2.75% rate that officials projected in March but
slightly below what interest-rate futures markets had anticipated earlier this week.

Such a pace of increases would nevertheless represent the most aggressive rate-
rise cycle since the 1980s. The central bank has also initiated a program to withdraw
stimulus by shrinking its $8.9 trillion asset portfolio through attrition; the Fed is passively
reducing its holdings as those securities mature.

The Fed’s monetary-policy statement removed a line that, in May, had indicated
officials expected inflation to return to 2% and for the labor market to remain strong as it
raised rates. Mr. Powell said the removal of that sentence reflected the sense that the
Fed couldn’t reduce inflation to 2% by itself while maintaining a strong labor market.

“The worst mistake we could make would be to fail” to bring down inflation, Mr.
Powell said. “It's not an option. We have to restore price stability.”

The projections revealed that all but one official expect unemployment to rise over
the next two years, an implicit acknowledgment of rising recession risks. The median
projection showed the unemployment rate, which stood at 3.6% in May, ending at 3.7%
this year before rising to 4.1% in 2024.
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“Powell told us policy is going to create a recession, but soft peddled it enough to
leave markets to figure that out for themselves,” said Steven Blitz, chief U.S. economist
at TS Lombard.

The fed-funds rate, an overnight rate on lending between banks, influences other
consumer and business borrowing costs throughout the economy, including rates on
mortgages, credit cards, saving accounts, car loans and corporate debt. Raising rates
typically restrains spending, while cutting rates encourages such borrowing.

The U.S. mortgage market has been slammed by the prospect of tighter money,
and many lenders were quoting a 30-year fixed rate above 6% on Monday and
Tuesday, levels not reached since 2008.

Mortgage rates stood near 3% at the beginning of the year. “You can’t double
mortgage rates in a six month span and live to tell about it,” said Lou Barnes, a
mortgage banker in Boulder, Colo., who expected housing to go through a sharp
slowdown. “At 6%-plus, mortgages will be very painful.”

Markets began to anticipate the larger 0.75-percentage-point increase after a
disappointing inflation report on Friday.

Some former Fed economists said the central bank risked sparking greater market
volatility after the surprising shift to a larger rate rise. “It raises questions of whether
they’re in control of the situation. It is panicky,” said Vincent Reinhart, chief economist at
Dreyfus and Mellon.

Others said they viewed Mr. Powell's decision as a sign that he was more
committed to bring down inflation even if it risked a downturn. “If he’s willing to blow up
carefully laid plans to deliver a hawkish surprise, we should take him at his word that he
will stay the course,” said Ellen Meade, who retired from the Fed last August as a senior
policy adviser.
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Food Prices Keep Going Up as Costs Surge
by Jaewon Kang and Annie Gasparro
Heather Haddon and Patrick Thomas contributed to this article.
Consumer price index, change from a year earlier Some of the nation’s
biggest food suppliers
12 and restaurants,

including Kraft Heinz Co.
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Cory Onell, chief

sales officer at Kraft Heinz, wrote in the memo to retailers that inflation continues to
affect the economy and shape consumption patterns. Costs continue to rally and the
persistence of increases makes it necessary to announce price changes, he wrote.

From farmers and factories to grocery stores and restaurants, many executives say
they are experiencing jaw-dropping cost increases for labor, packaging, ingredients
and transportation. The rise of fuel prices is making it more expensive to produce
and sell food. Food retailers and restaurants have said they are passing along some
wholesale price increases and additional costs to consumers.

The Labor Department on Friday said grocery prices rose 11.9% in May over the
past year, and prices increased 7.4% at restaurants and other food venues outside the
home in the period. For both, it marks the biggest jump in over four decades.

Russia’s invasion of Ukraine, one of the world’s top grain-producing regions,
is lifting the price of pantry staples, cooking oils and livestock feed for meat. Bad
weather affecting other big crop-producing countries, including in parts of South
America, Australia and India, is fueling the global crunch, too.

Kraft, commenting on the coming price increases, said they reflect the costs of
production the industry is facing.
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Many food makers, including Kraft, have already raised prices this year. Kraft
has raised prices 13.9% since 2019, Chief Executive Officer Miguel Patricio said at an
investor conference this month. He said other brands have followed, and because price
increases are widespread across stores, consumers aren’t reacting as much as they
have historically.

Still, in recent months, more people have switched to buying less expensive brands
or cuts of meat at grocery stores and eating out at restaurants less often, industry
executives said, as inflation and gas prices weigh on household budgets.

Companies are finding other ways to offset inflation, too. They sell smaller
packages for a higher price per ounce. And they make operations more efficient to
save money. Kraft, for example, said it is improving its productivity at factories. “If we
only rely on price increases, we're going to have problems,” Mr. Patricio said.

To soften the blow of price increases, food makers also provide deals. Kraft said it
is offering some larger package sizes for a better value.

McDonald’s is studying the impact of its restaurants’ price increases to make sure
they aren’t too much for consumers, lan Borden, head of McDonald’s international
business, said during an investor conference Thursday. The chain also wants to ensure
McDonald’s remains a good value for customers.

“We have the approach that we want to do more frequent increases but at smaller
levels,” Mr. Borden said.

The chain’s franchisees ultimately determine prices at their locations, and some
McDonald’s restaurant owners said they are increasing prices now given rapidly
escalating costs, particularly for fuel.

At grocery stores, discussions with vendors about price increases are increasingly
tense mdustry executives sald as retailers worry they will lose shoppers from sticker
\=eef, o shock.

Left: More people have switched to less expensive cuts
of meat.

‘ In April, Campbell Soup Co. told retailers that it
would soon implement its third round of price
increases in the past year, affecting products that are
increasingly expensive to make. CEO Mark Clouse said
higher prices on some of its condensed soups have
A “ hurt sales to baby boomers. But sales volume of
Campbell’s Chunky soup st|II rose 8% in the latest quarter despite significantly
higher prices.

Mr. Clouse said on a recent conference call that the company was trying to keep
prices as reasonable as possible. “We know the pressure that consumers are feeling,”
he said.
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Mondelez International, Inc. CEO Dirk Van de Put said this month that the snack
maker’s price increases haven'’t curtailed purchases, which he said was surprising. But
there will be a lot more price increases to come over the next year, he said.

Meat prices have surged over the past year as processors have said their
factories remain short-staffed, so they can’t slaughter as many cattle, hogs and
chickens. Meanwhile, demand from grocery stores and restaurants hasn’t let up,
executives have said, contributing to higher meat prices. Boneless, skinless chicken
breast prices, for example, are up 68% since the start of the year, according to the
Agriculture Department.

Tyson Foods Inc., the biggest U.S. meat processor by sales, said it increased
beef prices by an average 24% over the three months ended April 2, while its costs
increased 15% over the quarter because of higher expenses for animal feed, freight and
labor.

Sanderson Farms Inc., the third-largest chicken producer, said last month that it
raised prices for its products by about 34% for the quarter that ended April 30.

Hormel Foods Corp., the maker of Spam, said prices for corn and soybean meal
for livestock feed were up more than 125% and 40%, respectively, as of early May.
High feed prices are expected to continue, company officials said, especially with
farmers getting off to a late planting start this year because of cold and wet weather
across the Midwest this spring.

The highly pathogenic avian influenza outbreak that has led to the death of
nearly 40 million birds has also sent the price of eggs and turkey products higher in
recent months, analysts and Hormel officials have said.
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Gas Prices Hit New Highs in Portland Metro, across Oregon;
$5 a Gallon Now the Norm Nationwide
by Jayati Ramakrishnan — Oregonian — Jun. 15, 2022

Gas prices hit new highs in Portland metro, across Oregon; $5 a gallon now the norm nationwide - oregonlive.com

Oregon gas prices

Gas prices are at record highs.

Mational Avg — State — Portland Eugene Salem Medford

Dave Cansler/staff
Source: AAA

The price of a gallon of gas in the Portland area hit a new high of $5.59 on
Tuesday, up 8 cents from a week ago, as the nationwide average topped $5 for the
first time.

Oregon’s average price for a gallon of regular was $5.54, up 8 cents from last
week and also a record, and motorists nationwide were paying an average of $5.02.

Gas prices are setting new records nearly every day.

Demand remains high, said AAA Oregon/Idaho spokesperson Marie Dodds, and
the climbing prices haven'’t deterred people from getting out on the road.
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“People seem eager to drive and take summer vacations after staying close to
home for two years during the pandemic,” Dodds said.

U.S. gas prices

Oregon has the nation’s sixth-highest gasoline rates per gallon as of
June 14.

National retail
prices

54.49 S6.44

Dave Cansler/staff
Source: AAA

High gas prices are mainly driven by crude oil costs, now above $120 a barrel.
The U.S. and several other countries placed strict sanctions on Russia, one of the
world’s largest oil producers, after its invasion of Ukraine earlier this year. Those
constraints have driven global oil prices higher.

Oil companies, including those in the U.S., also have not ramped up
production to meet a rebound in demand since the start of the pandemic.

Prior to this year, Oregon and national gas prices had peaked in the summer of
2008. Oregon’s $4.29 per gallon record from that year would be about $5.76 today,
accounting for inflation.
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Gas prices are now above $4 a gallon in all 50 states, and nearly half the country is
averaging more than $5 a gallon. California is the only state with gas averaging
above $6.

Oregon’s gas prices are sixth-highest in the nation, behind California, Alaska,
Nevada, Washington and lllinois.

Oregon gas prices

Gas prices remain at record highs.
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County Gas price

Baker $5.339

Benton
Clackamas
Clatsop
Columbia
Coos
Crook
Curry
Deschutes

Douglas

Dave Cansler/staff
Source: AAA

County Gas price

Gilliam
Grant
Harney
Hood River
Jackson
Jefferson
Josephine
Klamath
Lake

Lane

Dave Cansler/staff
Source: AAA



Docket No. UE 399 Staff/109
Muldoon/21

County Gas price

Lincoln

Linn

Malheur $5.202
Marion
Morrow
Multnomah
Polk
Sherman

Tillamook

Umatilla $5.330

Dave Cansler/staff
Source: AAA

County

Union
Wallowa

Wasco

Washington
Wheeler

Yamuhill

Dave Cansler/staff
Source: AAA

In Oregon, Curry County’s gas prices remain the highest, this week reaching $5.73
a gallon. Coos, Josephine and Harney counties all follow close behind. Multnomah
County is averaging $5.64 a gallon.
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How Utility Stocks Have Kept Their Spark
by Jinjoo Lee — WSJ — May 14, 2022

Sector isn’t cheapest place to park money, but right now a compelling enough
argument seems to be that there are few alternatives

The utility sector’s rally is something of an anomaly
given the macroeconomic environment.

Rising interest rates and inflation are typically a circuit breaker for richly
valued utility stocks, but these are unusual times.

The sector is the second-best performing one in the U.S. behind energy year
to date, trouncing the S&P 500 by 15 percentage points through Friday. That leaves
utility stocks trading at almost 20 times forward 12-month earnings on average —
close to an all-time high and nearly a fifth richer than the S&P 500. The last time
utilities fetched such a large premium was during the Covid-19 market panic in March
2020. The staid sector has typically traded at a slight discount to the broader index over
the past decade.

As markets fear a recession, being in the business of collecting monthly checks is
understandably appealing to investors. Cash-strapped consumers are more likely to
pull back on eating out or shopping before risking that the power or gas will be shut off.
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And, by some measures, utilities look more defensive today than they have in past
years, according to Jay Rhame, chief executive officer of Reaves Asset Management,
which manages utility exchange-traded funds. In recent years, utilities have become
much simpler, having sold or spun off units that are riskier than or less related to their
regulated, monopoly business. Exelon, for example, spun off earlier this year a
business unit that has exposure to competitive electricity markets. CMS Energy last
year sold off a bank subsidiary.

High Voltage
Utility industry’s valuation premium/discount compared with the S&P 500
30% RECESSION
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Source: S&P Global Market Intelligence

Still, the sector’s rally is something of an anomaly given the macroeconomic
environment. Utility stocks tend not to take well to rising interest rates for two
reasons: First, utilities have large debt burdens, with those in the S&P 500 on
average carrying net debt that is more than five times earnings before interest,
taxes, depreciation and amortization, according to S&P Global Market Intelligence.
Second, they are a bond substitute. When interest rates rise, utilities’ dividend
yields start looking less attractive compared with Treasurys. At one point during
the early-2020 recession, the dividend yield on utility stocks was nearly 4
percentage points higher than the yield on 10-year Treasury notes. That edge is
now just 0.17 percentage point.
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In addition, high inflation tends to be bad news for utilities. When inflation starts
pushing up overall costs for households, it becomes harder to persuade utility
regulators to grant higher rates. Regulators are typically either appointed by
governors or elected, so they aren’t immune to the sentiments now prompting
politicians to blame companies—ranging from oil producers to supermarket chains—
for causing consumer pain.

Diminishing Yield Power
S&P 500 utility group’s dividend yield minus 10-year U.S. Treasury yield

4.5 percentage points RECESSION
40

3.5

2018 '20
Source: S&P Global Market Intelligence

“Price caps, as seen abroad in the U.K. and elsewhere, have strained companies’
ability to successfully invest and earn at full ROE,” wrote Nicholas Campanella, equity
analyst at Credit Suisse, in a report, referring to return on equity. He added that such
moves don’t seem likely in the U.S. just yet, but that they are worth monitoring. At the
moment, though, the fear regarding inflation’s destructive effect on fixed-income
investments might be overriding the other inflation problem.

“At least with utilities, you get a growing income stream. And you’d think that
the utility income stream could be better in an inflationary environment than a fixed-
income stream,” said Mr. Rhame.

The question is just how much those streams will be pinched by high interest rates
and inflation. Moreover, industry-specific clouds also loom over the sector, including
the lost momentum in Congress for what was widely known as the Build Back Better
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package, which included clean-energy incentives. The most recent roadblock is the
U.S. Commerce Department’s investigation into whether Chinese solar producers are
circumventing solar tariffs — a development that could substantially delay new solar
build-out plans. Because utilities’ returns in large part are based on how much they
spend on the grid, delays to spending plans can damp earnings growth.

With investors seemingly finding new worries around every corner lately, the forces
holding the rest of the market back can make utilities look like a hidden jewel one
moment and a lump of expensive coal in the next. In a softening stock market, though,
these power lines are starting to look stretched.

Dividend yield of sectors in the S&P 500 and the 10-year U.S. Treasury yield
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Inflation is Outpacing Oregon Wages
by Mike Rogoway — Oregonian — April 3, 2022

https://www.oregonlive.com/business/2022/04/inflation-is-outpacing-oregon-wages-heres-how-major-industries-measure-up.html
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Here’s how major industries measure up.

Oregon wages losing ground

Pay is rising fast but inflation - at 7.9% — is outpacing many workers' gains.

Annual change

(adjusted for Number of
Industry Average wage inflation) workers
Total private sector $31.11 ‘ -1.6% 1,624,700
=tiesiona anc $33.69 6.4% 303,500
health services
Construction $£37.80 m 111,700
Other services $27.53 4.9% 58,600
Leisure and hospitality $20.46 m 193,100
T, MRnSHOREtoN $27.66 #—u.g% 364,400
and utilities
Fotesional A $36.10 4-3,5% 255,000
business services
Financial activities $34.87 ‘—3,9% 104,800
Manufacturing $29.38 ~4.8% 191,400
Wage data is not available for some private-sector industries.
OREGONLIVE
Source: Oregon Employment Department = Get the data irltmtmlll:hl

On paper, Oregon wages are rising rapidly. But anyone who’s been to the grocery

store, gas station or brewpub recently can tell you that’s not the whole story.
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The state’s average, private-sector hourly wage was $31.11 in February, according
to new survey data out from the Oregon Employment Department. That's up $1.82 from
a year earlier.

But factoring in annual inflation, which was 7.9% in February, Oregon workers
actually lost ground. They were effectively making less than they were a year earlier.

In Oregon, “real wages” fell by 1.6% in February. Inflation-adjusted paychecks
dropped by even more rapidly nationwide, down 2.6%.

Economists have many explanations for why inflation is running at its hottest pace
in four decades.

The global supply chain crunch has demand for goods outpacing supply, which
pushes up prices.

People came out of the pandemic recession with more to spend, thanks to stimulus
payments and rising wages. That gave retailers the flexibility to pass along some of
their higher costs to shoppers.

And it's not just supplies that cost more — workers do, too. Oregon has more open
jobs than unemployed people, forcing companies to bid up wages to bring in staff.

Those raises vary considerably across industries. Many lower-paid professions
and in-demand jobs are still outpacing inflation.

Take Oregon’s hospitality sector, which was paying an average hourly wage of
$20.46 in February. That's up 4.1% from a year earlier, even after accounting for
inflation.

David Cooke, statistics coordinator for the employment department, said the
rising wages probably reflect the pandemic’s unique effect on hospitality jobs.

Restaurants, bars and many other attractions closed altogether early in 2020 when
the state ordered mandatory lockdowns to prevent the spread of COVID-19.

“Then when the demand and conditions returned more toward normal, many of the
workers had found jobs in other industries,” Cooke said. “So it is tough to attract them
back to the restaurant industry.”

Additionally, Cooke noted, hospitality work and other relatively low-paying
industries have reaped a boost from rapid increases in Oregon’s minimum wage. The
hourly minimum has climbed from $9.75 in 2016 to $14 an hour today.

Skilled jobs, like construction and nursing, are in high demand and have pushed up
Oregon wages in their categories (up 5.2% and 4.1%, respectively, both handily
outpacing national wage gains).

But Cooke said other factors may be at work. He notes that the number of people
working in nursing and residential care facilities, a relatively low-paying job, has fallen in
the past year. With fewer jobs at the bottom of the wage scale, that means the average
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across the sector will be greater. Meanwhile, hospitals are hiring higher-paid nursing
staff as fast as they can.

The majority of Oregon industries are paying less, after accounting for inflation.
Manufacturing suffered the biggest decline in adjusted wages, 4.8%, according to the
survey numbers. That could reflect a peculiarity of the data, according to Cooke. By
another measure, manufacturers’ own reports of wages paid, he said pay appears to
have modestly outpaced inflation over the past year.

On the flip side, the category of “other services” (which includes repair and
maintenance jobs, religious organizations and other small categories) appears to have
shown strong wage gains in the last year. But Cooke cautioned that the relatively small
number of Oregon jobs in that segment might make the data unreliable, given that the
category showed a 2.9% decline — after adjusting for inflation — nationally.

Broadly speaking, 80% of workers are losing ground to inflation, according to
federal data. And Cooke said the Oregon wage data underscores the toll inflation is
having on what workers take home.

“Wage increases have risen substantially across most industries,” Cooke said.
“But overall, wage gains have been less than consumer price increases.”
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Inflation-Proof Stocks in Demand
by Karen Langley — WSJ — Apr. 18, 2022

Investors seek out travel companies in addition to energy and utilities shares

Investors are on the hunt for companies with the magic words during any spell of
inflation: pricing power.

With consumer prices rising at their fastest pace in 40 years and stocks wobbly
over the Federal Reserve’s plans to raise interest rates, investors are putting a premium
on firms whose customers will accept price increases, happily or otherwise. They are
trawling through an unsettled market, with the S&P 500 down 7.8% to start 2022 and
the tech-heavy Nasdaq Composite off 15%.

Last week, in a reprise of the reopening trade that has emerged at points
throughout the Covid-19 pandemic, many traders decided that travel stocks were the
play. They snapped up shares of airlines, hotel companies and cruise operators,
betting that consumers stuck at home during multiple surges of the virus would be
willing to pay steep fares and high rates to get back on the road.

The frenzy kicked off Wednesday with an earnings report from Delta Air Lines Inc.
which said that strong demand had helped it return to profitability in March. Delta
executives said demand is so robust that the company has been able to recoup
elevated fuel costs through higher fares.

Delta shares rose 6.2% on Wednesday, returning them to positive territory for the
year. But investors looked further: They sent American Airlines Group Inc. shares
soaring 11% and shares of Southwest Airlines Co. and Marriott Inter-national Inc. up
7.5% apiece in the best day for all three stocks since 2020.

Other likely winners in the fight for profitability include companies in the energy
sector, home to many of the top-performing stocks in the S& P 500 this year. Oil prices
soared with the Russian invasion of Ukraine, and the sector is expected to report rising
profit margins for the first quarter. The utilities segment, the second- strongest-
performing sector in 2022, is also projected to report higher profit margins.

“Right now pricing power is the name of the game,” said Yung-Yu Ma, chief
investment strategist at BMO Wealth Management. “Given the pent-up demand over
the past two years, travel is a big place where consumers will pay a couple hundred
bucks extra for a ticket.”

Investors this week will get another look at airline performance when United
Airlines Holdings Inc., Alaska Air Group Inc. and American Airlines report earnings.
They are just a few of the dozens of big U.S. companies, from Bank of America Corp. to
Johnson & Johnson to Tesla Inc., expected to post results.

The race higher between a company’s sales and its costs is a primary concern as
investors survey an economy marked by steep inflation. The consumer-price index
rose 8.5% in March from a year earlier, the fastest annual pace since December
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1981. Private-sector average hourly earnings were 5.6% higher in March than a year
before, and prices of energy and other commodities are up sharply this year.

Share-price and index performance since March 31
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+7.1%
. ) +41% +2.7%
3 Delta Air Lines American Airlines r Marriott
0
-3
-6
—91 '] ' ‘ . . . . » . . . ' [ . ' ' . ) ] . . ') ) . . ] 1)
April1 14 April 1 14 April1 14

Travelers passing through TSA checkpoints

2.5 millien

2022
20

15

10 \

,‘ v\ / ) "\ oy p 'A‘
0-5 . J \/ ¥ ¥
. \/

Jan. Feb, March A;')ril
Sources: FactSet (performance); Transportation Security Administration (travelers)

Many traders snapped up shares of airlines, betting
that consumers are ready to get back on the road.

Investors have been searching for clues that the surge in inflation is nearing a
peak. And they are parsing companies’ quarterly results for indications as to whether
higher costs are weighing on profits. Analysts expect the S& P 500 net profit margin to
come in at 12.1% for the first quarter, continuing a decline from a high of 13.1% in the
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second quarter of last year but still above the five-year average of 11.2%, according to
FactSet.

For airlines, the consumer-price index data held signs that rising ticket prices are
helping companies cope with higher costs.

Airline fares jumped 10.7% in March from February, leaving air-travel prices 23.6%
higher than a year earlier.

Jay Hatfield, chief executive and portfolio manager at Infrastructure Capital
Advisors, said that on Wednesday he bought shares of Delta as well as hotel-focused,
real-estate investment trusts. He was impressed by Delta’s high level of bookings.

“There’s still some Omicron headlines, and you still do have to wear a mask,” Mr.
Hatfield said. “So in light of that, to have that kind of boom, that’s pretty surprising.”

The first full week of earnings season wasn’t all good news. Shares of CarMax Inc.
dropped 9.5% Tuesday after the used-auto retailer missed earnings expectations. The
company’s chief executive said he believed consumer confidence and vehicle
affordability weighed on used-car sales.

Some investors said the market’s recent embrace of airline stocks stemmed in part
from the relative lack of options for consumers looking to fly.

It could be more difficult for a consumer-staples company to significantly raise the
price of paper products, for example, without customers fleeing to a competing brand.

“A Delta flight isn’t toilet paper,” said Kimberly Woody, senior portfolio manager at
Globalt Investments. “You can trade down there, but | can’t fly another airline out of
Atlanta. You don’t have nearly the amount of trade-off options.”

As investors try to discern where the market will head next, they will factor in the
success of companies across industries at holding down costs — and getting customers
to pay more.
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Markets Dive, Fed Eyes Bigger Rise
by Nick Timiraos — WSJ — Jun. 14, 2022
Quentin Webb, Dave Sebastian and Megumi Fujikawa contributed to this article.

Central bank weighs 0.75 percentage point boost this week as inflation data
worsen. Worries about prices send S&P 500 into bear territory, spur bets on
aggressive Fed rate moves.

A string of troubling inflation reports in recent days is likely to lead Federal
Reserve officials to consider surprising markets with a larger-than-expected 0.75-
percentage-point interest-rate increase at their meeting this week.

Before officials began their pre-meeting quiet period on June 4, they had signaled
they were prepared to raise interest rates by a half percentage point this week and
again at their meeting in July. But they also had said their outlook depended on the
economy evolving as they expected. Last week’s inflation report from the Labor
Department showed a bigger jump in prices in May than officials had anticipated.

S&P 500 bear-market entrances since 2000
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Two consumer surveys have also shown households’ expectations of future
inflation have increased in recent days. That data could alarm Fed officials because
they believe such expectations can be self-fulfilling.

The Fed raised rates by a half percentage point at its meeting last month, the first
such increase since 2000, to a range between 0.75% and 1%. The Fed last raised
rates by 0.75 percentage point at a meeting in 1994, when the central bank was rapidly
raising rates to pre-empt a potential rise in inflation.

Fed Chairman Jerome Powell has avoided surprising markets on the day of policy
meetings, instead arguing that the central bank can achieve its goals of tightening policy
by shaping market expectations.

But he also said in an interview last month that the Fed would be guided by the
economic data to come. “What we need to see is clear and convincing evidence that
inflation pressures are abating and inflation is coming down. And if we don’t see that,
then we’ll have to consider moving more aggressively,” Mr. Powell said.

At a news conference last month, Mr. Powell said the central bank would “strive to
avoid adding uncertainty” but also acknowledged the possibility of “further surprises” in
the inflation data. “We therefore will need to be nimble in responding to incoming data
and the evolving outlook,” he said.
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The Labor Department reported Friday that its Consumer-Price Index rose
8.6% in May from the same month a year ago, pushing inflation to a new 40-year
high. That was a setback for forecasters who were looking for signs that inflation had
peaked in March. Rising fuel prices and supply-chain disruptions from Russia’s
war against Ukraine have sent prices up in recent months.

A handful of Wall Street forecasters, including at investment banks Barclays and
Jefferies, said Friday after the inflation data that they expected the Fed to raise rates by
0.75 percentage point this week.

“We believe that risk-management considerations call for aggressive action to
reinforce the Fed’s inflation-fighting credibility,” Barclays economists wrote in a
subsequent report Monday. While such a move “would go against communications
leading into the blackout period,” the report said “risks of prolonged inflation have
intensified.”

After the publication of this article on Monday afternoon, other forecasters,
including at JPMorgan Chase & Co. and Goldman Sachs Group Inc., said they
anticipated a 0.75-percentage- point rate rise this week.

On Friday, a University of Michigan survey of consumers’ long-term inflation
expectations rose to its highest level since 2008. On Monday, the New York Fed
reported that its survey showed consumers’ short-term inflation expectations had
jumped and that the distribution of households’ longer-term expectations was more
varied than in the past, suggesting more households may be expecting higher inflation
to stay, even though the median didn’t rise.

Fed officials have said they would want to respond aggressively to signs that
inflation expectations were rising, or becoming “de-anchored,” because they believe the
process of wringing inflation from the economy will become far more difficult if that has
happened.
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“It's a one-two punch,” said Diane Swonk, chief economist at Grant Thornton.
“They’ve got to go now with 75. The Fed is behind the curve, and they know it.”

Bond yields, which surged Friday amid a broad market selloff, continued to
climb as that rout deepened Monday. Investors in interest-rate futures markets placed a
nearly 30% probability on the larger 0.75-percentage-point increase on Monday
afternoon, up from around 4% before last Friday’s inflation reports, according to CME
Group. After publication of this article, those market-implied probabilities rose above
90%.

Officials will have to weigh several considerations at their two-day meeting that
begins on Tuesday. They could stick with their strategy of raising rates in half-
percentage-point increments indefinitely until they see signs that inflation is conclusively
downshifting.

Such a path of rate rises would lift the Fed’s overnight benchmark rate to a range
between 2.25% and 2.5% by September, and to a range between 3.25% and 3.5% by
December. This would represent the most aggressive interval of policy tightening since
the 1980s.

Alternatively, Mr. Powell and his colleagues could signal a rising likelihood of
shifting to larger rate rises at the Fed’s meeting in late July. But if officials anticipate a
significant likelihood of such an increase at the July meeting, they could move more
aggressively now. Ms. Swonk said she expected officials to make such an argument at
this week’s meeting. “The data now is not good. The data is saying they have to do
more,” Ms. Swonk said. “We’re moving into a more inflation-prone world, and they
know that, and if they don’t derail it now, this could be incredibly corrosive.”

Already, borrowing costs set by markets have climbed faster than the Fed’s
benchmark rate. Mortgage lenders on Monday said they were beginning to quote a 30-
year fixed loan with rates above 6%, levels that haven’t been reached since 2008.

Other analysts said a larger rate jump would cause more problems for the central
bank than it would solve.

“It just opens up additional communication challenges thereafter,” said Neil Dutta,
an economist at research firm Renaissance Macro. “It suggests the Fed is losing
confidence in its forecast. We all know they were trying to catch up, but now it looks like
they are panicking.”

Mr. Dutta said he also worried that a supersized rate rise would make it harder for
the central bank to avoid a recession. “It suggests the Fed is willing to push the
economy into a ‘ hard-landing’-like scenario to get inflation under control,” he said.

The stock-market selloff deepened on Monday, with the S&P 500 entering a
bear market, as investors took another look at Friday’s inflation data and liked it even
less.
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Faced with rising chances of aggressive monetary tightening by the Federal
Reserve, investors unloaded risk. The S&P 500 slumped 3.9% as 495 of its 500
components ended the day lower. The declines left the U.S. stock benchmark down
more than 20% from its January record, sending it into a bear market for the first time
since 2020.

Even rare bets that have worked in 2022 stumbled on Monday. The energy
segment, the only one of the S& P 500’s 11 sectors in positive territory this year, fell
5.1%, a steeper decline than that of the index. The utilities group, the second-best
performer in 2022, lagged behind the market with a drop of 4.6%.

“We’re definitely seeing a risk-off atmosphere, a flight to quality,” said Charlie
Ripley, senior investment strategist at Allianz Investment Management. “In that
environment, people need to raise cash.”

The S&P 500 fell 151.23 points, or 3.9%, to 3749.63. The Dow Jones Industrial
Average dropped 876.05 points, or 2.8%, to 30516.74. The tech-heavy Nasdaq
Composite declined 530.80 points, or 4.7%, to 10809.23, off 33% from its November
record.

Markets were poised for a slight recovery. Futures for the S& P 500 advanced
0.6% Tuesday morning in Asia. Those for the Dow and the Nasdaq increased 0.5%
and 0.8%, respectively.

Shares in Asia remained under pressure. Hong Kong’s Hang Seng Index fell 1.1%,
Japan’s Nikkei 225 retreated 2% and South Korea’s Kospi Composite shed 1.2%. In
mainland China, the blue-chip CSI 300 declined 1.9%.

Meanwhile, a rout in cryptocurrencies highlighted investors’ increasing
unwillingness to hang on to their most speculative holdings. The price of bitcoin
plunged Monday below $23,000, before paring that loss to trade at 5 p.m. Eastern down
66% from its November high.

Shares of Coinbase Global fell 11%, while Celsius Network said it was pausing all
withdrawals and swaps between cryptocurrencies.

Markets have swung wildly this year as investors tried to decipher how rapidly the
central bank will raise interest rates in an attempt to tame inflation. Rock-bottom rates
and other stimulative policies helped keep the economy — as well as markets — afloat
as the pandemic idled businesses and threw people out of work.

Now, the Fed is trying to tame surging prices by unwinding that easy-money policy.
The Wall Street Journal reported Monday afternoon that the Fed, which is set to begin
its latest two-day policy meeting on Tuesday, will likely consider a bigger increase of
0.75 point after a string of troubling inflation reports.

Friday’s data showed U.S. consumer prices rose 8.6% year over year in May, the
fastest such increase since 1981. The report jolted markets and intensified fears that
the campaign of monetary tightening could tip the economy into a recession.
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“If inflation is going higher, the Federal Reserve has no choice but to raise interest
rates,” said Chris Zaccarelli, chief investment officer at Independent Advisor Alliance.
“The higher the Federal Reserve needs to raise interest rates, and the longer they need
to keep raising interest rates, the more likely it is that we go into a recession.”

On Monday, futures bets showed traders assigned a roughly 85% probability that
the Fed will raise its benchmark short-term interest rate by at least 2.5 percentage
points by the end of the year from its current range between 0.75% and 1%, according
to CME Group. That would equate to at least a half-percentage- point rate increase at
every Fed meeting this year. On Friday, traders placed the chances of that at 50%,
according to CME Group.

“It seems as though inflation is staying for longer than expected,” said Kiran
Ganesh, a multiasset strategist at UBS. “People are now beginning to fear that the Fed
will have to go further or faster in terms of interest rates.”

Government-bond yields surged on Monday as investors worried that persistent
inflation could prompt the Fed to raise rates higher and faster than expected. The yield
on the benchmark 10-year U.S. Treasury note rose to 3.371% on Monday, its
highest closing level since 2011, from 3.156% Friday. It was its largest one-day yield
gain since March 2020.

U.S. tech stocks, which soared throughout the pandemic, notched big declines.
Apple shares fell 3.8%), while Amazon.com shares lost 5.5%. Chip maker Nvidia slid
7.8% and Tesla dropped 7.1%. Meta Platforms, the parent company of Facebook, lost
6.4%.

S&P 500 performance after closing in bear-market territory”

Entered One Two Three One Three Six One
bear market weelk weeks weeks month months months year
March 2020 -29% 6.0 19 125 226 347 560
February 2009 57 -90 14 107 193 380 473
July 2008 01 30 32 41 -269 -285 -291
July 2002 -16 -8.4 -10 -13 -127 08 74
March 2001 -08 -2.3 -29 03 6.4 -74 12
Averagesince 1928 07 -08 -16 0 -16 -17 44

*Decline of 20% or more from recent high ~ Sources: FactSet (sector performance); Dow Jones Market Data (performance after entering bear market)

“This is what you call a bear market, where fear is taking place and pushing people
out of the market and having people empty up portfolios and capitulate,” said Todd
Morgan, the chairman of Los Angeles-based Bel Air Investment Advisors.

Still, Mr. Morgan said developments in the next month or two could help damp
inflationary pressures, such as lower gasoline demand after the summer and slowing
demand for houses due to rising mortgage rates.
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He added: “China opening up is a big deal, too,” as that would help ease supply-
chain constraints. Figures last week showed Chinese exports to the rest of the world
surged in May as Covid-19 restrictions eased, adding to signs of economic
recovery there. At a conference Monday, Morgan Stanley CEO James Gorman said,
“‘We’re in a brave new world right now. | don’t think anyone can accurately predict
inflation one year from now.”

In currency markets, the dollar gained against a range of its peers, with the WSJ
Dollar Index climbing 0.9% to 97.66. Higher U.S. interest rates typically boost the
dollar’s value.

Stock markets abroad on Monday were jolted by fears of tighter U.S. policy and a
potential slowdown in the world’s biggest economy. The pan-continental Stoxx Europe
600 dropped 2.4% to its lowest closing value since March 2021, while the U.K.’s FTSE
100 index fell 1.5%.

Early Tuesday, the S& P/ASX 200 index in Sydney erased 4.8%, putting the
benchmark on course for its biggest one-day drop in percentage terms in more than two
years.
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Gasoline Tops $5 a Gallon, Deepening Price Pain
by Omar Abdel-Baqui and Hardika Singh — WSJ — Jun. 13, 2022
Ginger Adams Otis contributed to this article.

The average price of a gallon of regular gasoline in the U.S. hit a record $5.01
Sunday after reaching the $5 mark for the first time Friday, with the rise in fuel costs
expected to persist throughout the busy summer driving season.

The record price, according to OPIS, an energy-data and analytics provider, comes
as U.S. consumer inflation hit its highest level in 40 years and crude oil prices
remain elevated.

Gasoline prices skyrocketed after Russia’s invasion of Ukraine earlier this
year, with traders, shippers and financiers shunning Russian oil supplies. Oil
inventories, which were already tight because of higher demand from economic
reopening, have depleted even more, with no sign of relief ahead.

That has translated to pain at the pump, further squeezing Americans’
household budgets already hit by higher prices on everything from items at the
grocery store to restaurant meals and air travel. Prices for energy jumped 34.6% from
a year earlier, while the cost of groceries rose 11.9%.

State Gas Price Average Gasoline price per gallon

$4481t0$467 $468t0%4.87 . M $471t0%$5.01 $5 $5.01
E$502t08521 W 95221086459

2010 15 20

Note: Numbers as of June 12
Source: AAA's Gas Prices

Shenetha James, a mother of four in Jackson, Miss., hasn’t seen her eldest
daughter, who lives about 700 miles away in North Carolina, since Christ-mas, because
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of high gasoline prices. “It's been kind of hard,” Ms. James said, “not being able to
really be there.”

The average cost of a gallon of regular gasoline in Mississippi was still below the
national average Sunday, at about $4.52, according to OPIS, which is part of Dow
Jones & Co., publisher of The Wall Street Journal.

Ms. James, who works for the Mississippi Department of Child Protection Services,
drives one child to basketball practice and another to work at Chick-fil-A a few times a
week. After dropping them off, to save money on gasoline, Ms. James waits in a
parking lot instead of driving back home.

“We’ve got to manage this gas to get from one pay period to another,” she said.

A report from JPMorgan last month said prices could jump to an average $6.20
a gallon by August. The cost of gasoline has already exceeded that price in
California, where it was about $6.43 on average Sunday, according to OPIS.

“People are still fueling up, despite these high prices,” said Andrew Gross, a
spokesman at AAA. “At some point, drivers may change their daily driving habits or
lifestyle due to these high prices, but we are not there yet.” AAA, an automobile
organization, obtains data from OPIS.

Some drivers are purchasing fewer gallons on each visit to gas stations but making
more frequent trips to fuel up. Patrick De Haan, head of petroleum analysis at price
tracker Gas-Buddy, said consumer resilience has remained relatively strong, even as
demand has started to waver. He projects people will more significantly adjust their
driving habits when it hits between $5.40 and $5.50. That is around the price that,
adjusted for inflation, would surpass the 2008 peak, Mr. De Haan said.

r Left: The average U.S. price of

’ ; ™ gasoline hit a record $5.01 for a
gallon of regular. The rise in fuel
costs is expected to persist all
summer.

Chris Stevenson, a 24-year-old
from New Jersey, said he’s just going
to ignore the prices for as long as
possible. “I don’t care about the gas.
I’'m doing a lot of trips,” he said while
filling up at a Manhattan gas station
Friday afternoon. The average price
in New York City was about $5.20 a
gallon on Sunday, according to OPIS.

: Pandemic-related strains have
added pressure on prices. Refineries around the world closed some plants after
Covid-19-related lockdowns and travel restrictions dragged down fuel demand.
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Now, as demand hovers closer to prepandemic levels, the shortage of online
refineries is exasperating the market and contributing to high gasoline prices.

Scott Solis, a 51-year-old resident of Goodyear, Ariz., who lives on a fixed income,
said he has limited his trips to grocery and retail stores because of high gasoline prices.

He added that he used to go on sightseeing driving trips to Sedona and Flagstaff
with his wife and friends. The average cost of a gallon of gasoline in Arizona was $5.31
Sunday. “There’s no way in heck we can do that now,” Mr. Solis said.
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Portland Metro Slammed the Brakes on Population Growth in 2021,

Census Estimates Show
by Kristine de Leon — Oregonian — Mar. 27, 2022
https://www.oregonlive.com/business/2022/03/portland-metro-slammed-the-

brakes-on-population-growth-in-2021-census-estimates-show.html

Portland syIine as seen from the Japanese Gardens early December, 2021

Population growth in the Portland area has ground to a halt in 2021 after a
period of slowing down since its mid-2010s boom, new U.S. Census Bureau data
show.

The Portland metro — defined as Multnomah, Washington, Clackamas,
Columbia and Yamhill counties and Washington’s Clark and Skamania counties
— saw its population drop 0.2% from July 2020 to July 2021, to an estimated
2,511,612 residents. That translates a loss of about 4,618 people, according to new
estimates released Thursday.

The relatively small decline conflicts with other estimates. Charles Rynerson, a
faculty member of the Population Research Center at Portland State University, said the
center’'s own estimates for 2021 showed a slight increase in population.

But both are a far cry from the rapid population growth of recent decades.
From 2000 to about 2018, the region gained an average of 30,000 residents per year.

“The story is basically, there’s definitely been less growth this past year because of
more deaths and fewer births,” he said. “And there’s been very little international
migration, nationally or locally, which is attributable in part to COVID, since people
couldn’t even enter the country.”
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Migration, both between states and internationally, has been the state’s primary
source of new residents, Rynerson said. The same goes for the Portland area.

“Generally we gain more people than we lose due to domestic net migration in
Oregon and in Multhomah County, but these estimates are saying that we lost more
than we gained,” he said.

Population change (%) in Oregon by county, 2020-2021

. < -0.5% -0.5%-0.0% 0.0%-0.5% 0.5%-1.5% . =1.5%

CREGOMLIVE
Map: Kristine de Leon = Source: U.S. Census Bureau The (')rrg.miau

Metro population numbers have turned negative as recently as 2010, according to
census numbers, when the Great Recession temporarily put a damper on growth. It
soon bounced back.

While there are anecdotal reports of people leaving large metro areas for more
spacious suburbs and rural communities during the pandemic, Rynerson said this one
year of census data doesn’t provide that kind of insight.

“There’s always lots of churn in the population,” he said. 2021 “was an unusual
year, and things may have stabilized after July, or some people may have even
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relocated temporarily. So it’s difficult to say what these estimates really mean for the
long term.”

Meanwhile, Central Oregon continued to see rapid population growth —
among the fastest in the nation.

The Bend metro area in central Oregon, which includes all of Deschutes County,
saw its population grow 2.7% — the 13th fastest growth among the nation’s 355
metro areas — to an estimated 204,801 residents. That’s a boost of about 5,446
people in the year ending July 2021, census numbers show.

Oregon metro area population change, 2020-2021

2021 POP. NET POP. CHANGE, % CHANGE, 2020-
METRO AREA ESTIMATE 20202021 2021
5:izi|rélt?gri—\.fancouver— 5 511612 q_u_%
Salem 436,283 _u.ax&.
Eugene-Springfield 383,189 _0.1
Medford 223,734 _u.z%
Bend 204,801 m m
Albany-Lebanon 129,839 _903 _ 0.7%
Corvallis 96,017 _&50 _ 0.9%
Grants Pass 88,346 241 _0.3;-:-.

OREGONLIVE
l[able: Kristine de Leon = Source: U.5. Census Bureau The (ﬂrrwniml

Nearby Crook County, home to fast-growing Prineville, saw the fastest growth
of all 36 Oregon counties. From 2020 to 2021, the county saw the population rise 3.3%
to 25,739, a boost of 816 residents.

The Census Bureau updates population estimates every year using the most
recent decennial census — in this case, the 2020 figures — as a baseline. Annual
population estimates are projected using vital records such as birth and death
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certificates, tax returns from the IRS, housing counts, building permits and school
enroliment.

It’s Been a Terrible Year for Stocks;

that’s Doubly True for Oregon Companies
by Mike Rogoway — Oregonian — Jun. 5, 2022

As Wall Street stumbled this
spring, Oregon stocks took a
dive.

From starry-eyed startups to
venerable Northwest brands,
publicly traded companies in
Oregon and Southwest
Washington are losing value. In
some cases, they’'ve been nearly
wiped out.

Of 26 publicly traded
companies in the region, 21 have
fallen faster than the S&P 500
o (down 15%.) Eleven of those
InSIght stocks have lost more than half

- I their value from their peak in the
l-'lll'lll II-IIII

past year; five are down more than
80%.
“Asset values in certain industries got ahead of where they should be, or are likely
to end up, over the past two years. This is an old story,” said Tim Duy, economics
professor at the University of Oregon.

Companies that thrived when people were staying home during the pandemic, or
promised to capitalize on new technologies, are now facing a reckoning as Wall Street
takes a more sober look at their prospects.

“‘Eventually,” Duy said, “reality sets in.”

That matters both to shareholders, who have lost a great deal of money, and to the
companies themselves. It's more difficult to raise additional backing with a depressed
stock price and rising interest rates make it more expensive to borrow.

The stock declines in Oregon and Southwest Washington reflect two separate
phenomena:
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Established companies whose values soared to unrealistic levels during the
boom that followed the pandemic; and newly public companies that are suddenly
out of favor on Wall Street amid an uncertain economic outlook.

Together, the two trends paint an ugly picture.

Take Vancouver exercise equipment company Nautilus. Although it has a well-
known brand, Nautilus’ performance has long been erratic and its sales were down
sharply in the year before COVID-19.

The pandemic reversed Nautilus’ fortunes, boosting sales as Americans stayed
away from the gym and stocked up on home exercise equipment. But like Peloton and
other pandemic darlings, Nautilus’ fortunes plunged as life began returning to normal.

Sales staled and the company fell into the red, posting big losses and bleeding
cash. Nautilus shares tanked, plunging by nearly 90%, to a little over $2 a share.

For a less extreme example, consider Hillsboro-based Lattice Semiconductor. The
programmable chip company began a turnaround in 2019, posting its first profit in eight
years and then soared as demand for computer chips boomed in the wake of the
pandemic recession.

Lattice’s business remains strong — its sales rose 30% last quarter. But investors
bid the stock up to outrageous levels last fall, evidently anticipating years of explosive
growth. Shares topped $85 in November, nearly triple where they were a year earlier.

The market for Lattice’s chips is still robust but the broader economy is not.
Inflation has spooked consumers and rising interest rates have companies talking about
a recession. So investors have severely tempered their expectations.

The result has been a sharp pullback in Lattice shares, which have fallen nearly
40%.

Other brands like Nike (down 33% from its 52-week peak) and Columbia
Sportswear (down 26%) are in the same boat, as investors recalibrate their prospects
in light of the diminished economic outlook.

More serious is the predicament facing some of Oregon’s newly public
companies. These are businesses that sought to sell investors on the idea that their
big growth was still ahead of them. Some had very little revenue, or none at all.

And with interest rates rising and uncertainty clouding the horizon, those risky bets
look a lot less appealing.

Plant-based foods company Laird Superfood, based in Sisters, made the unusual
decision to hold an IPO in 2020 even though it was a small business, just five years old,
with little track record for investors to judge.

The public bought in, at first, as sometimes happen at companies whose ideas
sound appealing. Laird approached $60 share in the months after going public.
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And while Laird’s business has grown steadily — it recorded sales of $9.3 million
last quarter — the company has given no indication it can operate profitably. Its most
recent quarterly losses totaled $14.1 million, compared to $5.3 million a year earlier.

Wall Street wants nothing to do with a story like that in these volatile times. Shares
closed Friday at $2.74, down 92% from their highest point in the last year.

It's the same story with Eugene electric vehicle manufacturer Arcimoto, which
held an IPO in 2017. The stock soared above $36 last year amid a wave of investor
enthusiasm for new transportation technologies.

But Arcimoto is still in the very early stages of ramping up its production and has
struggled against a wave of supply chain troubles. Its shares are down more than 80%
from their 52-week high, closing Friday around $3.32.

Investors have soured on six other newly public companies in Oregon and
Southwest Washington, among them Vancouver biotech startup Absci and Wilsonville
battery manufacturer ESS Tech. Neither company has meaningful revenue; they
went public last year asking investors to back the promise of new technologies that
could revolutionize their industries.

Startups are always a gamble but they look more appealing to investors when
markets are soaring, and more established stocks are trading at high valuations. With
the markets in flux, investors prefer safer bets.

Absci shares are down 89% from their post-IPO peak. ESS is down 87%.
“What we're seeing is a retreat from these risky assets,” Duy said.

Volatility isn’t uncommon with newly public companies as Wall Street learns about
the business and the businesses build trust with investors. So it’s not terribly surprising
that some of these stocks are wobbling after their debut.

Those rocky starts, though, could have other Oregon companies thinking twice
before taking the same path.
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Regional stocks, compared to their peaks

The S&P 500 is down 15% from its most recent peak. Most companies in Oregon and Southwest
Washington have fallen much further from their 52-week highs. (Stocks that went public in the last year are

in bold.)

Laird Superfood -91.8%
Absci -88.5%
Nautilus -88.1%
ESS Tech -86.5%
Arcimoto -82.3%
Digimarc -68.9%
nLight -65.5%
Willamette Valley Vineyards -63.3%
Vacasa

Expensify

Dutch Bros

Zoominfo

Schmitt Industries

Lattice Semiconductor
Continued on Next Page

Nike

Schnitzer Steel

Columbia Sportswear

Lithia Motors

Greenbrier

Umpqua Bank

Riverview Bank

Barrett Business Services

PGE

NuScale Power

NW Natural

Northwest Pipe Co.

Share price compared to each stock's highest points in the last year.
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Russian Sanctions Signal End of Free Trade in Energy
by Christopher M. Matthews, Summer Said, and Benoit Faucon
WSJ — Jun. 4, 2022

Geopolitical calculations are starting to rule market, raising costs. ‘Russia’s days
as an energy superpower are over,” according to Daniel Yergin.

Russia’s attack on Ukraine is redrawing the world’s energy map, ushering in a
new era in which the flow of fossil fuels is influenced by geopolitical rivalries as much as
supply and demand.

Over the past half-century, oil and natural gas have moved with relative
freedom to the markets where they commanded the highest prices around the
world. That ended abruptly when Russian tanks rumbled across the Ukraine
border on Feb. 24, triggering a barrage of trade sanctions by the U.S. and Europe
targeting Russia that have plunged global commerce into disarray.

This week, the European Union agreed to its toughest sanctions yet on Russia,
banning imports of its oil and blocking insurers from covering its cargoes of crude.

Whatever new order emerges won't be fully clear for years. But traders, diplomats
and other experts in energy geopolitics generally agree that it will be more Balkanized,
and less free-flowing, than what the world has seen since the end of the Cold War.

Three likely axes of energy influence are emerging: the U.S. and other Western
nations, which have used their massive economic and purchasing power as a political
weapon; China and large emerging nations such as India, Turkey and Vietnam, which
have rebuffed Western pressure and continued doing business with Russia; and
Saudi Arabia and other Middle Eastern oil-producing nations, which have sought to
maintain neutrality, and may stand to gain market share in the years to come.

“We are in a real hinge of history,” said Chas Freeman, a former U.S. ambassador
to Saudi Arabia. Mr. Freeman, who is now a senior fellow at Brown University, said
Europe can never again trust Russia to be its primary energy provider, and that
even if sanctions are lifted, countries are proposing costly new infrastructure and
endorsing long-term alternative supply contracts that will lock in the new energy map.

The new order promises to make the energy trade less efficient and more
expensive, potentially putting commodities at the center of the next global economic
crisis, said Zoltan Pozsar, a former official at the Treasury Department who now heads
short-term interestrate strategy at Credit Suisse Group AG.

‘Friend-shoring’

A German embargo of Russian crude would likely mean that instead of Russian oll
reaching Hamburg in a week or two, it would take several months to travel to China, he
noted. Conversely for Middle Eastern oil, the embargo would trigger a longer voyage to
Europe for crude that would have ordinarily gone to Asia. Such inefficiencies will
drive up the costs that underpin the energy trade, he said.
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Many predict Russia’s energy industry, the backbone of its economy, will contract
because the loss of its largest market cannot be completely replaced. Western financial
and technological sanctions will undermine Russia’s ability to maintain current revenues
and production levels, these people say.

‘Russia’s days as an energy superpower are over,” said Daniel Yergin, the vice
chairman of S& P Global and a noted oil-industry historian.

But the new map isn’t without risks to American power and the country’s
standing as the guarantor of global trade. Since the end of World War I, the dollar
has been the default currency for oil transactions, which has helped maintain its
centrality to the global economy.

Leveraging the might of the U.S. financial system to muster sanctions against
Russia has called into question its reliability as a place to store wealth, Mr. Freeman
said.

Now Saudi Arabia, India and other developing countries are exploring
conducting energy transactions in non-U.S. dollar currencies. Russia has similarly
begun seeking recompense in rubles for its fossil fuels.

“We may have had good reasons, but the U.S. has politicized the trade of
energy,” Mr. Freeman said.

Geopolitics and energy have always been linked, and U.S. sanctions against Iran
and Venezuela have disrupted global oil flows in recent years. But since the end of the
Arab oil embargo of the early 1970s, the relatively free trade of commodities, backed by
U.S. military and financial might, has been a hallmark of the international system.

That is now changing. During a speech in April, U.S. Treasury Secretary Janet
Yellen said that in the wake of Russia’s invasion, it was time to redesign Bretton Woods,
the system of trade rules adopted in 1944 that prioritized economic efficiency and
international cooperation. Ms. Yellen advocated for “friend-shoring” supply chains
of critical raw materials by deepening trade ties with “a group of countries that have
strong adherence to a set of norms and values.”

Trade flows are already being redirected as Western energy companies pull out of
Russia and shippers, lenders and insurers refuse to touch Russian exports.

The EU, in beginning to implement its embargo on Russian oil exports today, joins
the U.S., U.K. Canada and Australia. Following concerns Hungary raised about the
economic impact, the embargo will exempt oil delivered from Russia via pipelines. Still,
by the end of the year, the embargo would cover 90% of previous Russian oil imports,
EU officials said. Russian oil exports to the EU, the U.S., the U.K., Japan and South
Korea have already fallen by 563,000 barrels per day, or 32% from February to April. A
full EU ban would mean some 2.8 million barrels per day of crude and 1.1 million barrels
per day of products that normally flow into Europe will have to find a new market,
according to investment bank Piper Sandler.
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Saudi Aramco, with massive facilities such as this, has supplanted Apple Inc.
as the world’s most valuable company.

European leaders will find it more difficult to wean themselves off Russian natural
gas, which typically accounts for more than 30% of the EU’s supply and mostly
comes via pipeline. JPMorgan Chase estimates that by the end of the year Europe
will still receive between 81% and 94% of the amount of Russian gas it took in
2021. The EU has said it would stop using Russian oil and gas by 2027, but ending its
reliance on Russian energy could come at a heavy cost.

Amos Hochstein, President Biden’s coordinator for energy security, has worked
with foreign officials and energy executives to bolster alternative supplies of oil and gas
to Europe to blunt the pain.

But Europe and the U.S. are operating under an additional constraint: Mr.
Hochstein said the U.S. won’t provide incentives for long-term fossil-fuel investments
that run counter to its plan to encourage a transition to greener energy sources.

“We’re trying to help Europe, stabilize the market and protect U.S. consumers while
making Putin pay the price and do that without cheating our overall goal of reduced
fossil-fuel usage,” Mr. Hochstein said.

EU leaders have said they would now accelerate ambitious plans to build out
renewable energy projects as a result of the war, but concede Europe will need more
fossil fuels in the interim.
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Increased demand coupled with Western energy sanctions against Russia that will
cut its output may lead to physical shortages of global oil, according to Joseph
McMonigle, secretary- general of the Saudi Arabia-based International Energy Forum.

“If Russia is removed from the export market, there will be a global recession that
kills demand,” Mr. McMonigle said.

Middle Eastern producers look poised to be winners in the emerging energy map.

Saudi Arabia and other Gulf states had been under pressure to diversify away from
fossil fuels in recent years due to growing global concerns about climate change. But
President Biden called on the kingdom to drill more in the lead-up to war, a stark
turnaround from his presidential campaign, when he called the nation a pariah.

Retired Adm. Dennis Blair, who served as President Barack Obama'’s first director
of national intelligence, said despite efforts to pivot U.S. foreign policy away from the
region, the importance of the Middle East to U.S. interests has been elevated again by
the war.

“We need to have a very eyes-open, transactional relationship with Saudi, where
we do have to go back to being their ultimate provider of defense until we can electrify
our transportation and transition to more diverse energy sources,” Mr. Blair said.

State-owned energy giant Saudi Arabian Oil Co., known as Saudi Aramco, which
recently overtook Apple Inc. as the world’s most valuable company, is already receiving
more requests for its crude from buyers in Europe. More broadly, Saudi officials say the
war has shown that aggressive targets to reduce carbon emissions by rapidly cutting
fossil fuel usage were unrealistic.

“The kingdom finds it laughable that last year, several countries, including the
United States, have been pressuring them to stick to [ plans to zero out carbon
emissions by 2050] but now are asking them for more oil,” said a Saudi official.

After rejecting U.S. requests for more production for months, OPEC and its allies
agreed Thursday to a bigger-than expected output increase, allowing Saudi Arabia to
potentially pump more crude and paving the way for a potential oil-for-security deal with
the U.S. and a visit from President Biden later this month.

“The Russian invasion has taught the world one thing loud and clear: We need
more Saudi oil,” another Saudi official said.

Challenge for Russia

Russia’s new imperative is deepening ties with Asia, and especially China, to
offset the looming loss of its European market.

Such a pivot is particularly necessary for Russia’s natural-gas exports, which are
less fungible than its oil, and will require a massive infrastructure build-out to find a new
home. Russia previously exported as much as 200 billion cubic meters of gas a year to
Europe, by far its biggest market. It sold about 33 bcm to Asia last year.
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Russia has a handful of proposed pipelines and liquefied natural gas projects,
which convert the gas to a liquid enabling seaborne trade, that would boost its ability to
send gas to Asia, but many of the projects are technically challenging and expensive,
and Western sanctions will hamper their progress, say analysts.

The most important planned project is a roughly 1,600-mile pipeline connecting Russia’s
Yamal peninsula to China, called Power of Siberia 2. The first Power of Siberia project
cost more than $50 billion and took more than five years to build. It will send nearly 40
bcm a year to China at full capacity and the second could send as much as 50 bcm.

When the two countries agreed to terms on the first pipeline in 2014, China
extracted relatively cheap gas prices. “Our Chinese friends drive a hard bargain as
negotiators,” Russian President Vladimir Putin remarked at the time.

Top global suppliers and buyers, in 2020, of:

Liquefied natural gas Crude oil Natural gas via pipeline
Cubic meters Metric tons Cubic meters
SUPPLIERS BUYERS
488 billion — 2.1 billion 756 billion
cubic meters metric tons cubic meters
total total total
Australia Japan S.Arabia China Russia
Russia
Chatsie China N Norway
Canada I \ “" Europe®
Iraq L ; us. I
Us. EU >
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*European members of the OECD plus Albania, Bosnia-Herzegoving, Bulgaria, Croatia, Cyprus, Georgia, Gibraltar, Latvia, Lithuania, Malta, Montenegro, North Macedonia, Romania, Serbia,
Turkey and Ukraine.
Source: BP Statistical Review of World Energy Josh Ulick/THE WALL STREET JOURNAL
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U.S. Inflation Hit 8.6% in May
by Gwynn Guilford - WSJ — Jun. 10 2022

Energy, groceries, shelter costs drive fastest rise in consumer-price index since
December 1981.

U.S. consumer inflation reached an 8.6% annual rate in May, its highest level in
more than four decades as surging energy and food prices pushed prices higher.

The Labor Department on Friday said that the consumer-price index increased
8.6% in May from the same month a year ago, marking its fastest pace since
December 1981. That was also up from April’'s CPI reading, which was slightly below
the previous 40-year high reached in March. The CPl measures what consumers pay
for goods and services.

Consumer-price index, change from a year May’s increase was driven in part by
earlier sharp rises in the prices for energy,

which rose 34.6% from a year earlier,
May: 8.6% and groceries, which jumped 11.9% on
the year, the biggest increase since
1979. But inflation pressures were
() distinctly broad-based in May, said
r) Sarah House, senior economist at Wells
Fargo Securities.
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“Inflationary pressures were seen
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nearly everywhere,” she said.

Prices for used cars and trucks — a
key engine of the past year’s inflation
surge — rose 1.8% in May from April,
reversing three months of declines.
Shelter costs, an indicator of broad
inflation pressures, accelerated on a
monthly basis in May and were up 5.5%

spenpree e nen e compared with a year ago.
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Airline fares rose 12.6% on the
Source: Labor Department month, the third straight double-digit rise.

“We suspect that the formidable momentum in inflation could push the headline
rate for CPI close to 9% as early as next month,” said Ms. House, adding that it is likely
to stay near those levels through the autumn.

High inflation is a downside of strong U.S. growth, fueled in part by low interest
rates and government stimulus to counter the Covid-19 pandemic’s impact. The annual
rate of inflation has risen sharply since early 2021, when the U.S. economy’s rebound
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from the pandemic accelerated, leading to supply disruptions and other imbalances that
put upward pressure on prices for longer than policy makers anticipated.

The Federal Reserve faces the difficult task of tightening monetary policy enough
to cool the economy and calm inflation, while avoiding a recession. Fed officials on May

Consumer-price index, change since January
2021
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the two years before the pandemic.

4 lifted rates by a half-percentage point and
will meet again next week to consider a
similar increase.

Economists and policy makers had
been watching closely for signs that
inflationary pressures are ebbing. But
May’s resurgence in price increases
ratchets up pressure on the Fed to raise
rates aggressively to tame inflation, said
James Knightley, chief international
economist at ING.

“The breadth of inflation pressures in
the economy should alarm the Fed,” he
said.

On a monthly basis, the CPI jumped a
seasonally adjusted 1% in May after rising
0.3% in the prior month. The so-called
core-price index, which excludes the often
volatile categories of food and energy,
increased 0.6% on the month, the same as
in April. That compares with an average
monthly gain of 0.2% for both measures in

On a 12-month basis, the core-price index increased 6% in May, down from 6.2%
in April. March’s 6.5% rise was the highest rate since August 1982.
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Consumers’ grocery bills have risen by an annual rate
of more than 10% since earlier this year.

Energy prices rose in May as Russia’s invasion of Ukraine continued to push up
prices for crude-oil and natural gas. Gasoline prices have breached record levels in
recent weeks, with the average gallon of regular unleaded currently going for $4.97,
according to AAA. The strength in energy price rises will keep putting upward pressure
on inflation, said Ms. House, the Wells Fargo economist.

“Given everything from the implications of the Russian invasion of Ukraine, the
Chinese lockdowns and just the sheer appetite for travel ... what we've seen is the
perfect storm of those factors hitting, along with some major refinery closures,” she said.

Consumers’ grocery bills have risen by an annual rate of more than 10% since
earlier this year, a pace last seen in the early 1980s. Food prices are unusually broad,
and every single grocery category measured in the report rose in May from a year ago —
most of them by double-digits. There are numerous causes, unlike early in the
pandemic when meat prices drove much of the increase, said Paul Ashworth, chief
North America economist at Capital Economics.

15% U.S. consumer-price index, change from a year earlier

MAY

W Overall +8.6%
1 Excluding food and energy +6.0%
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Change from a year earlier in consumer-price index for select items in May
compared with the biggest historical change

Fuel oil

Gasoline

Airline fares April 2022 333 | 378
Lodging away from home 193 ' Feb. 2022: 251
Household energy 91 I Sept 1974: 296
Used vehicles 161

New vehicles 126 |sune1949: 146

Groceries 1n9 Aug 1973: 234 '

Furniture 89 . Dec. 1974: 172

Food away from home 74 ‘ July 1974: 139

Shelter 55 June 1980: 209 |

Medical-care services 40 | Feb. 1975 145

Alcohol 4.0 ' Feb. 1991 116

Sources: LS. Labor Department (CP1); CME Group FedWatch Tool (Fed increases)
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Market expectation for the number of
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in 2022

13 quarter-point
rate increases
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Erik Brynildsen and Angela Calderon/THE WALL STREET JOURNAL

“It's not just the weather — it's diseases affecting citrus trees and chickens. It's the
Ukraine conflict,” which has affected prices for baked goods and cereals, he said.
Drought, too, is hitting prices for vegetables and other crops.

“For people on lower incomes this is not discretionary spending,” Mr. Ashworth
said. “Other than substituting out cheaper food types — cheaper meat cuts, whatever it

might be — people need to continue buying food.”
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U.S. Supplier Price Gains Accelerated in May
by Gabriel T. Rubin — WSJ — Jun. 14, 2022

Producer-Price Index rose 0.8%, double the April reading.
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May marked the sixth consecutive month of double-digit annual gains
in the prices that suppliers charge businesses.

U.S. suppliers’ prices rose in May amid higher food and energy costs, adding to
pressure on inflation.

The producer-price index, which measures what suppliers are charging businesses
and other customers, rose a seasonally adjusted 0.8% in May from the prior month, up
from a 0.4% monthly gain in April, the Labor Department said Tuesday.

Producer prices had moderated somewhat in April, after the March gain had been
the highest since records began in 2010, pushed up by surging energy prices after
Russia invaded Ukraine.

The so-called core price index — which excludes the often-volatile categories of
food, energy and supplier margins — rose 0.5% after a 0.4% gain the prior month.
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On an annualized basis, the PPl rose 10.8% in May from a year ago, down
slightly from a revised 10.9% in April. May marked the sixth consecutive month of
double-digit annual gains for producer prices.

Economists are watching producer- and consumer-price indexes closely for signs
that inflation could be peaking. With the annual increase in consumer prices ticking
back up in May to 8.6%, Federal Reserve officials are contemplating a larger-than-
expected 0.75-percentage-point interest-rate increase at their meeting this week.
Continued pressure on producer prices often signals future rises in consumer inflation
as costs pass through supply chains.

U.S. producer-price index, change froma Elevated producer prices suggest
year ago that consumer prices “would continue to
) have upward pressure in the coming
12.5% months,” said PNC economist Kurt Rankin.
While the relationship between the two
100 measurements is indirect, that pattern has

been consistent as the economy emerges
from its pandemic-induced slowdown.
7.5 May’s jump in consumer inflation didn’t
come as a total surprise because “PPIl was
telling us that this number was coming, that
inflation was going to stay high in response
to higher oil prices,” Mr. Rankin said.

5.0

42 Consumer demand for goods and

services has outpaced supply.

0 Shortages of commodities such as
wheat and precious metals, along with
new restrictions on buying Russian oil,

.« « +« 4+ « +« + + 4+ . . bavebeen exacerbated by the continuing
2011 15 20 war in Ukraine. Rolling Covid-19
lockdowns in China have roiled supply
chains that had begun to resolve snarls

-2.5

Source: U.S, Labor Department
from earlier in the pandemic.

Sustained high prices for inputs that have been in short supply because of the war
and other global trade issues are unlikely to be resolved soon and have likely become
baked into prices for other goods and services, economists say.

In recent weeks, executives at food suppliers and restaurant chains have
complained of rapidly rising prices for labor, packaging, ingredients and
transportation. The rising cost of fuel is making it more expensive to produce and sell
food. Food retailers and restaurants have said they are passing along some wholesale
price increases and additional costs to consumers.
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In the early stages of the current period of inflation, many companies were able to
pass higher costs along to consumers by raising prices. Analysts expect the S&P 500
net profit margin to come in at 12.3% for the first quarter, above the five-year average of
11.1%, according to FactSet. But there are signs that that trend may be reaching its
end.

The stock market has been jolted by high-profile examples of costs squeezing
corporate earnings. Last month, Walmart Inc. said higher product, supply-chain and
employee costs eroded its profit. Target Corp. shares plummeted 25% the following
day after the company said it would absorb elevated costs this year instead of raising
prices.

“The benign explanation from an inflation standpoint is that consumers are
beginning to resist price hikes, which would be bad news for retail profitability but might
signal a forthcoming cooling of inflation,” said Stephen Stanley, chief economist at
Amherst Pierpont. Another explanation, he said, is that “stores misread how much they
needed to raise prices to recoup their higher costs” and will continue to raise prices
going forward.

Along with higher prices from suppliers, businesses are dealing with an unusually
tight U.S. labor market, with demand for workers outstripping supply by nearly two job
openings for every available unemployed worker. Although there are some early signs
the labor market is starting to cool, employers added 390,000 jobs last month and the
unemployment rate hovered near a half-century low at 3.6%. Fewer Americans are
employed as a share of the population than before the pandemic, even after a run
of gains that has led to the creation of 6.5 million jobs in a year.

As a measure of price pressures, the PPI differs from the Labor Department’s more
widely followed consumer-price index, which only measures the final prices paid directly
by households for goods and services.

The PPI also includes prices paid by companies, governments, third-party
payers such as insurers and buyers in other countries. The CPI, unlike the PPI,
includes taxes and user charges and the prices of imported goods and services,
because they are part of thetotal costs paid by consumers.



Docket No. UE 399 Staff/109
Muldoon/62

US Electric and Gas ROE Determinations in Q1'22

Remains near All-Time Low Mark
by Lisa Fontanella — Regulatory Research Associates (RRA)

The average electric and gas authorized returns on equity hit near all-time lows as
per averages calculated for the first quarter of 2022.

The average return on equity authorized electric utilities was 9.35% in rate
cases decided in the first quarter of 2022, slightly below the 9.38% average for
full-year 2021. There were 12 electric ROE authorizations in the first quarter of 2022,
versus 55 in full-year 2021.

The average ROE authorized gas utilities was 9.38% in cases decided in the
first quarter of 2022 versus 9.56% in full-year 2021. There were six gas cases that
included an ROE determination in the first quarter of 2022, versus 43 in full-year 2021.

Average electric and gas authorized ROEs and total number of
rate cases decided
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Data compiled April 25, 2022.
Sources: Regulatory Research Associates, a group within S&P Global Commodity Insights; LS. Department of the Treasury

The electric data set includes several limited-issue rider cases, although there is
scant difference between the ROE averages including rider cases and those excluding
rider cases in the first quarter of 2022. Historically, the annual average authorized

Cases decided
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ROEs in electric cases involving limited-issue riders were meaningfully higher than
those approved in general rate cases, driven primarily by substantial ROE premiums
authorized in generation-related limited-issue rider proceedings in Virginia. These
premiums, however, were approved for limited durations and have since begun to
expire. As a result, the gap between the average ROEs observed in rider cases and
general rate cases has narrowed. Limited-issue rider cases in which a separate ROE is
determined have had little use in the gas industry, as most of the gas riders rely on
ROEs approved in a previous base rate case. Excluding these cases, the average
authorized ROE for electric utilities was 9.34% in the first quarter of 2022, versus
9.39% in full-year 2021.

In the first three months of 2022, the median ROE authorized in all electric utility
rate cases was 9.25%, versus 9.38% in full-year 2021; for gas utilities, the metric was
9.40% in the first quarter of 2022, versus 9.60% in full-year 2021.

Looking at the last 12 months ended March 31, 2022, the average ROE authorized
in all electric utility rate cases was 9.36%, and the median was 9.35%. For gas utilities
in the last 12 months ended March 31, 2022, the average was 9.50%, and the median
was 9.50%.
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Utilities, Energy Outperform Other S&P 500 Sectors in March
by Selene Balasta and Annie Sabater
S&P Global Market Intelligence — April, 5, 2022

Utilities bested other sectors and the broader S&P 500 index in March, with
the S&P 500 Utilities index logging a total return of 10.4%.

Still reaping the benefits of rising crude and natural gas prices, the S&P 500
Energy index saw a total return of 9.0%. Meanwhile, the S&P 500 index saw a total
return of 3.7%.

Fresh from its spinoff from Exelon Corp., Constellation Energy Corp. saw its share
price climb 22.3% in March, leading the components of the S&P 500 Ultilities sector.

Constellation Energy, which has a sizable nuclear generation fleet, is focused on
meeting ambitious climate goals in the next two decades, including by investing in
hydrogen production and blending, President and CEO Joseph Dominguez said in
February.

CenterPoint Energy Inc., which logged a total return of 12.0%, completed its exit
from the midstream sector by selling its remaining interest in pipeline giant Energy
Transfer LP.

Southern Co. recorded a share price increase of 11.9% in March. Southern
shareholders reached a settlement connected to the utility's abandoned 745-MW Plant
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Ratcliffe (Kemper County IGCC) project that will require certain corporate governance
reforms.

AES Corp. and Sempra also logged double-digit share price increases in March.

Occidental Petroleum Corp. outperformed other energy companies, recording a
total return of 30.0% in March.

The U.S. oil and gas producer will spend roughly 5% of its 2022 capital budget to
start construction on an industrial-scale direct air carbon capture plant in the Permian
Basin of Texas and New Mexico.

Halliburton Co. saw its share price increase 13.4% in March. The company
suspended future business in Russia, citing sanctions imposed following Russia's
invasion of Ukraine.

Other top performers in the sector during the month included Baker Hughes Co.,
Valero Energy Corp. and Coterra Energy Inc.
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S&P Global Commodity Insights produces content for distribution on S&P Capital IQ Pro.
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Warren Buffett Spends Big as Stock Market Sells Off
by Akane Otani — WSJ — May 16, 2022

Berkshire Hathaway loads up on energy stocks as inflation soars

Berkshire Hathaway CEO Warren Buffett has long advised that investors
‘be greedy when others are fearful.’

The stock market’s selloff has been bad news for most investors.
Not for Warren Buffett and his team.

Mr. Buffett’'s Berkshire Hathaway Inc. has used the slump as an opportunity to
increase spending on stocks, deploying tens of billions of dollars the past couple of
months after ending 2021 with a near-record cash pile.

The Omaha-based company bought 901,768 shares of Occidental Petroleum Corp.
last week, according to a regulatory filing. The move likely makes Occidental, in which
Berkshire began buying shares in late February, one of its 10 biggest holdings.
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In the past few months, Berkshire has also boosted its stake in Chevron Corp.,
placed a merger-arbitrage bet on Activision Blizzard Inc., bought an 11% stake in HP
Inc., and continued adding to its position in Apple Inc., its biggest stockholding.

Investors will get a look at what else Berkshire has been buying — as well as
what it has been selling — when it files what is known as Form 13F with the Securities
and Exchange Commission on Monday. The SEC requires all institutional investors
that manage more than $100 million to file the form within 45 days of the end of each
quarter. Because institutions must disclose their equity holdings on the form, as well as
the size and market value of each position, investors often use 13Fs to gauge how large
money managers are playing the stock market.

Berkshire Hathaway’s biggest holdings, ~ One takeaway from Berkshire’s filing is
ranked by market value’ likely to be this: The market’s tumult ha§
& _ allowed the company to go on a spending
30 billion £50 $100 $150 spree.
Mr. Buffett, a longtime practitioner of
Apple _ value investing, has long advised that
investors “be greedy when others are fearful.”
That philosophy was likely difficult to practice
Bank of for much of the past two years, during which
America investors’ mood largely seemed anything but
fearful. Now that the market is slumping,
Berkshire is in a prime position to add to its
American . mammoth stock portfolio, investors say.
2 “Cash is dry powder, and he has a lot of
it,” said Rupal Bhansali, chief investment
officer for global equities at Ariel Investments,
Chevron of Mr. Buffett. Ms. Bhansali manages Ariel’s
global mutual fund, which owns Berkshire
shares.
Dataare as of March 31 Ms. Bhansali, among others, also believes
Source: Berkshire Hathaway’s Form10-Q that Berkshire’s investments in Chevron and

Occidental might reflect a bet that commodities
prices will stay elevated for some time.

Energy stocks have been by far the best-performing group in the S&P 500 this
year, benefiting from a surge in commodities prices that began after Russia’s
invasion of Ukraine raised concerns about disruptions to oil and gas supply lines.
Chevron shares are up 43% this year, while Occidental shares have gone up 121%.
In comparison, the S&P 500 has fallen 16%.

“They’re clearly owning companies that are likely to be an inflation hedge,” Ms.
Bhansali said.
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Energy stocks also offer two characteristics that Mr. Buffett has traditionally
gravitated toward: low valuations, as well as shareholder returns in the form of
buybacks and dividends, said Jim Shanahan, senior equity research analyst at

Edward Jones.

Dividend-paying stocks have outperformed the S&P 500 this year, in part as

investors whipsawed by market volatility have sought out stocks that can offer steady

cash returns.
Performance, year to date

Occidental Petroleum
B Chevron
W S&P 500

150%

2022 Ma Y
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Source: FactSet

“It fits the profile,” Mr. Shanahan said
of Berkshire’s Chevron and Occidental
share purchases.

With stock volatility remaining
elevated, many investors and analysts
expect Mr. Buffett, as well as Berkshire
portfolio managers Ted Weschler and
Todd Combs, to keep putting cash to work
in the market over the coming months.

Berkshire ended last year with a
mountain of cash on its hands — not
necessarily out of a desire to build up its
war chest, but because it had been
impossible to find companies that seemed
worth investing in for the long term, Mr.
Buffett said to shareholders in his annual
letter sent out in February. It had $106.3
billion in cash as of March 31, down
from $146.7 billion at the end of 2021.

This year has changed that. With tightening monetary policy, slowing economic
growth and sustained supply-chain disruptions putting markets on edge, Mr. Buffett is in
his element, said David Kass, a finance professor at the University of Maryland’s Robert

H. Smith School of Business.

“This is what I'd consider to be Warren Buffett's sweet spot,” Mr. Kass said. “The
almost wholesale selling in the market has provided Berkshire an opportunity to

buy securities at bargain prices.”
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What if Gasoline in the U.S. Goes to $6? $7?
by Moody’s Analytics — Jun. 9, 2022

The pain U.S. consumers are feeling at the pump will get worse before it gets
better. Wholesale gasoline prices lead retail gasoline prices by two weeks and there
isn’t any good news. Wholesale gasoline prices point toward an increase in average
U.S. gasoline prices from $5 to $5.50 over the next couple of weeks. Critical to the
forecast for growth and inflation is that energy prices, including gasoline, are near their
peaks and will steadily decline through the rest of this year and into next

What if we're wrong? If global energy prices haven’t peaked, and additional oil
supply doesn’t hit the market, then U.S. retail gasoline prices could climb even further.
To assess the potential costs of significantly higher retail gasoline prices, we ran two
scenarios through our global macroeconomic model

In the first scenario, U.S. prices at the pump average $6 per gallon in the latter half
of 2022. In the second scenario, prices surge to $7 per gallon. In both scenarios,
gasoline prices quickly return to our baseline forecast by mid-2023. A general rule of
thumb is that a $10 increase in the price of a barrel of oil results in a $0.25 increase
in the price of a gallon of gasoline. Further, every penny change in retail gas
prices adds or subtracts $1.28 billion in consumer spending over the course of a
year. Therefore, the economic costs of higher gasoline prices increase quickly and are
likely nonlinear. Gasoline prices at $6 or $7 would be psychological thresholds and
would likely weigh heavily on consumer sentiment and potentially increase the
economic costs of higher prices at the pump

Pressing the Brakes on GDP Growth...

Gasoline prices at $6 per gallon shave 0.4 percentage point off U.S. GDP
growth in the third quarter, dragging output from the annualized growth rate of 3.6% in
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our baseline to 3.2%. In the final quarter, the hit to GDP growth is 1.2 percentage
points. The decline is a function of a reduction in real consumer spending.

U.S. consumer prices, which we forecast to moderate steadily after peaking in the
first half of 2022, instead accelerate to an average of 8.3% in the third, more than a
percentage point higher than our baseline. In the fourth quarter, prices rise 7.3%, 1.4
percentage points hotter than our forecast of a 5.9% increase. In total, prices rise 7.8%
in 2022, 0.6-percentage point higher than our forecast of 7.2%

In our second and more severe scenario, we push gasoline prices up another
dollar, averaging $7 per gallon in the second half of this year. This scenario requires
the price of a barrel of oil to be more than $200 per barrel in the final two quarters. As
would be expected, the economic situation worsens.

.. and Fueling Further Inflation

At $7 per gallon, GDP growth in the U.S. slumps to 3.1% in the third quarter
and 1.1% in the fourth. This marks a half percentage point and 1.6-percentage point
reduction from our baseline, respectively. The inflationary impacts of $7 gas are
similarly pronounced. The CPI jumps 8.6% in the third quarter and 7.7% in the
fourth.



Docket No. UE 399 Staff/109
Muldoon/72

With Stubbornly High Inflation,

Central Banks Will Ratchet Up Monetary Policy Tightening
by Madhavi Bokil, Senior Vice President/CSR,

Radhika Ramalingam, Associate, Elena H Duggar,

Managing Director-Credit Strategy, and

Atsi Sheth, Managing Director - Credit Strategy

Moody’s Investor Service — Jun. 13, 2022

On 10 June, US May CPI data showed inflation rose to 8.6% on an annual
basis, with shelter, gasoline and food together contributing about 5 percentage
points to the gain. Core inflation rose 6.0% from May 2021. Additionally, a drop in the
University of Michigan's consumer confidence index to a record-low 50.2 in early
June from 58.4 in May indicates that inflation is weighing significantly on
consumers' sense of economic well-being. The inflation data adds urgency to the
Fed's efforts to tame inflation and will keep it on an aggressive tightening path
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Exhibit 1
Food, energy and rent were the biggest

contributors to US inflation in May
Percentage point contributions to month-over-
month US headline CPI inflation
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Rent represents the sum of rent of primary residence and
owners’ equivalent rent.
Sources: Haver Analytics and Moody's Investors Service
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US headline CPI inflation
accelerated to 1.0% in May from
0.3% in April, while core CPI
inflation rose by 0.6%, the same
as in April. The biggest
contributors to monthly inflation
were a 4.1% rise in gasoline
prices, 8% rise in utility gas prices
and 1.2% rise in food prices in
May from April. Other major
contributors were higher prices for
new and used vehicles and the
rise in airfares (Exhibit 1). The
silver lining in the May CPI data
was a diminished contribution to
inflation from non-pandemic-
affected core goods and services
(Exhibit 2). However, a 0.6%
increase in shelter costs in May,
up from 0.5% in April, suggests
that inflation remains sticky

Similarly in the euro area,
headline Harmonised Index of
Consumer Prices (HICP) inflation
increased in May to 8.1% from
7.4% in April, exacerbated by
rising energy and food prices.
However, while month-over-month
momentum in core prices was

high, it has slowed since March. Core inflation, excluding food, energy, alcohol and
tobacco, rose 0.5% after a 1% gain in April and 1.2% in March. Among the components
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of core inflation, the pace of rising non-energy industrial goods prices has slowed since
March (Exhibit 3).

Exchibit 2 Exhibit 3
Contribution from non-pandemic affected Euro area core HICP inflation slowed in
core goods and services fell in May May
Percentage point contributions to month-over-  Percentage point contributions to month-over-
month US core CPI inflation month euro area headline HICP inflation
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Sources: Haver Analytics and Moody’s Investors Service

A majority of central banks around the world have begun or are poised to tighten
monetary policy to dampen aggregate demand and restore long-term price stability.
Those at an early stages of the tightening cycle have indicated that a series of rate
hikes are likely. For example, the European Central Bank governing council indicated
on 9 June that it would raise key interest rates 25 basis points (bp) at its July meeting
and follow with a series of rate increases in subsequent meetings, including a potential
50 bp hike in September if inflation does not abate. Central banks raising rates in June
so far include the Bank of Canada, which raised its target policy rate 50 bp; the Reserve
Bank of Australia, which hiked its official cash rate 50 bp; and the Reserve Bank of
India, which raised its repo rate 50 bp, as well as central banks of Poland and Chile,
each of which raised the policy rates by 75 basis points.

Looking ahead, we expect economic activity to slow because of the maturing
business cycle and because tightening financial and monetary conditions should temper
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aggregate demand, particularly in advanced and emerging market countries that have
inflationtargeting central banks. However, central banks have little control over price
pressures that stem from supply challenges, including commodity and food prices
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Exhibit 4 Exchibit 5
Semiconductor prices eased in May American and European fertilizer prices
s have dipped
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Exhibit6 tet B »ly chain impediments remain significant obstacles
The spot rate for shipping containers has
declined
‘World container index (WCl), 5/40-foot
container

N |- Shanghai to LA
s W |- Shanghai to Rotterdam
e \WC |- Composite

16000

14000

12000

10000 Sep-21: $10,361
8000 May-22: 26% below

record-high in Sep-21

6000
4000
2000

216 2017 2018 2018 2020 2021 2022

Sources: Bloamberg and Moodys investors Senice



Docket No. UE 399 Staff/109
Muldoon/77

to lower prices. However, the latest data for the month of May indicate that global
supply-side inflation pressure is peaking in some areas. If the improvements persist, it
will ease cost side inflationary pressure. The high price of semiconductors used in the
production of cars, computers and other electronic products eased in May, as did
fertilizer prices, which hit record-highs in March after Russia’s invasion of Ukraine
(Exhibits 4 and 5). Additionally, container freight rates declined significantly from their
peak in the second half of last year, indicating that price pressure may ease in the
coming months (Exhibit 6).
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FINANCIAL REVIEW

ANNUAL REPORT
OF THE U.S. INVESTOR-OWNED
ELECTRIC UTILITY INDUSTRY

About EEI and the Financial Review

The Edison Electric Institute (EEI) is the association that
represents all U.S. investor-owned electric companies. Our
U.S. members provide electricity for 220 million Americans
and operate in all 50 states and the District of Columbia. As

a whole, the electric power industry supports more than 7
million jobs in communities across the U.S. and contributes

5 percent to the nation’s GDP. The 2020 Financial Review is

a comprehensive source for critical financial data covering 39
investor-owned electric companies whose stocks are publicly
traded on major U.S. stock exchanges. The report also includes
data on five additional companies that provide regulated electric
service in the United States but are not listed on U.S. stock
exchanges because they are owned by holding companies not
primarily engaged in the business of providing retail electric
distribution services in the United States. These 44 companies
are referred to throughout the publication as the U.S. Investor-
Owned Electric Utilities. Please refer to page 80 for a list of
these companies.
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President’s Letter

2020 Financial Review

2020 was unprecedented, and the
past year has been tough for our
world, for our nation, for our cit-
ies and communities, and for so
many families across our country.
Throughout the challenges of the
pandemic, we have had constant
reminders of how valuable elec-
tricity is to our society and to our

everyday lives.

Like they do when faced with any
crisis, EEI's member companies—
America’s investor-owned electric
companies—met these challenges
head on, with courage and com-
mitment. They quickly adapted

to very adverse circumstances,

and they have worked tirelessly to
deliver the safe, reliable, affordable,
and clean energy their customers

and communities need, while also

EEI, working with
our member companies
and the investment
community, created
the first-of-its-kind,
industry-wide
environmental,
social, governance,
and sustainability
reporting template.
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protecting the health and safety of
their employees.

As always, our North Star is serv-
ing our customers. As we look to
all that we hope to accomplish this
year, we will continue to center our
efforts on maintaining the steady
and strong transition to clean en-
ergy; modernizing the energy grid
to make it more dynamic, more re-
silient, and more secure; and devel-
oping the innovative solutions our
customers expect and deserve. We
are proud that we stand on a strong
foundation, and we look forward
to our continued work together to
deliver value to our customers, to

our investors, and to all industry

stakeholders.

Clean energy remains central to

our industry vision, and EEI and
our member companies are com-
mitted to getting the energy we
provide as clean as we can as fast as
we can, without compromising on
the reliability or affordability that
our customers expect and value. We
are leaders on clean energy, and we
already are making progress. Today,
40 percent of the nation’s electricity
comes from carbon-free sources, in-
cluding nuclear energy, hydropower,
wind, and solar energy. Equally im-
portant, carbon emissions from the
U.S. power sector are at their lowest
level in more than 40 years—and
continue to fall.

Staff/110

As impressive as our progress has

been, and continues to be, now is
the time to accelerate our efforts.
With the right policies and the right
technologies, a 100-percent clean
energy future can be more than a

goal. It can be a reality.

Existing technologies can get us
much of the way to a 100-percent
clean energy future. Completing the
work will require advanced renew-
ables and new, carbon-free, 24/7
technologies that are affordable for
customers. Ultimately, technology
will drive the timeline to a 100-per-
cent clean energy future, and federal
policies are a necessary catalyst to
accelerate the pace of innovation
and to ensure these technologies are
demonstrated and commercialized
in the time that electric companies
need them.

Our position is—and has always
been—that we should take an
economy-wide approach to address-
ing climate change. The transporta-
tion sector is the largest domestic
source of carbon emissions—and
has been since 2016. By accelerating
transportation electrification and
increasing the number of electric

vehicles (EVs) in the federal fleet



and on U.S. roads, we can lever-
age the already ongoing emissions
reductions in our sector to meet
economy-wide carbon reduction
goals. EEI’s member companies
already are investing more than $3
billion to deploy charging infra-
structure and to accelerate electric

transportation.

A robust transmission system is
essential to helping our industry
continue its clean energy transfor-
mation. The transmission system
integrates renewables, enhances
grid resilience, powers electric
transportation, and facilitates the
adoption of a broad array of smart
technologies to better serve our
customers. Given the time needed
to build new transmission infra-
structure, it is imperative to move
quickly to take stock of where

we are, what is working, what is
not, and what the needs are in
each region of the country. We
look forward to working with the
Department of Energy, the Federal
Energy Regulatory Commission,
and the Administration to get this
critical energy infrastructure built
more quickly.

EEI and our member compa-

nies also are working constantly

to improve energy grid security,
reliability, and resiliency, and we
will continue to strengthen cy-

ber and physical defenses and to
elevate preparedness. Our strong
industry-government partnership,
coordinated through the CEO-led
Electricity Subsector Coordinating
Council, will continue to be critical
to accomplishing our shared goal of
protecting the energy grid against
all threats.

We know that our stakeholders
need a clear and consistent way to
measure our progress on delivering
a sustainable energy future. That is
why EEI, working with our mem-
ber companies and the investment
community, created the first-of-its-
kind, industry-wide environmental,
social, governance, and sustainabil-
ity (ESG/sustainability) reporting
template. Launched in 2018, the
template helps member compa-
nies provide investors, Wall Street
analysts, and other key stakeholders
with more consistent and uniform
ESG/sustainability data and infor-
mation. In 2020, we worked with
our member companies and the
financial community to enhance the
diversity, equity, and inclusion met-
rics and information that can be re-
ported in the template, among other
important updates, such as provid-
ing an emissions reduction goals
table to provide more uniformity in
how our member companies report
long term climate goals. Following
this collaborative process, Version

3 of the template was launched this
year for our member companies to
report 2020 ESG/sustainability data

and information.

Building on the work of the ESG/
sustainability template and rec-
ognizing the important role that
natural gas has—and will con-
tinue to have—in our clean energy
future, EEI and the American Gas
Association now are focused on the
Natural Gas Sustainability Initiative
(NGSI). The NGSI is an overarch-
ing framework that enables the
natural gas industry to measure, dis-

close, and recognize individual com-

PRES ' TER

pany and industry-wide progress
and innovation on key sustainability
metrics. This year, we are expanding
our effort by engaging natural gas
producers and midstream natu-

ral gas companies on a reporting
platform that encompasses the
entire value chain and calls for using
consistent protocols to report their
methane intensity.

The Natural Gas
Sustainability Initiative is an
overarching framework that
enables the natural gas
industry to measure,
disclose, and recognize
individual company and
industry-wide progress and
innovation on key
sustainability metrics.

The pandemic has highlighted a
deep inequity around broadband
access across the country. The digital
divide is acute, and EEI’s mem-

ber companies are stepping up to
help tackle this problem. Electric
companies long have incorporated
telecommunications equipment and
fiber technology into their opera-
tions—particularly in rural areas—
to support communications and to
provide real-time monitoring and
controls for generation and trans-
mission operations. Allowing electric
companies to leverage these fiber
investments to provide middle-mile
broadband infrastructure, in part-
nership with telecommunications
companies and last-mile internet

providers, is a win for all stakehold-

EEI 2020 FINANCIAL REVIEW Vii
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ers, particularly those customers in

underserved and unserved areas.

As you will see in this year’s
Financial Review, EEI’s member
companies continue to build upon

a strong financial foundation. The
industry’s average credit rating was
BBB+ for the seventh straight year in
2020, after increasing from the BBB
average that previously had held
since 2004. This improved credit
quality greatly supports the contin-
ued level of elevated capital expendi-
tures, which set a ninth consecutive
record high of $132.7 billion in
2020. We continue to be America’s

most capital-intensive industry.

The EEI Index fell by 1.2 percent in
2020; it has produced a positive to-
tal return in 15 of the last 18 years.
Our industry produced returns
greater than 10 percent in 12 of the
15 positive years and greater than
20 percent in 5 of the past 15 years.

Our industry extended its long-term
trend of widespread and consis-

tent dividend increases in 2020. A
total of 34 companies increased or
reinstated their dividend in 2020,
compared to 37 in 2019, 39 in
2018, 38 in 2017, 40 in 2016, and
39 in 2015. Our industry’s dividend
payout ratio—65.3 percent for the
12 months ended December 31,
2020—was leading among the ma-
jor U.S. business sectors, surpassed
only by the industrial sector. As of
December 31, 2020, 38 of the 39
companies in the EEI Index were
paying a common stock dividend.

viii EEI 2020 FINANCIAL REVIEW

Importantly, the Tax Cuts and Jobs
Act, which was signed into law in
December 2017, maintains preex-
isting tax rates for dividends and
capital gains. Sustaining this bal-
ance, along with keeping overall tax
rates down, is important to sustain
our investments in reliable, afford-
able, and clean energy and to avoid
a capital-raising disadvantage for
the high-dividend companies in our
industry. There is a real prospect
for major new tax legislation to be
offered in the 117th Congress, and
EEI will be educating lawmakers
on the impact that significant tax
increases on corporations and divi-

dends would have on our customers.

In 2021 and beyond, EEI and our
member companies will remain fo-
cused on building a cleaner, smarter,
and stronger energy future—and on
delivering the safe, reliable, afford-
able, and clean energy our custom-
ers need and deserve. Ultimately,
every success we have as an industry
leads back to our commitment to

do what is right for our customers.

We truly value the partnership
that we share with the financial

community.

Thomas R. Kuhn

A ¥ -

President
Edison Electric Institute
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Comparative Category Total Annual Returns 2016-2020

U.S. INVESTOR-OWNED ELECTRIC UTILITIES,
VALUE OF $100 INVESTED AT CLOSE ON 12/31/2015

(Dollars)
225
Il EE! Index
200
Regulated
I Mostly Regulated
175
150
125
100
75
50
2016 2017 2018 2019 2020
2016 2017 2018 2019 2020
EEl Index Annual Return (%) 22.21 11.56 4.28 23.06 (8.07)
EEI Index Cumulative Return ($) 122.21 136.34 142.17 17495  160.83
Regulated EEI Index Annual Return 21.16 11.66 4.55 24.56 (9.01)
Regulated EEI Index Cumulative Return 121.16 135.29 141.44 176.18  160.30
Mostly Regulated EEI Index Annual Return 24.57 11.32 3.62 17.87 (4.95)
Mostly Regulated EEI Index Cumulative Return 124.57 138.67 143.69 169.37 160.99

- For the Category Comparison, straight, equal-weight averages are used (i.e., not market-cap-weighted).
- Cumulative Return assumes $100 invested at closing prices on December 31, 2015.

Source: EEI Finance Dept., S&P Global Market Intelligence.
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Natural Gas Spot Prices - Henry Hub
12/31/16 through 12/31/20
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precision. But the broad contours
seem positive for renewable genera-
tion of all kinds, for electrification
of transportation and potentially for
utility capex and demand growth.

The prospect of electric vehicle
(EV) adoption gained some ana-
lytical traction in 2020 as the first
potential secular spur to power de-
mand since air conditioning. Some
estimates suggested widespread EV
adoption could boost load by 1%
annually over the next few decades.
Industry chatter late in the year in-
cluded hydrogen power and renew-
able natural gas as long-term substi-
tutes for the conventional and more
carbon-intensive natural gas used
today. Natural gas-focused utility
shares were relatively weak in 2020
over concern that terminal values of
pipeline investments may be chal-
lenged in a post-carbon world. But
analysts noted these hypotheticals
are beyond the visible horizon and
won't effect predictable earnings out-
looks. And gas remains the most eco-
nomical heating fuel in many colder
regions, with broad public and regu-
latory support.

Attractive Valuations

At year-end 2019, Wall Street
viewed utility stock valuations as
high. Price weakness in 2020 turned
that on its head. With most util-
ity shares in the red for the year,
interest rates lower and long-term
growth prospects unchanged (if not
improved), analysts became broadly
bullish. As 2021 began, most saw the
group as extraordinarily undervalued
with headroom for gains even if in-
terest rates were to rise from today’s
unusually low levels. Investment

programs underpin prospects for ag-
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EEI Index Market Capitalization

December 31, 2016-December 31, 2020
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Source: EEI Finance Department and S&P Global Market Intelligence.

energy along with good local jobs
created throughout the utility capex
supply chain offer some protection
against punitive treatment by regu-
lators, but no guarantee. Stable fuel
costs and low interest rates have kept
bill pressures muted in recent years,
but neither trend can continue in-
definitely. Even interest rates, which
have confounded rate-rise prophets
for 40 years, can’t go down forever.
And if the V-shaped recovery thesis
fails, managing regulatory risk and
financing needed capex through
customer rates may become more
challenging than it has been in re-
cent years.
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ly dividend from $0.9675 to $1.045
per share in Q1, marking its tenth
consecutive annual increase. Sempra
increased its dividend by more than
10% annually, on average, over the

past ten years.

WEC Energy Group, headquar-

tered in Milwaukee, Wisconsin,

raised its quarterly dividend from
$0.59 to $0.6325 in the first quar-
ter. This marked its 310th consecu-
tive quarterly dividend, dating back
to 1942, and its 17th straight annual
increase. WEC Energy continues
to target a dividend payout ratio of
65% to 70% of earnings.

DTE Energy, based in Detroit,
Michigan, increased its quarterly
dividend from $1.0125 to $1.085
per share in Q4. DTE has issued
a cash dividend for more than 100
years.

The industry’s average and me-
dian increases have been relatively
consistent in recent years. The aver-
agewas 5.1% in 2019, 5.7% in 2018
and 5.6% in 2017 and 2016. The
median was 4.9% in 2019, 5.5% in
2018 and 2017 and 5.1% in 2016.

(CNP),

based in Houston, Texas, lowered

CenterPoint  Energy
its quarterly dividend from $0.29 to
$0.15 per share in Q2. The decrease
was driven by the announcement
that Enable Midstream Partners, of
which CNP owns 53.7%, planned
to cut its distributions by 50%
thus impacting CNP’s cash flow.
CenterPoint subsequently increased
its quarterly dividend to $0.16 per
share in Q4.

Dominion Energy, headquartered
in Richmond, Virginia, reduced its

CAPI ETS

Sector Comparison

Dividend Payout Ratio
For 12-month period ending 12/31/20

Sector
EEI Index Companies*
Industrial
Utilities
Consumer Staples
Materials
Consumer Discretionary
Financial
Technology
Health Care
Energy

Payout Ratio (%)
65.8%
66.5%
64.3%
56.7%
49.4%
39.2%
38.1%
30.2%
28.9%

NM

* For this table, EEI (1) sums dividends and (2) sums earnings of all index
companies and then (3) divides to determine the comparable DPR.

Assumptions:

1. EEl Index Companies payout ratio based on LTM common dividends paid
and income before nonrecurring and extraordinary items.

2. S&P sector payout ratios based on 2020E dividends and earnings per

share (estimates as of 12/31/2020).

For more information on constituents of each S&P sector,

see http://www.sectorspdr.com/.

Source: AltaVista Research, S&P Global Market Intelligence,

and EEI Finance Department.

quarterly dividend from $0.94 to
$0.63 per share in Q4. The decrease
relates to the near-term cash flow im-
pact of Dominion’s sale of its natural
gas transmission and storage assets
to Berkshire Hathaway Energy, an-
nounced in July. Beginning in 2022,
Dominion expects annual dividend-

per-share growth of 6%.

Payout Ratio and Dividend Yield
The industry’s dividend pay-

out ratio was 65.8% for the twelve

months ended December 31, 2020,

exceeding all other U.S. business
sectors. The industry’s payout ratio
was 65.3% when measured as an
un-weighted average of individual
company ratios. From 2000 through
2019, the industry’s annual payout
ratio ranged from 60.4% to 69.6%.

While the industry’s net income
has fluctuated from year to year, its
payout ratio has remained relatively
consistent after eliminating non-
recurring and extraordinary items

from earnings. We use the following

EEI 2020 FINANCIAL REVIEW 11
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Sector Comparison, Dividend Yield

As of December 31, 2020

Sector Dividend Yield (%)
EEl Index Companies 3.6%
Energy 5.9%
Utilities 3.3%
Consumer Staples 2.6%
Financial 2.1%
Materials 1.8%
Health Care 1.6%
Industrial 1.5%
Technology 0.9%
Consumer Discretionary 0.7%

Assumptions:

1. EEI Index Companies' yield based on last announced, annualized dividend rates
(as of 12/31/2020); S&P sector yields based on 2020E cash dividends (estimates

as of 12/31/2020).

For more information on constituents of each S&P sector,
see http://www.sectorspdr.com/.

Source: AltaVista Research, S&P Global Market Intelligence

and EEI Finance Department.
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Category Comparison, Dividend Yield

As of December 31, 2020

Category Dividend Yield
EEI Index 3.6%
Regulated 3.6%
Mostly Regulated 3.4%

Regulated: 80% or more of total assets are regulated
Mostly Regulated: Less than 80% of total assets are regulated

Source: S&P Global Market Intelligence, company reports and
EEI Finance Department

Category Comparison, Dividend Payout Ratio

Category 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
EEl Index 62.8 64.2 615 604 670 629 640 639 626 653
Regulated 634 62.1 605 594 687 6l.1 687 601 621 653
Mostly Regulated 63.1 69.7 647 638 626 680 533 728 641 652
Diversified 547 534 447 564 649 64.6 - - - =

Regulated: 80% or more of total assets are regulated

Mostly Regulated: Less than 80% of total assets are regulated
Diversified: Prior to 2017, less than 50% of total assets are regulated
*2020 figures reflect earnings and dividends through 12/31/2020.

Source: S&P Global Market Intelligence, company reports, and EEI Finance Department
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approach when calculating the in-
dustry’s dividend payout ratio:

1. Non-recurring and extraor-
dinary items are eliminated

from earnings.

2. Companies with negative
adjusted earnings are

eliminated.

3. Companies with a payout
ratio in excess of 200% are

eliminated.

The industry’s average dividend
yield was 3.6% on December 31,
2020, trailing only the Energy sec-
tor’s 5.9%. The year-end yield was
3.0% in 2019 and 3.4% in each of
the three previous years. In 2020,
the industry’s strong dividend ac-
tivity and lower overall stock prices
resulted in the higher average yield.
The market cap-weighted EEI Index
had a total return of negative 1.2%
in 2020.

We calculate the industry’s ag-
gregate dividend yield using an un-
weighted average of the yields of EEI
Index companies paying a dividend.
The strong yields prevalent among
most electric utilities have helped
support their share prices over the
past decade, particularly given the
period’s historically low interest rates.

Business Category Comparison

The Regulated category’s divi-
dend payout ratio was 65.3% for
the 12 months ended December 31,
2020 compared to 65.2% for the
Mostly Regulated category. Among
these two categories, the Regulated
group produced the highest annual
payout ratio in 2020, 2017, 2015,
2011, 2010 and in each year from
2003 through 2008.
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The Regulated and Mostly
Regulated average dividend yields
were 3.6% and 3.4% on December
31, 2020, following yields of 3.0%
and 3.1% at year-end 2019. The
dividend yield for both at year-ends
2018 and 2017 was 3.4%.

Biden Proposal on Dividend
Tax Rates

Although the new Administration
hasn’t put forward tax proposals, the
Biden campaign proposed corporate
and personal tax code changes in-
cluding an increase in capital gains
and dividend tax rates for the high-
est individual tax bracket, applying
ordinary income tax rates for those
with incomes over $1 million. The
highest individual income tax rate
will likely increase from 37.0% to
the pre-Tax Cuts & Jobs Act (TCJA)
highest rate of 39.6%. No other in-
come tax bracket would incur a divi-

dend tax rate increase.

The top tax rate for dividends
and capital gains is currently 20%,
with 2021 income thresholds of
$501,600 for couples and $445,850
for individuals. For taxpayers be-
low these thresholds, dividends and
capital gains are currently taxed at
rates of 15% or 0%, depending on
a filer’s income. A 3.8% Medicare
tax that was included in 2010 health
care legislation is also applied to all
investment income for couples earn-
ing more than $250,000 ($200,000
for singles).

Low dividend tax rates support
the industry’s ability to attract capi-
tal for investment. Maintaining par-
ity between dividend and capital
gains tax rates is crucial to avoid a

disadvantage for companies that rely
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on a strong dividend to attract inves-
tors. The TCJA, which was signed
into law in December of 2017,
maintained pre-existing tax rates for

dividends and capital gains.





















fleet, lower operating costs and the
creation of a transmission intercon-
nection with FPL), benefits from
integration with FPL, a limited im-
pact from the coronavirus, a material
jump in capex, constructive regula-
tion and a general expectation that

credit metrics will strengthen.

On May 27, Moody’s upgrad-
ed Jersey Central Power & Light
(JCP&L) to A3 from Baal, project-
ing that JCP&Ls improved finan-
cial profile will remain stable for
the next two to three years as New
Jersey’s state regulatory environment
remains supportive. Moody’s expects
JCP&L, a FirstEnergy subsidiary,
to maintain its ratio of cash flow to
debt in the low 20% range for a sus-
tained period of time.

Mississippi  Power, a Southern
Company subsidiary, received up-
grades from both Moody’s and Fitch
during Q3. On August 27, Moody’s
upgraded Mississippi Power to Baal
from Baa2, reflecting an improved
relationship with state regulators
and a stronger financial profile. On
September 25, S&P raised Mississippi
Power’s rating to BBB+ from BBB,
citing a significant improvement in

its regulatory construct.

Deteriorating Metrics, Regulatory
Risk Drive Downgrades

Many of the year’s downgrades
point to actual or projected nega-
tive impacts on key credit metrics.
Increased regulatory risk was cited
as a primary underlying driver for
several and one downgrade resulted
from increased business risk from
an acquisition. Although the impact
of COVID-19 was frequently refer-
enced in individual company down-

grades, it was mentioned only as an
additional factor that could exacer-
bate an existing trend.

On February 19, Fitch down-
graded CenterPoint Energy Houston
Electric (CEHE) to BBB+ from
A- following CEHE’s rate case set-
tlement with the Public Utilities
Commission of Texas. Fitch believes
the settlement signals a more chal-
lenging  regulatory environment
in Texas for CEHE. On March 4,
Moody’s downgraded CEHE to
Baal from A3 noting that financial
measures will weaken more than
originally projected following 2017’s
tax reform (as unprotected deferred
taxes are refunded to customers)
along with an anticipated lower re-
turn in its pending final rate order.
Although Moody’s views the Texas
regulatory environment as sup-
portive of credit quality, the agency
noted that CEHE’s ratio of cash flow
pre-working capital to debt is falling
into the 15% to 16% range, down
from around 19% historically.

On March 17, Moody’s down-
graded Consolidated Edison
(ConEd) to Baa2 from Baal and
subsidiary  Consolidated  Edison
Company of New York (CECONY)
to Baal from A3. Moody’s noted
that despite $1.7 billion of planned
equity through 2022, ConEd’s key
credit ratios will decline as a result
of up to $3.8 billion of new debt
planned through 2022 and weaker
cash flow at CECONY. Following
the approval of a recent rate order,
CECONY is expected to gener-
ate a ratio of cash flow to debt be-
tween 14% and 16% over the next
three years, in-line with Moody’s
Baal peer ratios. ConEd’s roughly
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$2.0 billion of debt is structurally
subordinate to that of its operating
companies, with approximately 85%
of consolidated revenue represented
by CECONY. As a result, Moody’s
downgraded ConEd’s rating in-step
with CECONY?’s, despite ConEd’s
relatively strong and stable financial
profile for a utility holding company
focused mostly on transmission and

distribution.

On April 6, Fitch downgraded
DPL to BB from BB+ citing a poten-
tial weakening of credit metrics due
to regulatory challenges in Ohio. On
April 15, Fitch downgraded DTE
Energy to BBB from BBB+ refer-
encing the increased leverage and
business risk associated with a recent

midstream acquisition.

On June 9, Moody’s downgraded
Sempra Energy to Baa2 from Baal
citing consolidated financial metrics
that have remained below Moody’s
Baal downgrade threshold for the
past few years and that are expect-
ed to remain below the threshold
through 2022. The agency said it
expects Sempras cash flow to debt
ratio will remain in the 16% range,
which is more appropriate for a
Baa2 rating given Sempra’s consoli-

dated risk profile.

On August 20, Moody’s down-
graded Ohio Power to A3 from A2
and Public Service of Oklahoma
to Baal from A3. The downgrades
for both of these American Electric
Power subsidiaries reflected weak-
ened financial metrics from large
capital programs with increased use

of leverage.

On October 8, S&P downgraded
Entergy New Orleans to BBB from
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navirus and mounting pressures on
commercial and industrial custom-
ers could ultimately weigh on utility
credit quality. In a November sector
update, Moody’s observed that many
businesses closed or curtailed opera-
tions after the initial coronavirus
outbreak, causing a sharp decline in
commercial and industrial electric-
ity sales beginning in late March. By
contrast, residential electricity sales
increased because of the large num-
ber of people remaining at home as
well as higher-than-normal sum-
mer temperatures. Going forward,
Moody’s expects that higher residen-
tial demand will mitigate the loss of
revenues and cash flow from com-
mercial and industrial customers as
residential sales generate a higher
gross margin per kilowatt-hour.

Fitch’s 2021 Outlook for North
American Utilities, Power & Gas
report (released December 2020)
noted its stable outlook is based on
the pandemic’s benign direct impact
on the industry and a generally fa-
vorable regulatory environment.
Utilities have aggressively managed
O&M costs in 2020; in combina-
tion with higher residential sales,
this more than offset the impact of
commercial and industrial sales de-
clines. Fitch’s stable outlook is fur-
ther supported by low interest rates
(given the industry’s capital-inten-
sive nature), low commodity costs,
and a likely return to modest secular
sales growth as the economic recov-

ery gains strength.
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Business Strategies

Business Segmentation

The industry’s regulated busi-
ness segments — regulated electric
and natural gas distribution — grew
their combined assets by $83.4 bil-
lion, or 5.6%, in 2020, extending a
multi-year trend and drivinga $110.4
billion, or 6.3%, increase in total in-
dustry assets. Regulated assets com-
prised 80.8% of the industry total,
slightly below the 81.0% at year-end
2019. The Regulated Electric seg-