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My name is Bob Jenks, and my qualifications are listed in CUB Exhibit 101.

I. Introduction

The parties have reached an agreement in principle on most of the issues in this
docket, but were unable to agree on the appropriate methodology for tracking the cost of
Biglow over time in a supplemental tariff. Specifically, Biglow Canyon will depreciate
over time, but rates will be set based on Biglow’s capitalized value in 2008. As long as
Biglow Canyon is in a supplemental tariff, and not a part of the Company’s general rate
base, then Schedule 120, which tracks the cost of Biglow Canyon, should, to the extent
reasonable, track the true expected costs of the plant. In order to do this, the return paid
by customers on Biglow Canyon’s unamortized value needs to be updated annually to

reflect Biglow’s depreciation and PGE’s growing service territory.
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II. Background: A Shift In Regulatory Balance

This docket is unusual. Large new investment in generating plant usually comes
into base rates through a general rate case, but here, we have agreed to bring these costs
into rates through a supplemental schedule. This is not typical for Oregon ratemaking.
As the cost of Biglow Canyon is in a supplemental schedule, that schedule should be
updated regularly, so that it does not collect more from customers than the capital cost of
Biglow Canyon. Updating rate base on an annual basis is also not typical for Oregon
ratemaking. We believe this change is necessary, however, to preserve regulatory
balance.

Over time, the regulatory balance between customers and shareholders has been
shifting such that regulatory lag borne by the utility is being reduced, while regulatory lag
borne by customers has remained the same. PGE’s application in this case highlights
how the use of regulatory lag has changed in ratemaking in an unbalanced way.
Regulatory lag has been a part of traditional Oregon utility regulation, and was a healthy
part of the balance of risk shared between customers and shareholders. Regulatory lag as
it relates to bringing a generating resource into rates, however, appears to have shifted,
and stands to shift more as SB 838 is implemented. Regulatory lag as it relates to
variable power costs has also changed, and quite dramatically. Both of these changes
tend to favor utilities at the expense of ratepayers, and no comparable changes have been

made in regulation to balance this shift in cost and risk.

A. Then
Major generating assets are lumpy investments and put a spike in rate base. A

utility typically timed a rate case to bring a new generating asset into rates as soon as was
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practicable after the plant came online. A utility would experience a small amount of
regulatory lag in the depreciation of a plant between when the plant came online and
when rates including the plant went into effect. Rates would then be set based upon a
rate base that included the new plant at its almost fully-capitalized amount. That plant’s
contribution to rate base would then decline over time as it was amortized, but rate base
would not be recalculated for ratemaking purposes until the utility’s next general rate
case. As a utility earns a rate of return on its rate base, not reducing rate base as it
amortizes means that customers systematically over-pay for these large assets in the
utility’s rate base.

This wasn’t necessarily a problem, as, in the past, other costs such as fuel tended
to increase over time. Therefore, though customers over-paid in rates as the value of a
generating asset depreciated, the utility was expected to absorb increasing costs in other
areas. This helped maintain a reasonable balance between customer rates and costs over
time. When that balance swung too far in one direction or another, the Commission or

the utility could initiate a show-cause or general rate case.

B. And Now

In 2003, PGE got an annual power cost update, the Resource Valuation
Mechanism. In 2006, PacifiCorp also got an annual power cost update, the Transition
Adjustment Mechanism, and in 2007, PGE got a power cost adjustment mechanism. So,
PGE currently has a prospective annual power cost update, now called the Annual Update
Tariff, as well as a retrospective power cost adjustment mechanism. As a result, the
power cost variations that the Company was once expected to manage between rate cases,

are now updated in rates every year, and if actual power costs vary from those forecast by
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an amount outside of the deadband, 90% of that cost variation is the responsibility of
customers.

The Company’s regulatory structure prior to 2003 contained no annual power cost
update and, only sporadically, contained a power cost adjustment mechanism. The
regulatory lag of year-to-year changes in variable power costs between rate cases used to
be the Company’s responsibility to manage. Now, a great deal of that lag has been
eliminated and customers take the risk of those changes. On the other hand, not only has
there been no countervailing change in the regulatory approach to maintaining a major
generating asset in rates at its capitalized value from the previous rate case, but PGE has
also been asking the Commission and the parties to eliminate even the small amount of
regulatory lag that a utility would experience between when a new plant comes online
and when it is brought into rates. The Company has been filing to bring new generating
assets into rates in such a way as to eliminate that regulatory lag, and ensure that not a
day of depreciation goes by before an asset goes into rates.

i.  Port Westward

PGE filed its general rate case that included Port Westward, such that most of the
rate change from that case would go into effect in January, a few months before Port
Westward was scheduled to come online, and the rates associated with Port Westward
would go into effect immediately when the plant came online. Through this additional
regulatory process and complexity, the Company could be sure that Port Westward would
be included in rate base at the maximum possible value, and customers would continue to

pay for the plant at that maximum value until the next rate case.



10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

CuUB/100
Jenks/5

ii. Biglow Canyon

As with Port Westward, PGE is asking for some regulatory contortion to bring
Biglow Canyon into rates. Typically, a utility would file a general rate case to bring a
new generating asset into rate base and into rates. In this case PGE is requesting a
supplemental tariff addressing only the increase in costs associated with Biglow Canyon.
As long as this is a single-issue case, the Company is not at risk for its revenue
requirement being reduced to reflect other costs that may have changed, including the
decline in rate base associated with existing generating plants.

In defense of its strategy, PGE includes in its filing an estimate of what its
revenue requirement request would have been for a general rate case, and points out that
this number is higher than what the Company is asking for in this case.! We pay little
heed to this dubious argument. In addition to the benefit of PGE’s Biglow-only request
described above, were the Company’s costs and revenues materially out of balance, we
expect that the Company would have filed a general rate case, not a request for a
supplemental tariff.

The Company does give itself a one-month buffer, in filing this case, between
when Biglow is scheduled to become operational and when, provided the plant is online,
its supplemental tariff goes into effect. However, PGE’s testimony suggests that this
single month of standard regulatory lag is an inappropriate burden for the utility, and the
Company is only willing to accept this regulatory lag if the Company retains all the
dispatch benefits of Biglow Canyon before its supplemental tariff goes into effect.

We believe the impact of any regulatory lag between incurrence of net

costs for Biglow and a January 1, 2008, effective date for rates will be
minimal provided PGE is allowed to retain the dispatch benefits of Biglow

" PGE Pretrial Brief p. 2.
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prior to its going into rates ... PGE proposes that any power produced by
Biglow Canyon prior to January 1, 2008 be valued for power cost
purposes at the monthly average of the Mid-C firm on- and off-peak index
for determining actual NVPC under Schedule 126...

PGE/100/Lesh-Dahlgren/3.

iii. PGE Has Reduced Its Regulatory Lag Significantly Over The Last 5 Years

PGE has gone to great length to avoid regulatory lag when a generating plant
comes online, but has made no suggestion to mitigate the regulatory lag that customers
pay in rates for the return on the non-depreciated value of a plant until the next rate case.
So PGE will bear little, if any, regulatory lag as it brings a new generating plant into rate
base, will continue to benefit from the regulatory lag that allows the Company to
systematically over-charge for the rate base value of generating units, and will bear little,
if any, regulatory lag between rate cases of changes in variable power costs that the
Company used to be responsible for.

With an apology for this rather long-winded background section, we want to
highlight the shifting balance of regulatory lag in ratemaking. No cost estimate or rate
forecast will ever be perfect, but they don’t need to be and, indeed, they aren’t supposed
to be. Some costs will be higher than expected, some lower. Ultilities bear some
regulatory lag and customers bear some. The goal of ratemaking is just and reasonable
rates overall, and a balance of regulatory lag has been a healthy part of that. However,
the balance of regulatory lag between the Company and customers has shifted
considerably over the last five years, and the Company is bearing significantly less
regulatory lag while customers have seen no such relief. Our recommendation in this

docket is specific to Biglow Canyon’s supplemental tariff, but the context within the
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Company requests this supplemental tariff is an important backdrop, and could be helpful

when the Commission chooses a mechanism to implement cost recovery under SB 838.

II1. Biglow Special Schedule Should Track Depreciation & Customers

This docket is not a general rate case. PGE is asking the Commission to approve
a supplemental tariff for its Biglow Canyon wind facility. This supplemental tariff will
be in place until the Company’s next general rate case. PGE proposes to calculate the
charge in this supplemental schedule based on Biglow’s first-year capital cost and the
number of customers during this first year. In the second year of the facility’s operation,
Biglow Canyon’s capital cost will have declined and the number of PGE customers will
have increased. PGE, however, does not propose updating either Biglow’s supplemental
tariff to reflect the declining capital costs associated with Biglow’s depreciation or the
Company’s increasing load. To do so would more-accurately track Biglow Canyon’s
expected costs, thereby reducing the amount of income that PGE would collect through
the Biglow Canyon supplemental tariff.

Putting aside, for the moment, the issue of the growing imbalance in regulatory
lag that is described earlier, as long as Biglow Canyon is in rates under a supplemental
tariff, that tariff should reflect the appropriate cost of the item for which it was designed.
PGE may argue that customers should bear the regulatory lag of not including Biglow
Canyon’s depreciation until the Company’s next general rate case, because other costs
are sure to go up that are not reflected in rates. However, while other costs may go up
and others may go down, this has nothing to do with Biglow Canyon’s supplemental
schedule. PGE asked for a supplemental schedule for the single purpose of collecting the

costs associated with Biglow Canyon. If Biglow Canyon’s capital cost and PGE’s
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customer base are not updated each year, this supplemental schedule will collect
significantly more from customers than the costs of Biglow Canyon.

Normally, to true-up a utility’s rate base to reflect depreciation of a major asset
would require a general rate case. However, because Biglow Canyon is in a special
supplemental schedule we can easily update it automatically, and ensure that the
supplemental tariff only collects the actual cost of the plant. We could also simply wait
until the tariff’s second year for a party to file a complaint that this supplemental
schedule is collecting more from customers than the capital cost of Biglow Canyon,
which is what it was authorized to collect. However, because we know that the capital
cost of Biglow is depreciating and we know that the Company’s customer base is
increasing, it makes more sense to simply require the Company to update this

supplemental tariff on an annual basis, beginning January 1, 2009.

IV. A Historic Look At PGE Generation Ratebase

CUB Exhibit 102 shows PGE’s generation rate base for the past decade, a period
without any new major generating resources. While the Company’s generation rate base
increases nearly every year, that increase in rate base is offset by PGE’s growing service
territory, such that the per customer amount of production rate base is generally
declining. As the following chart demonstrates, PGE’s generation rate base on a per
customer basis has declined every year except for 2001, which was the year used to

establish rates in UE 115.2

> We looked at generation rate base because Oregon uses unbundled costs. In addition, distribution rate
base is different from generation rate base in that, as distribution expands for new development, it also
brings new customers who will pay into the system for decades.
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Chart 1 - PGE Production Rate Base
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From this chart, we can see the implications of regulatory lag. In 2001, rates were
established and production rate base was $1.37 billion or $1,865 per customer. It was
this rate base on which the Company earned its rate of return. The next year, rate base
declined by $20 million to $1.35 billion or $1,815 per customer. While PGE’s gross
production rate base then increased, that increase has not kept pace with customer
growth, and, as of the end of 2006, production rate base was only $1,792 per customer.
However, because this decline in rate base per customer happens between general rate
cases, it is not reflected in customer rates.

With the addition of Port Westward, production rate base will increase again this
year by approximately $279 million.” When we add Port Westward to the previous chart,
we see a dramatic increase both in terms of production rate base and production rate base

per customer.

3 UE 180 OPUC Order No. 07-015 p. 50.



10

11

12

Chart 2 - PGE Production Rate Base

$2,200
$2,100
$2,000
$1,900
$1,800
$1,700
$1,600
$1,500
$1,400
$1,300
$1,200

e /

$ Production Rate Base per Customer

/

_J

§M Production Rate Bas, —0——o——o—°—

=

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
est.

2001 and 2007 represent test years that were used to set rates. In those years,

production rate base went up markedly, and rates were set. As production rate base
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declined in relationship to the number of customers after the 2001 rate case, that decline

was not passed through to customers. As Port Westward costs were established in a

general rate case, its rate base will not be updated until the next general rate case. Again,

customers will not see the benefits in any decline in production rate base as Port

Westward depreciates.

In 2008 Biglow Canyon will add another $235 million to rate base, but there will

be no concurrent update for the declining rate base of Port Westward and other

production facilities. This is not because the rate base associated with these facilities is

not declining. PGE Exhibit 204, shows the depreciation associated with its generation

plants in 2007.
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PGE Plant 2007 Depreciation®
Boardman $6.7 Million
Colstrip $6.9 Million
Beaver $7.5 Million

Coyote Springs $6.7 Million
Port Westward $4.6 Million
Hydropower $5.9 Million
* PGE/204/Tooman-Tinker-Schue/1

The reason customers will not benefit from the 2007 depreciation of these
generating assets is because PGE filed to bring Biglow Canyon into rates through a
supplemental tariff in a single-issue docket. The use of a supplemental tariff means that
costs other than Biglow Canyon, such as the rate base associated with the Company’s
other generating assets, are not updated, and customers won’t see any of the benefit from
the declining rate base per customer. This does not mean that a generating plant should
never be brought into rates through a special schedule, as we have supported such an
arrangement in this docket and for SB 838. Supporting the use of a special, supplemental
tariff, however, does not mean that we should ignore the effects of that schedule.

While the supplemental schedule means that customers lose the benefits of
declining rate base associated with other plants, it does allow the Commission to update
the schedule annually such that customer rates reflect Biglow Canyon’s declining rate
base. As long as Biglow is in a special supplemental tariff, it should be updated each
year, so that customers do not over-pay for the plant’s depreciating capital cost. This is
fair, since it was not placed into rates in a general rate case that would give customers the

benefit of declining rate base associated with all other generating plants.
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V. Conclusion

As long as the cost of Biglow Canyon is charged to customers through a
supplemental tariff, we recommend that the Commission require PGE to update the
Biglow tariff annually to reflect the plant’s depreciation and the increasing load of PGE’s
growing service territory, thereby ensuring that the tariff more-accurately collects the
costs it was authorized to collect. The Commission should order PGE to update
Schedule 120, Biglow Canyon I Adjustment, on January 1* of each year to reflect to

Biglow Canyon’s declining rate base and the Company’s projected load for that year.
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