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)
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In the Matter of IDAHO POWER ) STIPULATION OF THE CITIZENS’
COMPANY )  UTILITY BOARD

OF OREGON

Request for a general rate revision.

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

I. Introduction.

The proposal by Staff and Idaho Power Company (The Company) to implement a
summer seasonal rate applicable to the summer tailblock (for the sole purpose of
discouraging residential air conditioning usage) is a proposal that CUB cannot support.'
Such a proposal is patently unfair to residential customers. The proposal would result in
the Company sending price signals to winter-peaking residential customers during the
summer peak, when at the same time the Company is protecting summer-peaking
irrigation customers from receiving accurate price signals through imposition of a heavy
subsidy levy on other customer classes for support of irrigation customers. The contrast
between the price signals being sent to these two groups of customers is stunning and it

undercuts the stated logic of the Staff and Idaho Power Company’s proposal. Staff has

! Stipulation at page 6, section 14.
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stated that irrigators would suffer rate shock at increases above 27.96%, so what about
this proposal’s inequities and the rate shock that will be faced by winter-peaking
residential customers if this proposal is implemented?

The proposal to require winter-peaking residential customers to pay higher
summer rates is problematic for other reason too. Idaho Power Company is unable to
isolate and bill for the summer season. Second, Idaho Power Company is asking to
extend billing cycles to as long as 36 days. Third, it will be difficult for senior and low-
income customers to manage these higher rates — notwithstanding the current economic
down turn — without the development of better energy efficiency programs. Fourth, the
rate increase is not in fact related to actual costs incurred by Idaho Power Company
during the months when bills would be affected. Fifth, there is a lack of evidence to
show that imposing the proposed price signals on winter-peaking residential customers
will be effective in reducing peak energy consumption. The question that needs to be
addressed, therefore, is whether this seasonal rate proposal fits with the OPUC’s overall
policy that balances the desire to send price signals with the need to protect vulnerable
citizens.

CUB’s testimony is divided into two sections. In the first section (CUB/100) I
discuss CUB’s position on seasonal rates and the broader issue of time-varying rates. In
the second section (CUB/200) Gordon Feighner responds to the specifics of the Staff and
Idaho Power Company proposal set forth in the Stipulation and the issues that proposal

raises. We then offer CUB’s own proposal for rate design and related issues.
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II. Electric Service is a Monopoly and Regulation Must Incorporate

Consumer Protection.

A. Electric service is an essential service that is provided by a monopoly.

These two elements (an essential service provided by a monopoly) go to the heart of
CUB’s concerns. Electric service is necessary and essential. People need it to cook food,
light their homes, power their appliances, and provide heat in the winter and cooling in
the summer. It is not a luxury and is not something any person should be expected to do
without. While Staff’s testimony suggests that the Commission should enact policies that
discourage the use of refrigerated air conditioning, CUB notes that for the oldest, sickest
and youngest amongst us, the provision of air conditioning on a hundred degree day can
be the difference between minor discomfort, hospitalization and even death.

Electric service is provided by a monopoly. Customers have no choice as to the
provider that sells them the electricity. If a customer does not like the cost, the pricing
plans offered, or the perceived value, the customer cannot shop elsewhere due to the

monopoly.

B. While the PUC is an economic regulator, it is also responsible for protecting
consumers.

Economic analysis can predict how customers generally will react to various
circumstances, but economic analysis tells us little about how an individual customer will
act. Staff’s testimony reflects the economist’s view of consumer behavior. In opening
testimony, Staff described the goal of seasonal pricing based on its potential to change

behavior:
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As budgets tighten, households look for ways to cut their utility bills—by

substituting more efficient appliances (including light bulbs), by making
energy-efficiency-promoting capital investments in their domiciles, etc.”

CUB asked a data request to have the Staff explain how raising rates will cause
capital investment on behalf of customers. The answer was partially based on Staff
Witness Dr. Compton’s personal experience:

Staff made no such “claim that causing customers’ budgets to tighten

enables [emphasis added] them to make capital investments.” The

tightening of budgets due to elevated utility prices motivates, not enables,
the making of capital investments that will serve as substitutes for
electricity consumption. Basic economic theory holds that when the price
of a particular good is elevated, the demand for substitutes for that good is
also elevated. From my own experience, monthly mid-winter electricity bills
around $180 in earlier years motivated this Staff person to invest in a heat
pump system this year in hopes of achieving a substantial electric bill

reduction. The heat pump is viewed as a substitute for excessive electricity
consumption.

CUB does not want to quibble with Staff concerning basic economic theory, but it
is important to recognize that the response of a PhD economist (who has studied electric
ratemaking for many years and has worked for the Utah and Oregon PUCs) to an energy
price signal does not tell us much about how the wide range of less energy savvy
customers will respond to the same price signals. This is the issue at the core of CUB’s
disagreement with Staff and the Company in this Docket. Basic economic theory predicts
how markets overall will respond to pricing stimuli, but does not tell us about the impact
on individual customers. While it is true that there are PhD economists who are utility
customers in Oregon, it is also true that there are elderly couples dealing with dementia,
young families dealing with sick children, families dealing with grief, households dealing

with unemployment, and individuals dealing with mental illness. Customers have all

* Staff/100/Compton/11
 CUB Exhibit 102, CUB Data Requests to Staff, # 6.
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kinds of circumstances that may prevent them from reacting to “price signals” in the
rational way predicted by economists.

Because electricity is necessary and is provided by a monopoly, utilities and
regulators have to be concerned with customers’ individual circumstances. When a
person is required to purchase a necessary product from a for-profit monopoly, everyone
should be concerned as to how the most vulnerable citizens are affected by the policies
put in place by regulators. While the parties involved in this docket may think of seasonal
rates as a simple design that anyone can understand, the seasonal tailblock proposal is
actually quite complicated and will likely create confusion for many who are not
economists - and maybe even for some who are. Customers who make the effort to try to
understand the higher tailblock may believe that the higher tailblock only applies to the
June through August usage — this is how Staff describes the seasonal tailblock — when in
fact it also affects usage in May and September. These customers may believe that is it
okay to run their air conditioner a lot late in May or early in September because they
believe these periods are not part of the higher priced block, but as we demonstrate in
CUB/200, late May usage can potentially be billed almost entirely at the June rate. Many
busy or otherwise distracted customers will simply ignore the notice of seasonal rates that
they would receive prior to the rates taking effect. The bottom line is that many
customers will only become aware of the existence and true effect of seasonal tailblock
ratemaking when they receive their first bill after the implementation of this policy — a
bill that will likely shock them enough to knock their socks off.

While an economist might only be concerned with whether a particular pricing

regime efficiently allocates a product, consumer advocates and regulators also have a
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consumer protection mission. This mission requires both CUB and the OPUC to look
deeply at rate design issues and consider how they will impact all customers — the
educated, the uneducated, the vulnerable and the oblivious — all of whom purchase this

product out of necessity.

III. CUB’s Concerns with Time-Differentiated Rate Design

While Staff’s rate design proposal is narrowly tailored to a small number of
Eastern Oregon households with air conditioning, CUB’s discussion in this section will
go beyond the current proposal and discuss other time-varying forms of rate design such
as time-of-use and critical peak pricing. There are a couple of reasons for this. First, the
microeconomic theory that supports seasonal rates would suggest that time-of-use rates
are superior to seasonal rates. Second, CUB has encountered several individuals on Staff
and at utility companies who believe that seasonal rates are the first step towards dynamic
pricing. Because docket UM 1415 has failed to identify an Oregon policy with regards to
time-varying rates, CUB has significant fears that this is the first step towards rates with
greater volatility and unreasonable price signals.

Rate design is not a new issue, but its dynamics may be morphing as smart meters
change the issue by allowing for the easy implementation of different pricing structures.
Over the years, CUB has weighed in on many utility proposals on rate design and has
discussed the rate design issue with many customers. As a result, CUB has reached
several conclusions as to the integration of consumer protection and rate design. Each
CUB conclusion is based on CUB’s knowledge that residential customers are not a

homogenous group.
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A. Most customers pay bills, not rates.

In this Idaho Power Company rate case, residential customer bills will, on
average, go up more than 26%, which is one of the largest price signals that this
Commission has ever sent residential customers. This large increase in rates will cause a
similarly large increase in bills. Customers who pay the bills will feel the impact, and
some customers will react by reducing their usage. Historically, we can see that weather-
normalized usage declines after large bill increases. With or without seasonal rates,
customers will be receiving a very large, very harsh price signal over the next year.

For many years, advocates of energy efficiency have made the argument that
customers pay bills and not rates. It follows that if we can help customers lower their
usage, we can lower their bills, even if rates are going up in the process. The truth of this
statement that customers pay bills and not rates is also an important one for rate design
purposes. I have found over the years that when I question customers about their utility
bills, most customers know the approximate amount of their electric bills, but few know —
even approximately — the rates that they are being charged. Most Oregon customers do
not know that their rates change based on tiers of usage. Customers who do know that
there are tiers of usage do not necessarily know whether the tiers increase in price or
decrease in price as their usage increases.

It is clear to me that the most important price signal any customer receives is the total
sum at the bottom of their bill each month, because that is the cost that they write on their
check. While bills are impacted by weather conditions and usage, customers still have a
pretty good sense of whether rates (and costs) are going up, or not going up, by the

direction of their bills and bank balances.
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Residential bills are slated to increase by an average of more than 26% in this docket.
Staff and the Company have stated a preference that rates increase by 35% for customers
with air conditioning. CUB does not believe that it is necessary to try to further increase
bills as a way to shock customers into reducing their usage, as customers are going to be
shocked enough. Usage will already come down because of the 26.3% increase in rates
approved in this docket. Because bills are going up so significantly, customers are
receiving strong price signals that encourage conservation, and there is little need to

experiment with microeconomic theory.

B. Most customers don’t like rate hikes.

Most customers don’t like rate hikes. This is common sense. Utilities are required to
notify customers when rates are going up, and while customers do not necessarily know
what rate they are paying, they know that an increase in rates will increase their bill.
Under Staff’s proposal, it is guaranteed that rates will increase every June. While Staff
argues (without supporting evidence) that customers in Utah and Idaho got used to this

schedule, it doesn’t mean that customers prefer these guaranteed annual rate increases.

C. Many customers prefer simplicity.

CUB believes that customers generally prefer simplicity in pricing. In competitive
markets like wireless phones, there is much evidence showing that customers prefer plans
where the pricing is simplified. So-called anytime minute plans now dominate the
market, whereas a few years ago most companies were marketing plans that had different
prices between weekday daytime usage and evenings and weekends.

Simplicity also serves the customer protection mission of CUB and the PUC. The

more simplified we make rate design, the more likely the most vulnerable households
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will still understand it, and the less likely that those customers will be confused and
misled. For many customers who do not understand the notice that explains the seasonal
rates, a high bill will represent the unintended consequences of a complicated pricing
policy rather than a rational economic decision that considers the new higher cost of air
conditioning and compares that cost to the benefits obtained from turning on the air

conditioning.

D. Customers are owners, not renters.

When economists advocate more dynamic pricing, whether it is seasonal rates, time-
of-use, or critical peak pricing, the price that is often proposed as the correct price signal
is the marginal cost, which represents the cost of producing (or purchasing) the next
increment of energy. Short-term marginal costs often reflect the volatile wholesale
market, while long-term marginal costs often reflect the cost of a gas combustion turbine,
along with forecasts of natural gas prices. Short-term wholesale products are arguably the
most volatile products in terms of price. Long-term natural gas forecasts tend to be
volatile and inaccurate.

Much of the support for this marginal cost pricing comes from microeconomic
theory and is based on the idea that markets will create a more efficient allocation of
resources if they are priced at marginal cost. It should be noted that this was a favorite
argument of the former owners of PGE, who a decade ago wanted to sell off all of that
company’s generation and move all customers into an unformed retail market where they
could receive price signals unconnected to historic utility investments.

Historically, large capital investments made by utility companies have been funded

by customers. This regulatory bargain is based on the concept that utilities finance capital
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investment in power plants. Customers then pay the utility its capital investment plus a
rate of return on that investment. Then, in exchange for customers paying for the costs
and profits associated with an investment, the capital investment is dedicated to provide
energy for customers for its useful life.

In this respect, customers have an equity share in the power supply of a utility. The
analogy I make is that we are owners, not renters. My wife and I bought a house in the
Hawthorne neighborhood of Portland more than a decade ago. Today our house payments
are less than what it costs to rent a studio apartment in the neighborhood. It could be
claimed that we are paying below the marginal cost of housing in our neighborhood,
resulting in an uneconomic allocation of housing in our neighborhood, or at least a less-
than-optimal result. This is not an uneconomic result, but instead reflects the economics
of making a capital investment (purchasing a house) as an alternative to paying marginal
costs. This is the same decision that has been made in utility planning to build new power
supply, rather than rely on wholesale market purchases.

If customers have spent years paying for a utility’s capital investments and profit on
ratebase, with the expectation that the ratebase was, and is, dedicated to customers, then it
is important that the ratebase be dedicated to customers when customers most need it (on
hot and cold days when demand is greatest). The idea that rates should reflect embedded
costs during the periods of the year where marginal costs may be below embedded costs,
and should reflect marginal costs when those costs are higher than embedded costs,
amounts to always charging customers for the highest-cost available option. While Staff
has reduced the impact of this rate design by limiting the marginal costs to only being

reflected in the tailblock rate, customers with higher usage may still be required to pay
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overall average power costs that are greater than Idaho Power’s overall average power
costs for that period of time (owned resources plus power purchases).

In a data request to Staff, CUB asked about the tailblock rate compared to Idaho
Power Company’s costs in each month that is affected by seasonal rates (May to
September). The Staff response was to compare Idaho Power Company’s marginal cost
to the rate. Idaho Power Company’s cost of power supply in the May-June, June-July,
July-August, and August-September billing periods is not, however, the marginal cost,
but reflects the Company’s hydro and thermal generation costs, plus an increment that is

purchased or sold into the market.

E. Tiered rates are not widely understood, but when coupled with energy

efficiency programs can incent energy efficiency investment.

CUB is skeptical that customers fully understand tiered rates. Most customers do not
know they have tiered rates, and do not know the structure of the tiering. In its Opening
Testimony, Staff points out that CUB has supported tiered rates in the past.” This is true.
Even though tiered rates violate the principle of simplicity, CUB has recognized that,
when combined with good energy efficiency programs, tiered rates can have an important
role to play in encouraging load reduction. While an individual customer may not
understand tiered rates, when that customer gets an energy audit or other energy advice
from the Energy Trust of Oregon (ETO), the customer’s utility, or energy contractors,
these professionals do understand the impact of tiered rates. When energy professionals
work with customers to explore customer options for reducing usage, tiered rates allow

these professionals to give customers good information about the choices they confront.

4 UE 213/Staff/100/15.
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These rates align the interest of the customer with the interest of the system as a whole,
by aligning the least cost investment to the system with the least cost investment to the
customer. While the customer’s primary price signal is the monthly bill, tiered rates allow
non-economically savvy customers to seek out good economic advice from energy
efficiency professionals and tap into energy efficiency programs whose costs are lower
than the cost of alternative power supply.

It is important, however, for the tiered rates to be linked with good energy efficiency
programs and good energy audits. CUB’s examination of Idaho Power Company’s
energy efficiency programs suggests that the residential energy efficiency programs

available to customers may not be robust enough to support tiered rates in Oregon.

F. Energy efficiency programs should be a stronger focus than price signals.
CUB believes that tiered rates help to ensure that energy efficiency programs are

based on the right economics, even when the overall price signal associated with utility
bills (based on average rates rather than incremental tailblock rates) does not fully incent
the right actions. The goal is to encourage customers to participate in energy efficiency
programs. Staff disagrees. Staff views price signals as more important than energy
efficiency programs, and has made little effort to investigate Idaho Power Company’s
Oregon energy efficiency programs:

It is this Staff person’s belief that, historically, concerns about high utility

bills have been the greater factor in promoting energy efficiency via

capital investments—including new-construction investments towards that
end.’

> CUB Exhibit 102/CUB Data Requests to Staff, # 6.
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Staff regards weatherization advocacy, strictly construed, as being outside
the scope of the current docket and/or Dr. Compton’s participation
therein.’

The debate over whether price signals or energy efficiency programs are more
effective is largely irrelevant. Customers pay bills, and bills are going up dramatically.
The price signal of higher bills is one that customers will receive from this rate case and
will continue to receive as additional utility investments are made. Price signals are a
given, and work best when there are energy efficiency programs to help manage demand.
Critical Peak Pricing programs, for example, clearly work better when they are combined
with enabling technologies like smart meters and programmable thermostats that can help
customers manage demand more easily.’

Staff believes that raising bills more than just the 26% average increase will
encourage customers to make capital investments, whereas for many customers rising
bills actually make capital investments more difficult. Many customers simply cannot
afford to make the economically-rational capital investments in energy efficiency
products that microeconomic theory would suggest. Price signals work for those with
capital to invest, whereas customers without capital need energy efficiency programs to
assist them. If Staff’s view is adopted, the focus will remain on price signals rather than
efficiency programs. The Oregon households who can least afford the price signals will
then be the most harmed, because they can least afford to respond to the price signals.

In this particular case, it is clear that residential customers will be seeing a strong

price signal. It is less clear whether residential customers are being provided with all of

 CUB Exhibit 102, CUB Data Requests to Staff, # 7.
" CUB Exhibit 103, Barbara Alexander , Smart Meters, Real Time Pricing, and Demand Response
Programs: Implications for Low Income Electric Customers, p 33.
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the energy efficiency programs necessary for them to cope with the price signals being

sent.

IV. The results from time-differentiated rates suggest that such rate

design is problematic from a consumer protection standpoint.

CUB wants to be upfront about its limited experience in regard to seasonal rates,
time-of-use rates, critical peak pricing, and other forms of pricing that send signals to
customers. This is why CUB has pushed for a docket where CUB could use intervenor
funding to bring in a national expert to help stakeholders understand the impacts that
these sorts of programs can have on residential customers. However, the evidence that we
have seen from other states suggests that there are real concerns with mandating pricing
plans in order to change behavior.

The results of pilots of various time-of-use rates raise several concerns:

A. The bulk of the energy savings comes from a relatively small segment of the

participants.

Time differentiated rate programs can reduce peak energy usage. However, 80%

of the peak energy savings in California Critical Peak Pricing Pilots came from just 30%
of the participants.® This means that many households had little or no savings, and were
likely impacted negatively by the peak-hour pricing. It is important to consider the impact
of these programs on participants who do not alter their usage patterns. What are the bill
impacts? Are people pushed into arrearage? Even if the programs are moving costs from

one part of the year to another, as is done with seasonal rates, volatility in bills is a real

8 IMPACT EVALUATION OF THE CALIFORNIA STATEWIDE PRICING PILOT, Charles
River Associates, 2005;



10

11

12

13

14

15

16

17

18

19

20

CuB/100
Jenks/15

problem for low-income households and others who live from paycheck to paycheck and

have trouble handling unexpected bills.

B. Very little savings came from low income households.

In California, customers with incomes of 175% or less of the federal poverty
guidelines are eligible for a rate discount. Many of these customers were included in the
California Critical Peak Pricing pilot, and the results showed that there were “essentially

zero” savings from these customers.”’

C. College education makes a huge difference in customers’ ability to respond to
price signals.

The Charles River Associates study of California Critical Peak Pricing programs
shows that people with a college degree on average reduced their energy usage by more
than twice as much as people without college degrees.'® While economists often think of
customers as ‘“‘super consumers’” who process information and optimize economic
decisions efficiently, many consumers don’t have the educational background that would

allow them to do this.

D. The bulk of the savings comes from higher income customers.

The Charles River Associates study shows that the response rate of families making
$100,000 was significantly greater than the response rate of families making $40,000 in
the California pilots."" This result makes sense, as college degrees can be associated with

higher incomes, and fit with Staff’s explicit goal of using price signals as a way to incent

? CUB Exhibit 103, Barbara Alexander , Smart Meters, Real Time Pricing, and Demand Response
Programs: Implications for Low Income Electric Customers, p. 32-33.

1 TMPACT EVALUATION OF THE CALIFORNIA STATEWIDE PRICING PILOT, Charles
River Associates, 2005
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customers to make capital investments. But this is very troubling from a consumer
protection standpoint. Low-income customers are often the least able to understand and
respond to price signals and are the persons with the least financial ability to make capital
investments. These customers will be forced to absorb price signals, which will serve to
further reduce their standards of living. It also is important to note that the $40,000 figure
used by Charles River to represent low or moderate income households, is greater than

the medium household income in Ontario, Oregon.12

E. The programs are more successful when combined with enabling technology,
not just price signals.

The California pilots also show that enabling technologies, such as programmable
thermostats or technology that allows a utility to cycle appliances, greatly improve the
performance of customers in time-of-use pricing plans.13 If the goal is to provide
customers with an incentive to reduce summer air conditioning use, it would seem that
the price signals would work much better if they were combined with a program that
offers customers programmable thermostats — particularly low-income customers who
cannot make such an investment on their own. There is, however, no enabling technology

being offered with this pricing proposal.

V. CUB’s History on Rate Design.

CUB has been very involved in several cases where rate design and price signals

were an issue.

'2 CUB/200/Feighner/2
'3 CUB Exhibit 103, Barbara Alexander , Smart Meters, Real Time Pricing, and Demand Response
Programs: Implications for Low Income Electric Customers, p.33.
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A. Local Measured Service (LMS) for Telephone Customers.

CUB was created by voters in 1984 and got up and running in 1985, which
coincided with PUC Commissioner Gene Maudlin’s plan to implement mandatory local
measured service (LMS) for all phone customers. Under his plan, rather than paying a flat
monthly fee for local phone service, customers would be charged by the call, by the
length of the call, by the distance of the call and by the time of day and day of the week
of the call. At the time, Measured Service was offered as an optional service, but fewer
than 10% of residential customers opted into measured service. Pacific Northwest Bell
claimed that there were capacity issues associated with daytime calling, and it was
therefore fair for customers to pay for what they used. CUB argued that the phone system
was a sunk investment and that there was little or no incremental cost to a phone call.

Today, when unlimited VOIP calling plans to anywhere in the world can be had
for a flat monthly fee, this debate about measured phone service seems ancient. CUB
learned in this debate that customers overwhelmingly wanted simplicity in how their
phone calls were priced. They did not want to worry about the time of day that they made
a phone call, how long they were on the phone, or the distance that they were calling.
Because Commissioner Maudlin seemed intent on enacting mandatory LMS, OSPIRG
and the NFIB joined together in 1986 to put forth a ballot initiative to prohibit mandatory
LMS. The voters supported the ban overwhelmingly, with more than 802,000 voters
supporting it and just under 202,000 voters opposing it. It is rare that 80% of voters agree

on anything.
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B. Enron’s customer choice proposal.

Many of the microeconomic arguments for seasonal rates and other forms of time-
of-use rates are similar to the arguments that were made when Enron and PGE asked the
Commission to allow the Company to divest of all generation assets and kick all
customers out into a non-existent retail electric marketplace. CUB was told that moving
customers to market rates would promote economic efficiency. Customers would receive
price signals that reflected the real marginal costs of their usage, not an artificial history
of inefficient utility decision-making. CUB was concerned with the volatility of
deregulated rates, the likelihood of rate increases, the loss of Oregon customers’ hydro
endowment, the lack of adequate consumer protection, the addition of marketing and
aggregation costs, and the lack of any demand from residential customers for a new, more
complicated system of purchasing an essential service.

In CUB’s surrebuttal testimony, CUB discussed its concerns with volatile market
prices:

PGE (PGE/1600/Schnitzer/12 argues that it is "not an especially sensible

policy objective" to protect customers from market price volatility. CUB

respectfully disagrees. We believe that it is sensible to protect customers

from the sort of price volatility we have seen recently in the wholesale

market and the Futures market. Current public policy requires that rates be

"Just and reasonable." While an economist from the Chicago School might

argue that it is efficient for the market to send the right price signals to

consumers during a severe cold spell or heat wave, we believe that it is not

"just and reasonable" to put people's lives in danger by making their rates

reflect the true price signals brought on by triple-digit heat or single-digit

cold. How does Mr. Schnitzer's economic model input human discomfort

or loss of life? Sometimes public policy and economic theory have
different objectives. '*

4 UE 102/CUB/400/Jenks-Eisdorfer/7.
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In CUB’s Opening Testimony in that docket, we discussed our concerns about
whether customers had the time or interest to optimize their economic decisions relating
to this new electricity marketplace. The testimony quoted a book that discussed this issue:

Economist Rober Kuttner, in his book Everything for Sale: The
Virtues and Limits of Markets, discusses this problem:

...economic decisions are often based on misinformation ex ante, and
yield disappointment ex post. But as products and decisions proliferate,
that prospect is a receding mirage: there are not enough hours in the day.
As essayist Steven Waldman writes, “[S]pend the optimal amount of time
on each decision and pretty soon you run out of life.”

Indeed, choice itself, one of the most prized trophies of the market
system can become self-negating when taken to an extreme. The market
model requires the informed consumer to hold the producer accountable.
But an overwhelmed consumer cannot competently play that role. “The
more choice available,” Waldman writes,” the more information a
consumer must have to make a sensible selection. When overload occurs,
many simply abandon the posture of rational Super-Consumer.”"

C. Time of use rates.

CUB’s alternative to Enron’s deregulation was the creation of a portfolio of rate
options for residential customers. These options would continue to be regulated and the
base option (the default) would be the traditional service with the traditional pricing.
CUB did support providing a time-of-use rate as an option for customers. Some
customers have the ability to switch their usage to off-peak times, which reduces costs to
the utility. By recognizing these cost savings, a utility can offer customers who switch
usage to off-peak times a discount. Because most energy savings from time-varying rates
come from a small subset of participants, it makes more sense to offer voluntary
programs. If 70% of customers are not going to respond significantly to price signals, and

many will be harmed by a program, it does not make sense to force the program on them.

'S UE 102/CUB/200/Jenks/6-7.
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D. AML
CUB opposed PGE’s plans to implement advanced metering infrastructure (AMI),

first in UE 115 and later in UE 189. A large part of our concern was that it would lead to
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mandatory or default time-of-use or critical peak pricing plans:

CUB has been clear in its concern that mandatory time-of-use or critical
peak pricing may be foisted upon customers once PGE’s current advanced
metering has been installed. We have ample reason to be concerned.
Though PGE protests that the Company “did not specify mandatory
participation [in time-of-use pricing] as either a goal or an alternative,” the
Joint Testimony supporting the Stipulation is full of references to the
importance of time-of-use pricing.'®

The Threat To Customers From Mandatory Time-of-Use Pricing Is Real

CUB’s concern about possible future imposition of time-of-using or
critical peak pricing on customers stems from a number of considerations.
PGE’s projected net present value benefit based on operational cost
savings for its current advanced metering proposal, $33 million over 20
years, is not an enormous margin over that amount of time. Should PGE’s
current advanced metering project prove to be uneconomical, the
Company and regulators may feel increased pressure to impose time-of-
use or critical peak pricing as a way to financially justify the project.

As mentioned previously, despite PGE’s protestations that its current
filing contains no proposal for mandatory time-of-use pricing, PGE’s
response to Staff data request 12, included as Exhibit 105 in the Joint
Parties’ Testimony, expresses enthusiasm for the use of price signals:

Electric utilities operate at about 50% asset utilization. By
comparison, asset utilization in refineries, chemical plants, pulp
and paper mills, steel plants, etc., all ran at 95%+. Other industries
meet their “obligation to serve” not by building rarely used
production capability, but by charging higher prices when supply is
low. Electricity is one of the few products whose prices do not
vary with market demand.

With the ability to measure comes the ability to use price as the
means to alleviate supply-demand imbalance."’

' UE 189/CUB/100/Jenks/10-11
"7 Ibid, page 14.
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E. Critical Peak Pricing pilot.

CUB has not played a major role in PGE’s Critical Peak Pricing pilot program. We
believe that there may be a role for critical peak pricing as an optional program, but
continue to be concerned about it as a mandatory or default program. CUB knows from
discussions in workshops that there are employees of the PUC and various utilities who
believe that the pilot is the first step towards making it a mandatory program.

In addition, CUB is not sure that another pilot provides a lot of useful information.
There have been other critical peak pricing pilots around the country. These pilots have
shown, as I have discussed above, that people with higher incomes, college degrees and
enabling technologies can respond well to critical peak pricing, but other customers
cannot. CUB reiterates its reservations about implementing a program that harms

vulnerable households.

F. Seasonal rates / UE 197.

CUB joined Staff in opposing seasonal rates in the last Idaho Power Company Rate
Case.'® In this case, Staff has joined Idaho Power Company in supporting seasonal rates.
In PGE’s last rate case (UE 197), Staff proposed seasonal rates and CUB opposed them:

The Staff proposed a new rate design which would add a seasonal summer
block to residential customers. While we appreciate that the Staff did not
propose full seasonal rates for residential customers, we still must oppose
their proposal.

Customers do not want time-of-use or seasonal rates. Customers have a
time-of use option and it is not widely used. In other industries, such as
wireless phones, we have seen customers move away from time
differentiated rates. In a nutshell, most customers don’t want to think
about different rates for different usage patterns.

CUB has supported tiered rates. They have a long history in Oregon, going
back to Oregon Fair Share’s advocacy for Lifeline Rates in 1981. But

'8 UE 213/Staff/100/Compton/13
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these rates are constant and while they change with usage, they do not
change from hour to hour or month to month. Quite frankly, we do not
believe that the hassle is worth the result or the potential risk to customers.
While economists like price signals, most customers are too busy in their
daily lives to respond in a way so as to optimize each economic decision.
But there will be some customers who will notice and will want an
explanation each year when their rates change as we enter the summer
months.

If the Commission is inclined to add a third pricing block, we would
recommend that such a block be done on an annual basis. This will allow
these rates to be stable. It will remove the need to change prices an

additional two times per year. The change in rates will only have the

desired effect if it is well advertised so customers are aware of it. Having it

be well-advertised, of course, will increase the amount of time that we,

and the PUC, spend explaining to customers why their rates have

changed.”

After filing surrebuttal testimony, PGE, CUB and ICNU agreed to a stipulation
which asked the Commission to open a new docket to review this issue and ICNU’s
concerns with rate spread. These three parties specifically asked for a new docket to
allow CUB to bring in an expert witness to address the issue of how these sorts of rate
options impact customers. Staff opposed opening a new docket.

The Commission agreed with PGE, CUB, and ICNU, and in Order 08-585

ordered a new docket:

9 UE 197/200/CUB/35.
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...parties representing a broad spectrum of customers agree with PGE that
a separate proceeding, promptly undertaken, will enable the Commission
to address the issues of cost allocation and rate design in an orderly and
throughgoing manner.

We agree. The instant proceeding has been characterized by the
extraordinary number of unresolved issues, and it has been a particularly
arduous process for the parties to create a record and advocate their
positions with respect to them all. Adequate examination of important
questions of rate spread and rate design deserves a separate proceeding
that will enable the parties to prepare and put forward an evidentiary
record worthy of the substance of the issue.

A separate proceeding will be opened to address rate spread and rate
design issue for PGE and its customers. In such a proceeding, we request
the parties to also address how any resulting changes in rate design will be
coordinated with the implementation of rate design options enabled by
PGE’s deployment of its Advanced Metering Infrastructure approved in
Order No. 08-245.%°

G. UM 1415.

Out of the Commission Order came docket UM 1415, which was supposed to
investigate rate spread and rate design. Unfortunately, the proceedings of the docket
never achieved CUB’s expectations or the expectations of the Commission Order that
established it.

CUB Exhibit 104 shows the official schedule that was established in that docket.
There is no place in that schedule that allowed parties to put forward an evidentiary
record worthy of the issues involved as ordered by the Commission. The docket started
with some workshops on rate spread, but was supposed to later have a second phase on
rate design. While workshops were eventually held on rate design, a schedule was never
established that allowed for that phase. The docket became a series of informal

workshops run by Staff, which had opposed the establishment of the docket.

*» OPUC Order 08-585, page 3.
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CUB recognizes now that CUB should have objected when it realized that Staff was
not intending to allow the docket to move beyond workshops. CUB should have asked
the ALJ to establish a schedule for testimony and evidence. CUB failed to do so, and thus
CUB bears some responsibility for the failure of the UM 1415 docket to meet CUB’s, and
the Commission’s, expectations. CUB continues to believe that there is a need for a
testimony-laden docket to explore the implications of time-varying rates before the State
of Oregon embarks on a new adventure in pricing experiments.

In UM 1415, CUB had intended to hire Barbara Alexander as an expert witness. Ms.

Alexander wrote a report entitled Smart Meters, Real Time Pricing, And Demand

Response Programs: Implications For Low Income Electric Customers (May 2007).

While CUB had hoped to have her as a witness to discuss this issue and respond to
specific Staff proposals, we did not have that opportunity. We have, however, attached
sections of her report hereto as CUB Exhibit 103. CUB recognizes that her report is
about time-of-use and critical peak pricing, not seasonal rates, but the economic theory to
support seasonal rates is the same as the theory to support time of use and critical peak
pricing. While CUB was unable to call Ms. Alexander as a witness in UM 1415, we
believe that her views are relevant both in this docket and in future dockets where the

Commission will consider time-varying rates.

H. Future Dockets.

As noted above, CUB still believes that the Commission should hear from Ms.
Alexander or another expert, and should consider the implications of time-varying pricing
before experimenting on Oregon customers. As things stand, rate design will not have a

carefully considered record outside of a general rate case, and will be one of many issues
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that need to be addressed in any utility’s general rate case. This structure makes things
difficult for CUB, since Staff — not the utilities — are the primary proponent of time-
varying rates, and Staff does not produce its argument until well into a rate case. This
means that CUB could be obligated to spend tens of thousands of dollars on an expert
witness in a case to discuss an issue that might not even be contested. CUB prefers not to
risk intervenor funding in this way. Since customers pay for intervenor funding, it should
be used judiciously.

Because of this concern, CUB asked Staff -at the last workshop in UM 1415 -
whether Staff intended to push for seasonal rates in the upcoming rate cases of PGE and
PacifiCorp. Staff informed CUB that, unlike in UE 197, Staff did not intend to press this
issue in the PGE case, but might in the PacifiCorp case. Because of CUB’s desire to hire
an expert witness on this issue, we request that Staff inform all interested Parties in these
dockets of Staff’s intent to raise this issue in any rate case before the pre-hearing

conference in that rate case takes place.

I. UE 213.

Instead of providing an opportunity to debate seasonal rate issues in a docket
designed to look at rate spread and to build an appropriate seasonal rate record (as CUB
contends is necessary), Staff took up the issue of seasonal rates in UE 213. Staff and the
Company are well aware that CUB cannot afford to bring in a national expert witness to
discuss the Staff’s and Company’s seasonal rate proposal in UE 213 where there is no
provision for intervenor funding . This decision was unfortunate. CUB thinks that its
hoped-for expert witness, Ms. Alexander, would have helped create a much better record

around seasonal rates and other pricing programs that are enabled by AMI. CUB believes
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that Staff’s case is largely built on assumptions about microeconomic theory. Receiving
evidence-based testimony from a national expert about how such pricing would impact

customers would have been very useful in debunking existing myths around this issue.

VI. Oregon’s Regulatory Policy Regarding Rate Design

No energy utility in Oregon currently offers mandatory seasonal or time-of-use
rates for residential customers. CUB believes that this is consistent with Oregon law and

regulatory policy.

A. Minimizing Rate Changes.

Minimizing rate changes is a clear and long-standing policy in Oregon. It is one of
the policy reasons that the Commission is allowed the authority to grant deferred
accounting:

Upon application of a utility or ratepayer or upon the commission’s own
motion and after public notice, opportunity for comment and a hearing if

any party requests a hearing, the commission by order may authorize
deferral of the following amounts for later incorporation in rates:

...Identifiable utility expenses or revenues, the recovery or refund of
which the commission finds should be deferred in order to minimize the
frequency of rate changes...”'

We have also seen this policy applied outside of deferred accounting. Numerous rate
changes are regularly combined into a single event in order to minimize rate changes. For
example, NW Natural has included a variety of rate changes that are timed to coincide
with that Company’s Purchased Gas Adjustment to avoid having several rate changes in a
single year. Seasonal rates go against this policy by guaranteeing at least two rate

changes each year.

21 ORS 757.259(2)
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il Equal pay plans.

Oregon utilities are required to offer equal pay plans that allow residential customers
to spread their high winter heating bills or high summer cooling bills across the year to
ease the difficulty of paying those bills.”* The Commission has been a strong supporter of
Equal Pay Programs and regularly promotes them when there is a large increase in rates
that may cause customers difficulty with their high heating and cooling bills.

This case, with a residential rate increase of more than 26%, is exactly the kind of
case that has led the Commission to promote equal pay. In 2008, when it looked like
natural gas customers were facing significant rate hikes, the PUC released a toolkit to
help customers. It included the following advice:

Consumers should also consider taking advantage of bill payment plans, if

offered by their local gas utility, to even out their monthly gas bills. These

plans allow consumers to reduce their winter gas bills by paying more

during other times of the year when gas consumption is normally much

lower. Of course, unlike energy assistance programs, under a bill payment
plan consumers are responsible for paying the full cost of gas purchased

by the utility.

This case is exactly the sort of situation that led the Commission to recommend
that customers consider equal pay plans. However, combining seasonal rates, which are
designed to increase the price signals of seasonal heating and cooling, with equal pay
which will by design reduce that price signal by spreading the impact of higher seasonal
rates across the entire billing year, makes little sense. Seasonal rates and equal pay
programs work at cross purposes. In the situation where customers are being hit with a
26% rate increase, it is more important to promote the option of equal pay plans than it is

to create even greater price signals.

*> OAR 860-021-0414, Equal-Payment Plans for Residential Electric and Gas Service
2 PUC natural gas toolkit, http://www.puc.state.or.us/PUC/Nat_Gas_Tool_Kit_2008.pdf
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B. SB 1149 requires cost-based rates.

As I have pointed out, many of the arguments here are similar to the arguments
that the companies made regarding deregulation. It was in response to the Enron/PGE
deregulation proposal that CUB and the PUC advocated for SB 1149, which established
Oregon’s current electric energy policy. That policy created choices such as a market
option (time-of-use), but also mandated that customers continue to receive cost-of-service
rates, as opposed to market rates. CUB believes that this law allows market-based rates as
an option for customers, but requires cost-of-service rates as the default. Moving towards
an explicit goal of aligning rates with m