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Q. Please state your names, occupation, and business address. 1 

A. My name is George R. Compton.  I am a Senior Economist in the Energy – 2 

Rates, Finance, and Audit section of the Public Utility Commission of Oregon.  3 

My business address is 3930 Fairview Industrial Dr. SE, Salem, Oregon 97308-4 

1088.  5 

    My name is Suparna Bhattacharya. I am a utility Economist in the Energy – 6 

Rates, Finance, and Audit section of the Public Utility Commission of Oregon.  7 

My business address is 3930 Fairview Industrial Dr. SE, Salem, Oregon 97308-8 

1088.  9 

 10 

Q. Have you filed opening testimony in this proceeding?  11 

A.  Yes, we filed opening testimony Exhibit 700 and Exhibit 800; our qualification 12 

statements are provided in Exhibit Staff/ 701 and Exhibit Staff/801.  13 

 14 

Q. What is the purpose of this testimony? 15 

A. In this testimony we respond to the Energy-Efficiency (EE) and Marginal-Cost-16 

of-Service and related rate spread issues that are addressed on behalf of the 17 

Citizens’ Utility Board of Oregon (CUB) by Bob Jenks and Jaime McGovern in 18 

their joint Opening Testimony, Exhibit CUB/100.1   19 

 
 20 

 CUB’s Proposal to Re-Allocate Energy Costs from 21 

Residential to Industrial Customers: Introduction 22 

 23 

Q. Have you reviewed Section IV labeled “Energy Efficiency and Marginal 24 

Cost of Service,” and Section V, labeled “Overcoming the Cap on Industrial 25 

EE” of CUB’s Opening Testimony? 26 

A. Yes. 27 

                                            

1
  “IV. Energy Efficiency and Marginal Cost of Service,” CUB/100, Jenks-McGovern/20.  Related is 

“V. Overcoming the Cap on Industrial EE,”  CUB/100, Jenks-McGovern/37.  
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Q. What are the primary concerns expressed by CUB in Sections IV and V of 1 

their testimony? 2 

A. The two primary concerns are: 1) a legal cap placed upon energy efficiency 3 

(EE) projects conducted by the ETO (Energy Trust of Oregon) for PGE’s 4 

industrial customers is being reached, thereby compromising best-cost-5 

efficiency opportunities;2 2) ETO contributions from the residential class far 6 

outstrip the project funding directed back to that class.3  A prime source of 7 

these concerns is the fact that “SB 838 allowed additional funding for EE, but 8 

put a cap on the amount of funding that a utility could receive from customers 9 

with loads of more than 1aMW.”4 The industrial EE project cap is generally 10 

viewed as the quid pro quo of the cap placed on the funding paid out by those 11 

large customers. Limits placed on EE funding by large industrial customers are 12 

supposed to translate to limitations placed on the “direct benefits” which those 13 

customers receive from EE. 14 

Q. What is the primary mechanism that CUB suggests for dealing with these 15 

concerns? 16 

A. CUB suggests including energy efficiency within the marginal cost of service.  17 

They introduce a methodology that would credit the residential class for its full 18 

ETO contributions by way of a reduced energy cost allocation that would be 19 

offset by an increased allocation to industrial customers.5  20 

Q. How, in CUB’s estimation, would altering the energy cost allocation 21 

resolve the concerns identified above? 22 

A. In CUB’s view, shifting a significant portion of the revenue requirement from 23 

residential customers to industrial customers corrects the inequity of residential 24 

ratepayers’ funding, through the ETO, more industrial energy efficiency projects 25 

than residential projects.6  Also, CUB believes that increasing the industrial 26 

                                            
2
  See CUB/100, Jenks-McGovern/37, Section V. 

3
  See CUB/100, Jenks-McGovern/28, lines 14-20. 

4
  See CUB/100, Jenks-McGovern/42, lines 14-16.  SB 838 and its implications are discussed in 

some detail later in this testimony. 
5
  This is the subject of Section IV. of CUB’s testimony (CUB/100, Jenks-McGovern/20-37). 

6
  See CUB/100, Jenks-McGovern/39, lines 10-20. 
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revenue requirement would neutralize the prohibition against “direct benefits” 1 

that industrial customers would derive from the added EE made possible by SB 2 

838.7  Eliminating net benefits would render moot the basis of the cap placed 3 

by SB 838 on the funding of any industrial EE projects possibly attributable to 4 

the added revenues collected under SB 838. 5 

Q. Do you agree with how CUB would resolve their concerns in this general 6 

rate case? If not, why not? 7 

A. While Staff is sympathetic to both issues CUB is addressing, we do not agree--8 

for two primary reasons.  First, we believe CUB’s approach may violate SB 9 

838, which in Staff’s estimation places both a cap on charges for energy 10 

efficiency funding that can be assessed to industrial customers larger than 1 11 

aMW and limits the amount of ETO funding that can be directed to EE projects 12 

for those same customers.  The CUB approach would allow a portion of the 13 

additional Energy Trust funding provided by residential customers under SB 14 

838 to benefit the specific individual industrial customers, including customers 15 

over 1 aMW, who participate in ETO-funded projects.  At the same time, all 16 

industrial customers would receive a rate increase due to the cost allocations 17 

shift away from residential customers.  Both outcomes appear to be in conflict 18 

with SB 838. 19 

  Second, we do not believe, given the PGE resource supply and cost 20 

structure, that EE/conservation (ETO funded or otherwise) constitutes a 21 

marginal cost resource for the purpose of rate case cost allocations and pricing.   22 

 23 

I. Energy Efficiency as a Marginal Cost Resource  24 

 25 
Q. What is the basis for CUB’s assertion that energy efficiency is a marginal 26 

cost resource? 27 
A. They say, “for Oregon residential customers, EE [energy efficiency] has been 28 

the primary resource added to meet growth. Therefore, as the go-to resource, 29 

                                            
7
  See CUB/100, Jenks-McGovern/36, lines 2-6; and Jenks-McGovern/38, lines 13-23 through 

Jenks-McGovern/39, lines 1-9. 
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EE must be included in the modeling of energy marginal costs.”8  CUB also 1 

shows EE comprising 20% of PGE’s 2025 “projected cumulative new 2 

resources,” with base-load gas only comprising 51%.9 3 

Q. Do you consider EE as a marginal cost resource? 4 

A. No.  EE is a system resource that is comparable to conventional generation 5 

resources in the sense that EE can supplant or be a substitute for the latter.  6 

But that comparability does not make EE a marginal cost resource.  A marginal 7 

cost resource is one whose level is adjusted up or down to meet changes in 8 

electricity use.  While EE has taken place and in the future will continue to take 9 

place in the presence of load growth, and while the presence of EE allows PGE 10 

to install less gas capacity than otherwise, load growth, per se, does not cause 11 

EE to occur at the high level that is being projected. 12 

  Conservation/EE is acquired to the extent money is available to fund Energy 13 

Trust activities. An increase or decrease in loads does not cause an increase or 14 

decrease in EE in order to meet that increase or decrease. Given PGE’s 15 

resource supply mix and cost structure, the overriding consequence of PGE 16 

adjusting future growth projections would be to alter the megawatts of thermal 17 

capability connected with the 51% gas plant figure noted above.10  18 

  It is true that were there no growth in loads or no need to replace plant that is 19 

retired due to age or obsolescence, there would be less value in conservation 20 

because no new plant or other capacity investment would be avoided due to 21 

the improved energy efficiency.   22 

Q. Earlier you made the connection between having a marginal cost 23 

resource and pricing.  Would you please elaborate? 24 

                                            
8
  See CUB/100, Jenks-McGovern/20, lines 17-20. 

9
  See CUB/100, Jenks-McGovern/32. 

10
  If, for example, PGE were to elevate its 2030 growth needs by 100 aMW (gross of conservation), 

the expected added capacity expansion would be nearly 75 aMW of thermal, and nearly 25 
aMW of renewable resources, with the only aMW of EE being what was funded by the extra 
ETO revenues generated by the added gross revenues associated with the added 100 aMW of 
load. 
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A. In their Reply Testimony explaining how “CUB’s proposal go[es] beyond 1 

traditional marginal cost analysis,” PGE’s Jay Tinker and Christopher Liddle say 2 

the following (with my addition in brackets): 3 

 Marginal cost analysis is aimed at determining the cost of 4 
generating an additional increment of output (marginal 5 
generation capacity and marginal energy costs) to meet an 6 
increment of load, so that prices can lead to efficient 7 
consumption decisions by consumers.  Energy efficiency is 8 
not a traditional capacity or energy resource [in the sense 9 
that it is adjusted upwards or downwards in the presence of 10 
conventional increases or decreases in electricity demand].11 11 

  An economic ideal is to have electricity prices reflect marginal energy and 12 

capacity costs.  It has long been Oregon’s regulatory policy to allocate costs in 13 

a manner in keeping with that economic ideal—hence the use of what are 14 

effectively marginal costs for the purpose of allocating costs among customer 15 

schedules rather than using, solely, embedded/average costs.  16 

  Conservation should be part of any analysis to supply electricity at least cost.  17 

However, cost effective conservation should be acquired regardless of load 18 

growth and from that standpoint is not a resource that is added primarily if there 19 

is additional electricity use or a requirement to replace fully depreciated plant 20 

with expensive new plant. 21 

 22 

II. CUB’s Proposal is of Dubious Legality 23 

 24 
Q.  Earlier in this testimony you mentioned CUB’s complaint that “ETO 25 

contributions by the residential class far outstrip the project funding 26 

directed back to that class,” and that, according to CUB, this inequity 27 

should be rectified by “shifting a significant portion of the revenue 28 

requirement from residential customers to industrial customers” via the 29 

marginal cost study.  What is CUB’s cost re-allocation mechanism by 30 

which that objective would be accomplished? 31 

                                            
11

  See PGE/1600, Tinker-Liddle/26, lines 11-15. 
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A. CUB’s approach is to not base the different rate schedules’ energy cost 1 

allocations on the shares of energy consumed by each schedule but rather on 2 

what those shares would be if subtracted from each schedules’ consumption 3 

was an amount of aMW of conservation that was secured by that schedule’s 4 

ETO contributions—regardless of where the ETO projects were actually 5 

targeted. Based upon the previously mentioned 20% “contribution” towards 6 

“cumulative new resources,”12 the total secured conservation figure used by 7 

CUB is 20% of the load projected for cost allocations purposes.  Each customer 8 

schedule would have its allocated load reduced by the portion of that 20% that 9 

it funded, i.e., without regard for what schedules actually had their loads 10 

reduced by the ETO-funded conservation projects.13  This way, for example, if 11 

the residential class funded half of the ETO projects, it would have its load 12 

reduced for marginal cost allocations purposes by the entire amount of aMW 13 

that were avoided by half the projects even if the entire ETO funding was 14 

dedicated to projects that actually reduced large industrial loads and nothing 15 

went to reducing residential loads. 16 

Q. For customer schedules to reap the benefits of what they paid for sounds 17 

eminently reasonable.  What could be wrong with that? 18 

A. As stated in the introductory segment of this testimony, Staff has legal 19 

concerns regarding CUB’s approach.   20 

Q. Would you please provide some background on the legal issues? 21 

A. The 2007 legislature adopted SB 838. It authorized, for all but the largest 22 

customers, public purpose charges beyond the standard 3% level that was 23 

introduced by SB 1149.  To avoid inequities caused by the larger customers’ 24 

not sharing in the increased ETO burden, SB 838 declares that those 25 

customers should not benefit from projects bankrolled by the added funding 26 

coming from the other customer schedules. 27 

Q. What is the precise SB 838 text to which you refer? 28 

                                            
12

  See CUB/100, Jenks-McGovern/32. 
13

  CUB describes this methodology at CUB/100, Jenks-McGovern/31-34. 
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A. It is as follows: 1 

 (2) The commission shall ensure that a [added emphasis] retail electricity 2 
customer [singular, added emphasis] with a load greater than one average 3 
megawatt: 4 

 (a) Is not required to pay an amount that is more than three percent of the 5 
consumer’s total cost of electricity service for the public purpose charge 6 
under ORS 77.612 and any amounts included in rates under this section; 7 
and 8 

 (b) Does not receive any direct benefit from energy conservation 9 
measures if the costs of the measures are included in rates under this 10 
section. 11 

Q. Attempting to make straightforward interpretations of the above 12 

language, how might you question the legality of the CUB proposal which 13 

you have just described? 14 

A. First, the CUB plan does nothing to limit the benefits received individually from 15 

large industrial customers who are fortunate to receive EE funding from the 16 

ETO for projects specific to those customers.  In fact, CUB lauds its proposal 17 

for its ability to, in its estimation, get around the direct-benefit provision of (2)(b) 18 

by virtue of its causing industrial customers to experience a rate increase that 19 

would offset the benefits those customers receive from the EE projects.14  But, 20 

obviously, the EE projects won’t be spread uniformly across the industrial class.  21 

Some industrial customers will benefit far more than would be offset by the rate 22 

increase they would share with all of the industrial class.  Staff concludes that 23 

CUB’s approach will allow continued  EE funding to large industrial customers, 24 

which  would violate the (2)(b) prohibition against a large customer receiving a 25 

direct benefit (via a dedicated ETO EE project) from the additional EE funding 26 

made possible by SB 838. 27 

  Second, the added industrial rate increase perpetrated under the CUB 28 

proposal is inconsistent with (2)(a) of SB 838, which prohibits a large customer 29 

                                            
14

  The industrial rate increase makes possible the residential rate decrease, which in turn 
compensates the latter customers for their added ETO funding, most of which ostensibly would 
be going into the industrial EE projects.  See CUB/100, Jenks-McGovern/41, line 18 to Jenks-
McGovern/42 (“Section E. Implementing CUB’s Proposed Marginal Cost Study Will Allow 
Residential And Small business Customers To Purchase All The Cheap EE Available From 
Industrial Customers Because Residential And Small Business Customers Will Get Credit For 
That Purchase”).   
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(whether or not it participates in any ETO EE projects) from  having to pay 1 

more than the three percent standard for, or in behalf of, “the public purpose.” 2 

Q. You just referred to the “prohibition against a large customer receiving a 3 

direct benefit (via a dedicated ETO EE project) from the additional EE 4 

funding made possible by SB 838”  Doesn’t CUB propose to get around 5 

that stricture by imposing a separate definition of “direct benefit”—i.e., by 6 

asking “the Commission [to] recognize that the direct benefit of EE is 7 

lower power costs, and not the receiving of incentive payments” for EE 8 

projects.  CUB continues, “then the proper way to implement the SB 838 9 

cap would be to place the cap on the receipt of direct benefits [as just 10 

defined by CUB] and not on the receipt of incentive payments through EE 11 

programs aimed at a customer class [in our case the large industrial 12 

customers]. This could be done by implementing the marginal cost/cost 13 

allocation approach advocated for by CUB.”15  Please respond. 14 

A. Preceding your citation was the sentence, “The direct benefit to all customers 15 

(industrial and non-industrial alike) is the lower cost associated with energy 16 

efficiency.”16  Staff agrees that all customers benefit on a systems basis from 17 

cost-effective EE.  But even if the CUB-defined direct benefits to large industrial 18 

customers are precisely offset by their proposed rate increase17, there remain 19 

the benefits which some customers receive directly from the ETO-funded EE 20 

projects dedicated to them.  Are we supposed to refer to these latter benefits as 21 

“indirect benefits”?  I would say that it makes more sense to refer to these latter 22 

as the “direct benefits,” with the system benefits that all customers receive from 23 

the specific EE projects labeled as the “indirect benefits.”  But the point is that 24 

however one chooses to label the benefits that the target customers receive 25 

from the EE projects, they are benefits indeed.  In saying that the large 26 

customers are “not [to] receive any direct benefit from [the designated] 27 

                                            
15

  See CUB/100, Jenks-McGovern/38, lines 21-23 through Jenks-McGovern/39, lines 1-3. 
16

  See CUB/100, Jenks-McGovern/38, lines 19-20. 
17

  As a technical matter I did not see where CUB actually measured the system benefit from EE in 
terms of reduced power costs to large industrial customers so that they could be offset by some 
rate increase to those customers. 
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conservation measures,” clause (2)(b) should not be held hostage to a 1 

semantic distinction as to what constitutes a direct benefit versus what 2 

constitutes an indirect benefit.  3 

Q. Have you prepared a simplified numerical example that captures the 4 

essence of the CUB approach and illustrates how the cited passages 5 

from SB 838 would be violated by its adoption?  6 

A. Yes I have.  The following shows ETO-funded conservation reducing loads by 7 

20%.  For illustrative purposes, and in keeping with the presumption that the 8 

funding of industrial EE is more cost-beneficial than funding residential EE, the 9 

entire load reduction occurs with the industrial class, although the large bulk of 10 

the ETO funding comes from the residential class.  As seen below, the CUB 11 

approach adjusts loads for allocations purposes in order to reflect differences in 12 

ETO funding between the customer classes.  13 

,     Hypothetical Loads Absent ETO-Funded Conservation 14 

   Customer Class  Hypothetical Load   15 

      Residential         700 aMW    16 
       Industrial         500 aMW    17 
                   Total       1,200 aMW  18 
  19 
   Achieved Loads and Conventional Energy Cost Allocations 20 

  Customer Class  Actual Load  Share of Energy Costs 21 

      Residential     700 aMW   70% 22 
        Industrial      300 aMW (1)  30% 23 
          Total   1,000 aMW            100% 24 

            CUB’S Alternative Energy Cost Allocation Approach 25 

  Customer Class          Adjusted Load  Share of Energy Costs 26 

      Residential    520 aMW (3)  65% 27 
        Industrial     280 aMW   35% 28 
          Total     800 aMW (2)          100% 29 

(1) In this example, all of the ETO-funded EE goes to the Industrial Class (reducing the load 30 
from 500 aMW to 300 aMW).  For illustration purposes, the level of EE is exaggerated. 31 

(2) The adjusted total load is reduced by 20% from the projected actual load as justified by 32 
CUB above in this testimony. 33 

(3) The Residential Class receives a much larger load reduction adjustment (from 700 aMW 34 
down to 520 aMW) due to having contributed proportionately more to the ETO funding 35 
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pool than, by assumption, did the Industrial Class.  This same disparity in ETO 1 
contributions is shown in Jenks-McGovern’s Table 718, where, for example, Residential  2 
Schedule 7 is shown (in the first numerical column) as having only slightly more than 7 3 
times the load of Industrial Schedule 89, but benefits from some 34 times the energy 4 
allocation offset (column 3) due to, ostensibly, having made 34 times Schedule 89’s ETO 5 
contribution. 6 

What we see from this example is that the relative generosity of the Residential 7 

Class in supporting “outsized” ETO-funded industrial EE causes the Industrial 8 

Class to experience a rate increase in the sense that it would bear energy costs 9 

(at 35%) that are above its proportion of energy consumption (at 30%).  That 10 

rate increase will apply to all the industrial customers—not just to those who 11 

benefit directly from the ETO-funded conservation projects.  12 

Q. What does Staff conclude from your numerical illustration? 13 

A. Funding additional EE for industrial customers, including customers over 1 14 

aMW, and increasing the rates for these customers are contrary to a plain 15 

reading of SB 838. 16 

 Q. Having rejected the CUB approach, how would Staff eliminate the 17 

concerns about industrial customers receiving outsized EE benefits 18 

compared to their ETO contributions? 19 

A. “Fairness” holds that since all customers benefit equally from system benefits 20 

obtained from ETO-funded EE, all customers should contribute equally.19  The 21 

obvious legal remedy to achieve this would be to repeal, or dramatically revise, 22 

SB 838 so that all customers would indeed contribute equally.  Also implied in 23 

statements by CUB is that the public purpose charge should be applied just to 24 

the energy portion of customers’ bills, not to the entire portion.20  Residential 25 

customers bear a differentially greater burden due to their disproportionately 26 

                                            
18

  See CUB/100, Jenks-McGovern/34. 
19

  As CUB has said, “[t]he direct benefit of any EE investment is the benefit of a system that 
functions at a lower cost and functions more efficiently.  [All] Customers benefit from EE 
because it lowers the costs of the utility and puts downward pressure on rates.  Large 
customers benefit for the same reason as all customers.”  CUB/100, Jenks-McGovern/41, lines 
10-13. 

20
  See CUB/100, Jenks-McGovern/26, lines 10-20. 
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greater distribution costs compared to what are incurred by large industrial 1 

customers. 2 

 3 

Q. Does this conclude your rebuttal testimony? 4 

A. Yes. 5 

 6 

 7 
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Q. Please state your name, occupation, and business address. 1 

A. My name is Matt Muldoon.  My business address is 3930 Fairview Industrial 2 

Dr. SE, Salem, Oregon 97302-1166. 3 

Q. Are you the same Matt Muldoon that offered direct testimony on behalf 4 

of Staff? 5 

A. Yes and my Witness Qualification Statement is found in Exhibit Staff/201, 6 

Muldoon/1. 7 

Q. What is the purpose of your testimony? 8 

A. The purpose of my testimony is to address PGE’s criticisms that the Staff 9 

analysis: 10 

 Has “technical errors” that bias its results downward,1 11 

 “Does not consider information from models other than the multi-stage 12 

DCF model, and consequently ignores information from current market 13 

conditions,”2 14 

 Fails to take into account that PGE has more risk than other utilities, and 15 

 Does not include utilities subject to generation-incentive regulation in 16 

national average of ROEs used as a reasonableness check on Staff’s 17 

modeling results. 18 

Q. Did you prepare exhibits in support of this testimony? 19 

A. Yes. Please see Exhibits Staff/1401-1408. 20 

                                            
1
  PGE/2000, Villadsen/3-4. 

2
  PGE/2000, Villadsen/2-3.  See also PGE/2000, Villadsen/6 (“Staff testimony relies exclusively 

on multi-stage DCF models.”) 
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 1 
Q. How is your testimony organized? 2 

A. My testimony is organized as follows: 3 

Issue 1 – Informed Staff Analysis  ...............................  page   2 4 

Issue 2 – PGE Allegations  ...........................................  page   8 5 

Issue 3 – ICNU’s Analysis  ...........................................  page 20 6 

Issue 4 – Common Equity Flotation Costs  ................  page 23 7 

Conclusion  ...................................................................  page 25 8 

Staff Exhibits: 9 

Staff / 1401 – Update of Staff’s Value Line (VL) Dividends 10 

Staff / 1402 – Update of Staff’s VL Earnings per Share (EPS) 11 

Staff / 1403 – Total U.S. Population Trend 12 

U.S. Department of Commerce Census Bureau 13 

Accessed via St. Louis Federal Reserve FRED system 14 

Staff / 1404 – “America’s Lost Ooomph –  15 

Why Its Long-Term Growth Rate Has Slowed” 16 

The Economist, July 2014 17 

Staff / 1405 – Value Line (VL) Reports 18 

Staff / 1406 – Spreads Over U.S. Treasuries for A vs. B Ratings 19 

Bloomberg CRVF Function Plot as of July 3, 2014 20 

Staff / 1407 – Electric Utilities Get No Jolt Despite Improving 21 

Economy, Electricity Sales Anemic for Seventh Year in 22 

a Row by Rebecca Smith – WSJ – Jul. 28, 2014 23 

Staff / 1408 – PGE Earnings Conference Call Second Quarter 2014, 24 

Selection of Slides of July 29, 2014 Pertaining to CAPX 25 

Issue 1 – Informed Staff Analysis 

Q. Do you agree that Staff did not take into account information from 26 

other models? 27 



Docket UE 283 Staff/1400 
 Muldoon/3 

 

A. No. Staff performed a constant-growth DCF model analysis using the 1 

Company’s inputs and methods and performed a rough equity risk premium 2 

analysis relying on an approach discussed by Professor Roger Ibbotson of the 3 

Yale School of Management in Rethinking the Equity Risk Premium. 3 4 

Q. Do you agree that Staff did not consider information from current 5 

market conditions? 6 

A. No.  Staff’s analysis includes analysis of the current economic climate and its 7 

impact on Staff’s estimates of long-term growth.4  In addition to the inputs into 8 

its DCF models based on current stock prices, Staff: 9 

 Describes two material economic conditions changes since PGE’s last 10 

general rate case: investors’ expectations of inflation dropped 15 basis 11 

points, and the U.S. Social Security Administration (SSA) projections of 12 

lower population growth and no delayed productivity surge after the 2008 13 

great recession,5 14 

 Cites to current analysis from the Energy Information Administration of the 15 

Department of Energy (EIA) regarding forecasted GDP growth rates and 16 

forecasted growth in electricity delivery,6 and 17 

 Discusses an April 2014 Standard and Poor’s (S&P) GICS Scorecard on 18 

whether utilities are becoming a larger part of the U.S. economy. 19 

                                            
3
  Staff/200, Muldoon/24-25. 

4
  Staff/200, Muldoon/12-17. 

5
  Staff/200, Muldoon/14-16. 

6
  Staff/200, Muldoon/16-18. 
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Q. Did Staff develop its recommendations while informed by authorized 1 

ROEs in other parts of the country? 2 

A. Yes.  Staff also analyzed recently authorized ROEs across the nation and 3 

performed a rough equity risk premium analysis based on PGE’s current stock 4 

price.7 5 

Q. Do you agree that Staff’s multi-stage DCF analysis has technical 6 

errors? 7 

A. I do not.  The “technical errors” that PGE identifies are not mistakes in Staff’s 8 

analysis but are methodological choices with which PGE disagrees.   In order 9 

to respond to PGE’s criticisms, Staff will briefly describe Staff’s analysis and 10 

then address PGE’s assertions.  11 

Q. Did Staff use robust and proven analytical methodologies? 12 

A. Yes.  Staff performed two different multi-stage DCF models, a “30-Year Three 13 

Stage Discounted Dividend Model with Terminal Valuation based on Growing 14 

Perpetuity” (Model X) and a “30 Year Three-Stage Discounted Dividend Model 15 

with Terminal Valuation based on P/E Ratio” (Model Y), using a cohort of proxy 16 

companies obtained using seven criteria (screens). 17 

Q. Briefly describe this modeling again. 18 

A. For the first stage of the model, Staff estimated growth for each proxy company 19 

using Value Line.  For the second stage of the model (years 6-10), Staff 20 

transitioned gradually from the Value Line forecast to the rate of long-term 21 

                                            
7
  Staff/200, Muldoon/18-20. 



Docket UE 283 Staff/1400 
 Muldoon/5 

 

growth.  For the third stage of the model, Staff used three different estimates of 1 

long-term growth in the Gross Domestic Product (GDP). 2 

Q. As the growth rate is pivotal in this case, please describe what long-3 

term growth rates Staff relied on. 4 

A. The lowest estimate of long-term GDP growth, 5.02 percent, is a weighted 5 

average of historic GDP and forecasts from three federal sources.  Fifty-6 

percent weight is applied to the aggregate estimates of long-term GDP by the 7 

U.S. Energy Information Administration (EIA), the Office of Management and 8 

Budget (OMB), and the Congressional Budget Office (CBO), with each federal 9 

source receiving one-third of the 50 percent weight.  The remaining 50 percent 10 

is the average annual historical real GDP growth rate, established with a 11 

regression analysis, for the period 1980 through 2013, to which Staff applied 12 

the TIPs inflation forecast.8 13 

Q. What is Staff’s second growth rate? 14 

A. Staff’s second long-term growth rate, 5.35 percent, is the average historical 15 

real GDP growth rate, established using regression analysis for the period 16 

1980 through 2013, to which Staff applied the TIPS inflation forecast.9 17 

Q. Is Staff’s analysis and recommendation ignoring highest one in ten 18 

super optimistic forecasters of GPD Growth? 19 

A. No.  Staff’s third and highest growth rate, 5.78 percent, is the Indiana Blue Chip 20 

Top 10 growth projection.  This reflects the growth that 9 of 10 referent and 21 
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informed Blue Chip survey responders would find higher than they could 1 

support. 2 

Q. How are the three growth rates used in Staff’s analysis? 3 

A. Using the cohort of proxy companies that met Staff’s screens, Staff ran each of 4 

its two DCF models three times, each time using a different long-term growth 5 

rate.10 6 

Q. How did Staff evaluate the Company’s peer cohort and test for the 7 

impact of company size on its modeling results? 8 

A. After performing these initial six runs, Staff performed sensitivity analysis. 9 

Q. Please describe this process. 10 

A. First, Staff re-ran each model three times, again using the conservative, mid-11 

range, and optimistic long-term growth rates for the terminal growth stage as 12 

described above, but this time including one additional company in the cohort 13 

of proxy companies.  The additional company had not been included in the 14 

original cohort because it missed the target capital structure by a fraction of 15 

one percent.11 16 

Q. What was the next step? 17 

A. Next, Staff ran each of its models imposing a mid-capitalization (Mid-Cap) size 18 

screen between two and ten billion capitalization to refine the cohort to utilities 19 

with comparable capitalization to PGE.12 20 

Q. How did Staff test the impact of PGE’s peer company selection? 21 
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12
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A. Finally, Staff ran each of its models using PGE’s cohort of 20 proxy companies, 1 

again using the three different long-term growth rates for the third stage of 2 

growth that are discussed above.13 3 

Q. How did Staff adjust for capital structures divergent to PGE’s? 4 

A. Staff used the Hamada equation to de-lever or remove debt from the proxy 5 

companies and then to re-lever or add debt to match PGE’s 50 percent equity 6 

target capital structure in this rate case. 7 

Q. What other adjustment does Staff make in this case? 8 

A. Staff makes an upward adjustment of 13 basis points to account for the cost of 9 

PGE’s equity flotation inclusive of a portion of interest carrying cost for an 10 

equity forward provision. 11 

Q. Does Staff’s range of reasonable ROE’s encompass the entirety of 12 

these modeling results including the results for each peer group and 13 

sensitivity examined? 14 

A. Yes.  The lower end of Staff’s range of reasonable ROEs is most impacted by 15 

Staff’s composite growth rate, which is informed by federal forecasts of GDP 16 

growth as compared to like projections from the same agencies a year ago. 17 

Q. Is the upper end of Staff’s range of reasonable ROEs driven by results 18 

from the Company’s peer group utilizing the top growth rate? 19 

A. Interestingly no.  Staff’s Mid-Cap sensitivity generated higher required ROE 20 

results than did the Company’s peer group.  Staff’s upper range of reasonable 21 
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ROEs is from the Mid-Cap sensitivity peer group utilizing the highest growth 1 

rate adjusted for divergent capital structure from PGE’s. 2 

Q. To clarify, Staff’s recommendation includes results from the 3 

Company’s peer group, but because the Company’s peer group did not 4 

produce the highest modeling results, Staff’s range of reasonable 5 

ROEs brackets the results for the Company’s peer group? 6 

A. Yes.  Were Staff to rely on the Company’s peer group and remove Staff’s Mid-7 

Cap sensitivity peer set, Staff’s upper limit in its range of recommended ROE’s 8 

would be five basis points lower. 9 

Issue 2 – PGE Allegations 10 

Q. Please address PGE’S allegations regarding technical deficiencies. 11 

A. First, PGE asserts that Staff should have used actual 2012 Earnings per Share 12 

(EPS) instead of forecasted 2012 EPS to estimate the 2016-2018 EPS for each 13 

of the proxy companies, noting that it is preferable to use actuals when 14 

possible.14 15 

Q. Is this material and dispositive? 16 

A. No.  As PGE itself notes, substituting 2012 actual EPS for estimated has 17 

“minimal impact on the results” of Staff’s analysis.15 18 
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Q. Has Staff updated the Value Line information anyway to capture as 1 

much of the recent quarter’s information as has been processed by 2 

Value Line to date? 3 

A. Yes.  Staff re-ran the models substituting more current quarter actual Value 4 

Line information as was available on July 25, 2014.  The results do not 5 

materially inform or adjust Staff’s recommendations.  In any event, the updated 6 

Value Line actual Dividends and Earnings per share are shown in Staff/1401 7 

and Staff/1402. 8 

Q. What is the second PGE allegation? 9 

A. Second, PGE asserts that Staff “biased” the results of its analysis by excluding 10 

from its cohort of proxy utilities any utility with a higher credit rating than PGE, 11 

and inappropriately excluded companies with dividend reductions “some years 12 

back” because the DCF model is forward looking.16  PGE also asserts that 13 

Staff inappropriately included utilities with a larger capitalization than PGE in 14 

Staff’s cohort of proxy companies. 15 

Q. Doesn’t proper peer screening and sensitivity analysis preclude such 16 

concerns about Staff’s modeling? 17 

A. Yes.  Staff’s selection of its cohort was based on application of seven different 18 

screens.   The multiple screens obtained a group of utilities reasonably 19 

representative of PGE.  Carefully selecting utilities comparable to PGE 20 

obviates the need for outboard adjustments for specific PGE risk. 21 

Q. Does Staff’s screening eliminate companies that are not like PGE? 22 
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A. Yes.  As PGE notes, the companies with better credit ratings than PGE “have a 1 

higher growth rate on average than Staff’s sample companies.”17  In other 2 

words, the excluded companies’ growth rates are different than those utilities 3 

that satisfied all of Staff’s screens; screens designed to identify companies that 4 

are reasonably representative of PGE.  PGE’s observation regarding the 5 

excluded companies reinforces Staff’s conclusion that companies that had 6 

higher credit ratings than PGE would not be representative of PGE for 7 

purposes of determining its ROE.  And, manipulating the screens in order to 8 

get a cohort of proxy utilities that will produce more desirable results, as PGE 9 

suggests, defeats the purpose of Staff’s rigid screening. 10 

Q. Can Staff provide examples as this discussion progresses to illustrate 11 

what utilities are being discussed and how these utilities are or are not 12 

representative of PGE? 13 

A. Yes. Staff will provide examples to illustrate its points in summary or as 14 

modeling elements are discussed. 15 

Q. Please provide an exhibit showing the difference credit ratings make. 16 

A. Staff/1406 Muldoon/1 shows the spreads over U.S. treasuries that are 17 

indicative of PGE’s borrowing costs when bonds are not secured by the utility’s 18 

assets, relative to those of higher rated utilities like PacifiCorp. 19 

 It costs utilities operating on the lower credit rating curve, with the higher 20 

spread over UST, more in fees to arrange for unsecured letters of credit and to 21 
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do other financing than companies operating on PacifiCorp’s curve associated 1 

with higher credit ratings. 2 

Q. Does this matter a lot on an everyday basis? 3 

A. It matters less when everything is going smoothly.  But when a utility has 4 

pressure on its earnings, interest coverage ratios, and other dimensions that 5 

bankers and credit rating agencies care a lot about, these higher costs put 6 

pressure on cash flows that could otherwise be used to increase dividends or 7 

support activities growing the value of stock held.  When the utility has to duck 8 

or otherwise deal with a challenging situation, a higher credit rating affords 9 

more headroom to use typical financing tools to usual effect.  In contrast a 10 

utility operating on PGE’s credit spread curve has to work harder and more 11 

creatively to achieve the same successful outcomes. 12 

Q. Why does PGE’S argument that Staff should not have excluded 13 

companies that recently cut their dividends because DCF analysis is 14 

forward looking make little sense.18 15 

A. A glance at Yahoo Finance confirms that the majority of PGE’s shareholders, 16 

as well as those of its potential electric utility peers, are institution investors and 17 

fund managers.  These conservative investors match predicable cash flows to 18 

portfolios of assets that meet the needs of specific funds and counter cash 19 

flows like insurance payout obligations.  Companies that cut dividends, even 20 

for ostensibly good reasons like investment in new generation and 21 

transmission or to acquire other utilities or utility assets, may have their stock 22 

                                            
18

  PGE/2000, Villadsen/12. 



Docket UE 283 Staff/1400 
 Muldoon/12 

 

prices hammered by investors who counted on predictable dividend cash flows 1 

into the future. 2 

 And once a dividend-paying security with a formerly predictable pattern of 3 

dividend issuance fails to meet dividend expectation, burned investors and 4 

money managers are reluctant to risk their money or reputation again on the 5 

same security for some time.  Accordingly, Staff typically screens out utilities 6 

that have cut dividends for a period of four to five years.  7 

Q. Does Staff find that utilities that have recently cut dividends are like 8 

PGE or that investors expect PGE is about to cut dividends? 9 

A. No. 10 

Q. PGE has concerns with respect to Staff’s inclusion of utilities with 11 

more capitalization than PGE.  Is this a valid concern? 12 

A. No.  PGE fails to recognize that Staff performed sensitivity analysis that limited 13 

the cohort utilities to Mid-Cap regulated electric utilities with similar 14 

capitalization as PGE.  Staff’s upward point of its reasonable range of ROEs is 15 

five bps higher than like analysis based on PGE’s peer cohort.19 16 

Q. Please explain that further. 17 

A. Staff’s sensitivity analysis included model runs using the cohort of companies 18 

used by PGE and the three estimates of long-term growth used in Staff’s initial 19 

modeling.  And, as already noted, Staff upper bound of its reasonable range of 20 

ROEs is driven neither by Staff’s primary peer group, nor by PGE’s peer 21 
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cohort.  Rather, Staff’s Mid-Cap sensitivity peer set generated the highest 1 

merited ROE. 2 

Q. If the upper limit of Staff’s range of reasonable ROEs is driven by its 3 

Mid-Cap sensitivity analysis, which generated higher ROE results than 4 

using PGE’s own peer group, then where is the bias regarding Cap-5 

size? 6 

A. There is none. 7 

Q. PGE asserts that the long-term growth rate used to determine the 8 

lower end of Staff’s range of reasonable ROEs (the weighted average 9 

of government-issued GDP forecasts and historic GDP), may be too 10 

low because Staff did not include a more optimistic growth rate 11 

forecast along with the government-issued forecasts, and because 12 

Staff relies on a regression analysis to determine the average 13 

historical growth in GDP rather than relying on a simple arithmetic 14 

average.  What is Staff’s response? 15 

A. PGE misses the point of Staff’s use of three different estimates of long-term 16 

growth. 17 

 Staff performed its models using estimates of long-term growth that ranged 18 

from conservative (weighted average of government-issued forecasts and 19 

annual historical average) to optimistic (Blue Chip Top 10) expectations.  20 

Tempering the conservative forecasts of the federal agencies with a more 21 

optimistic forecast would serve no analytical purpose.  Notably, the low end of 22 
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Staff’s range of reasonable ROEs is balanced by the high end based on 1 

optimistic estimates of long-term growth. 2 

Q. Provide an article in lay terms that explains what direction U.S. GDP 3 

growth is taking and offers a material explanation why. 4 

A. Please see two recent articles from the July edition of The Economist in 5 

Staff/1404.  This is material in light of the U.S. Energy Information 6 

Administration recent statement that it “no longer foresees any sustained 7 

period in which electricity sales will keep pace with GDP growth”.20 8 

Q. Does PGE’s assertion that Staff should have used an arithmetic 9 

average of historical GDP rather than a geometric average (regression 10 

analysis) because the geometric average understates historical growth 11 

in GDP have any merit?21 12 

A. No.  Staff’s use of a geometric average to estimate long-term growth is 13 

consistent with past Commission practice.  The Commission concluded in a 14 

previous docket: 15 

 The evidence of record indicates that neither the geometric average nor 16 

arithmetic average method is appropriate under all circumstances.  The 17 

arithmetic mean provides a better measure of typical performance over a 18 

single historical period (e.g. one year).  The geometric mean, however, is 19 

the best estimate of the ending value of an investment over multiple 20 

periods.  As one author states: “The best estimate of a future year's return 21 
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 See Staff/1407 for “Electric Utilities Get No Jolt Despite Improving Economy” by Rebecca 
Smith of the Wall Street Journal, published July 29, 2014. 

21
  PGE/2000, Villadsen/16-17. 
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based on a random distribution of the prior years' returns is the arithmetic 1 

average.  Statistically, it is our best guess for the holding period return in a 2 

given year.  If we wish to estimate the ending value of an investment over 3 

multiyear horizon conditioned on past experience, however, we should use 4 

the geometric return.”22 5 

Q. Please address PGE’s argument that Staff should have performed 6 

outboard adjustments to take into account specific PGE risk related to 7 

its large capital expenditure program, its reliance on power purchase 8 

agreements (PPAs), and relatively small financial size. 9 

A. Staff does not agree that outboard adjustments as described are necessary.  10 

First, as discussed above, Staff’s screens are designed to obtain a cohort of 11 

proxy utilities that is reasonably representative of PGE.  Staff’s rigorous 12 

screens generally make it unnecessary to make outboard adjustments to 13 

Staff’s analytical results to take into account PGE-specific risk. 14 

Q. What is the second element of Staff’s reasoning? 15 

A. Second, Staff did perform sensitivity analysis that took into account PGE’s size, 16 

which results in an upward adjustment to Staff’s range of reasonable ROEs.  17 

Accordingly, any outboard adjustment for size would double count this “risk.” 18 

Q. Considering a third topic, does Staff agree with PGE’s concerns 19 

regarding imputed debt? 20 
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A. No. Staff disagrees with the premise that PGE’s capital expenditure program 1 

and PGE’s reliance on PPA’s warrant an increase to PGE’s ROE.  It is Staff’s 2 

understanding that both Standard & Poor’s and Moody’s have observed that 3 

PGE experiences less than historic regulatory lag in cap-ex cost recovery and 4 

extremely favorable capital markets, which reduces the borrowing cost 5 

associated with PGE’s new facilities. 6 

 Staff detects no particular incremental risk in the Company’s expansion of rate 7 

base, which incidentally is touted by PGE as a reason to invest in the 8 

Company.23  As other utilities are embracing risky merger and acquisition as a 9 

way to support lagging sales and rate base growth, PGE is meeting these 10 

investor expectations holistically. 11 

Q. Are PGE’s credit ratings about to be downgraded due to risks the 12 

Company faces? 13 

A. No.  PGE’s stable and recently upgraded Moody’s credit ratings indicate that 14 

PGE’s ROE needs no outboard risk adjustment.  Rather, Staff sees a 15 

Company whose Integrated Resource Planning and internal financial 16 

management with proven ability to finance new cap-ex at historically low cost 17 

have inspired strong demand for the Company’s common stock and debt alike.  18 

Staff thinks the Moody’s upgrade announced on January 30, 2014, and the 19 

Company’s first mortgage bond debt ratings leave investment banks with 20 

minimal expectation of PGE default on its debt obligations.  Proven corporate 21 
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  Exhibit Staff/1408 provides slides for three generation construction projects that the 
Company’s investor presentation on July 29, 2014 archived at http://www.media-
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financing, recently upgraded credit ratings and a good cost recovery track 1 

record do not translate into heightened riskiness for investors. 2 

 In any event, if the Commission were to make outboard adjustments to account 3 

for PGE-specific risks, it should also make off-setting adjustments taking into 4 

account factors that mitigate PGE’s risk.  For example, PGE is not reliant on 5 

oil-fired generation, geographically isolated, replacing coal plants with nuclear 6 

plants with associated risks, and so on.  Further, PGE has access to wholesale 7 

power markets in the western U.S. and primarily the PNW. 8 

Q. How does Value Line characterize PGE’s risks and investor 9 

expectations for total return? 10 

A. Before answering this question, Staff feels that it is necessary to recognize that 11 

some utilities must be average, and that average is meeting expectations and 12 

should not be taken as a criticism, but rather a statistical fact.  Solid, reliable 13 

utilities without substantial material risks are a good thing. 14 

Q. Fine, so what does Value Line say regarding PGE? 15 

A. Value Line says PGE “does not stand out among electric utility equities.”24 16 

Q. What does a “riskier than peers utility” look like? 17 

A. Value Line describes PNM Resources’ (PNM) aggregate challenges that make 18 

it riskier than its peers: 19 

 Its operating area is depressed compared to that of other utilities; 20 

 A large city is discontinuing its relationship with the utility; 21 

 It is shutting two coal plants without planned replacements; and 22 
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 One replacement may be a nuclear plant.25 1 

 Staff clarifies that PNM is a not a part of Staff’s peer cohort of companies 2 

because PNM cut dividends in 2008 and again in 2011.  If this utility manages 3 

to overcome all its challenges and keeps a stable dividend through the end of 4 

2016, it would pass Staff’s screening on this dimension.  While PNM might not 5 

want to disappoint investors regarding its dividend, it may have no choice if it 6 

can’t meet all those challenges. 7 

 Staff does not claim that PGE is like PNM or that PGE is about to start cutting 8 

dividends due to a convergence of risks like that described above.  In fact, 9 

 Staff has difficulty imagining the investor presentation wherein PGE tells 10 

investors that the Company thinks its risks are like those described for PNM 11 

and that PGE might have to cut dividends occasionally, or that it has been 12 

cutting its dividends off and on but intends to stop doing so in the future. 13 

Q. What does “more capital expenditure than peers” look like? 14 

A. Scana Corp (Scana) could be one such utility. Scana is having cost overruns 15 

as it works to bring two nuclear plants online.  The utility is having difficulty 16 

keeping the cost in the neighborhood of $6.2 billion.26 17 

 Scana also failed to pass Staff’s screen because it generates too little of its 18 

revenue from regulated electric power.  Scana is part of PGE’s peer cohort in 19 

this case.  Staff makes no claim that out of the pool of regulated U.S. electric 20 
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utilities, it is Scana that most closely represents those characteristics an 1 

investor would associate with PGE. 2 

Q. What do “capital expenditure like peers” look like? 3 

A. Allete, Inc. (Allete) is an electric utility that both the Company and Staff 4 

recommend as a peer that closely resembles PGE’s characteristics. Value Line 5 

described Allete as building a large wind plant, making a $310 million 6 

environmental retrofit to a coal plant, and building a high voltage transmission 7 

line to Canada.27  PGE’s capital expenditures appear to Staff to be comparable 8 

to Allete’s. 9 

Q. Staff’s sensitivity peer group included TECO Energy, Inc. TECO is 10 

buying New Mexico Gas Company.28  Shouldn’t TECO be removed from 11 

Staff’s peer group based on this recent merger and acquisition 12 

activity? 13 

A. Yes.  Staff left TECO as a stand-alone sensitivity.  Removing TECO does not 14 

impact the upper or lower bounds of Staff’s range of reasonable ROEs, but 15 

would merit Commission reduction of Staff’s point ROE estimate by three bps. 16 

Q. Does Staff agree with the Company’s selection of peers? 17 

A. No.  Staff disagrees with the Company’s selection of peer utilities.  However, 18 

as already noted, Staff ran its models using the Company’s peer group and the 19 

results of that modeling fell within the range of reasonable ROEs established 20 

with Staff’s cohort of utilities.  21 
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Q. Please address PGE’s argument that Staff improperly excluded ROEs 1 

from Virginia, which has incentive-based regulation, from the average of 2 

ROEs in the United States. 3 

A. Elimination of just Virginia-specific generation ROEs, which are higher than the 4 

national average, is reasonable to illustrate a nationally declining ROE trend.  5 

Restricting ROEs to those not settled, but rather litigated, before respective 6 

Commissions in Oregon, Washington, Idaho, and Utah, shows a downward 7 

trend.  ROEs in these northwest states tend to be lower than the national 8 

average.  Looking at recent litigated rate case decisions in these states, 9 

PacifiCorp’s 9.5 percent ROE in WA UTC Order No. 05 in Docket No. 130043; 10 

and Northwest Natural Gas Corporation’s 9.5 percent ROE before the 11 

Commission in Order No. 12-408 in Docket No. UG 221, one sees the 12 

downward NW regional trend in litigated ROEs continues. 13 

Issue 3 – ICNU’s Analysis 14 

Q. Does Staff disagree with PGE and the Industrial Customers of 15 

Northwest Utilities (ICNU) that the Commission should count PGE’s 16 

PPAS as debt to be included in the calculation of PGE’s capital 17 

structure?29 18 

A. Yes.  The Commission does not include imputed debt in the category of long-19 

term debt with maturities over one year.  Furthermore, PGE asked for a capital 20 
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structure of 50 percent debt and 50 percent equity and parties to this docket 1 

have stipulated to this capital structure.  It is not appropriate to impute a 2 

different capital structure to PGE for the purpose of calculating its ROE. 3 

Q. Does Staff have another point of disagreement with the ICNU’s 4 

testimony regarding ROE? 5 

A. Yes.  ICNU’s weighting of 70 percent weight to the upper end of risk premium 6 

estimates overstates modeling results.30  It is uncertain over what time frame 7 

the Federal Reserve will support continued historically low interest rates.  In 8 

addition, it is hard to predict how long a flight to quality based in part of 9 

financial, political and military geopolitical instability will continue. 10 

 Given that U.S. treasury yields are now today 50 basis points below much 11 

estimation for this period, like those of Kiplinger’s Letter made at the start of the 12 

year, Staff cautions that it is extremely difficult to accurately presume the timing 13 

or certainty of upward interest rate movements. 14 

Q. Does Staff have other points of disagreement with ICNU’s ROE 15 

testimony?31 16 

A. Yes. ICNU gives equal weight to each of their models, thereby assigning 17 

inappropriately low weight to their three-stage DCF modeling. If ICNU gave 18 

more weight to their three-stage DCF modeling, their recommended range of 19 

ROE’s would be within the range recommended by Staff. 20 
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Q. Does Staff have a final material disagreement with ICNU’s ROE 1 

testimony?32 2 

A. Yes.  ICNU adopted PGE’s choice of peer companies to estimate ROE.33 3 

However, ICNU notes that it was inappropriate for PGE to exclude the low-end 4 

DCF return of two of PGE’s peer utilities without also excluding the high-end 5 

peers.34  ICNU’s Opening Testimony also recommends the removal of certain 6 

peers.35  However, ICNU did not perform its own screening to eliminate the 7 

outlier peers.  Without that control ICNU’s recommended results using the 8 

Company peers overstate the Company’s required ROE. 9 

Q. How have ICNU’s Opening Testimony and the Company’s Reply 10 

Testimony impacted Staff analysis and Staff’s recommendations? 11 

A. Staff has updated the Value Line actual dividend and earnings per share inputs 12 

to its model as recommended by the Company.  The impact to its 13 

recommendation is minimal.  The small shift in timing of earnings per share 14 

and dividends and near term Value Line growth rates did not shift the end 15 

points of Staff’s recommended range of reasonable ROEs.  However, removal 16 

of TECO due to its acquisition of New Mexico Gas could warrant a three bps 17 

reduction to Staff’s recommended point estimate of ROE.36  Staff does not, 18 
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  ICNU/200, Gorman/37, lines 9-14. 
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  ICNU/200, Gorman/9 @6-7. 
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however, recommend this change to its estimate at this stage of the 1 

proceeding. 2 

 In addition Staff finds ICNU’s results of modeling, once weighted as described 3 

above, support Staff’s recommendations regarding ROE, including the upper 4 

end of Staff’s range of reasonable ROEs. 5 

Issue 4 – Common Equity Flotation Costs 6 

Q. In opening testimony, Staff discussed several approaches to 7 

addressing common equity flotation costs.37  Does Staff recommend a 8 

best approach for the Commission to consider in this case? 9 

A. Yes. Staff recommends the Commission retire flotation costs over a five-year 10 

period discounted at the authorized ROE(s) in effect over that time frame. 11 

Q. Is this amount built into Staff’s analysis now? 12 

A. Yes, Staff’s recommended range of reasonable ROEs and point ROE estimate 13 

incorporate 13 bps to account for equity flotation cost inclusive of a portion of 14 

the Company’s equity forward carrying costs as shown in Figure 1 below: 15 

Figure 1: 16 

 17 
                                            
37

 Starting at Staff/200 Muldoon/27, line 19. 



Docket UE 283 Staff/1400 
 Muldoon/24 

 

Q. Wasn’t this issue addressed by Commission Order 13-459 in 1 

Docket No. UE 262? 2 

A. Yes.  Order 13-459 assigned no recognition to equity flotation costs.  However, 3 

a proposal like Staff’s in this docket was not one of the options offered in that 4 

rate case. 5 

Q. Why would retirement within ROE calculations within five years be a 6 

better option than those considered in the past? 7 

A. This short retirement time will smooth impacts on ratepayers while assuring the 8 

Company that costs will be recovered in the near term, at a prudent proportion 9 

of the dollar value of common stock floated. 10 

Q. Though the Commission need not address equity flotation costs, does 11 

Staff suggests as a matter of fairness, that the Commission consider 12 

this issue? 13 

A. Yes. 14 

  15 
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Conclusion 1 

Q. What recommendation regarding ROE does Staff now make? 2 

A. Staff recommends that the Commission consider an upward adjustment of 13 3 

bps to retire equity flotation cost to be applied to PGE rate cases affecting rates 4 

in effect through and only through December 31, 2019. 5 

 Inclusive of 13 bps to retire equity flotation costs, Staff recommends a range of 6 

reasonable ROE’s of 8.8 percent to 9.6 percent.  Staff offers 9.2 percent to the 7 

Commission as a reasonable midpoint ROE from which to consider the merits 8 

of testimony submitted in this case. 9 

Q. How do you conclude your rebuttal testimony? 10 

A. It is not remarkable that PGE looks like a well-run utility with average risk on 11 

dimensions that matter to investors.  A solid utility that plans ahead and 12 

proactively controls risks meets the needs of risk-averse ratepayers.  This 13 

stability also makes PGE common stock attractive to institutional and 14 

conservative investors who rely on stable growing dividends to meet their 15 

obligations in turn. 16 
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US Department of Commerce – Census Bureau 

US Total Population Trend 

Accessed by Staff on July 3, 2014 

via the St. Louis Federal Reserve FRED System 
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The Economist Magazine 

America’s Lost Ooomph 

Why Its Long-Term Growth Rate Has Slowed 

July 19, 2014 
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Title: America’s Lost Oomph; The American Economy 

 Source: The. 412.8896 (July 19, 2014): p9 (US). 

Copyright: COPYRIGHT 2014 Economist Intelligence Unit N.A. Incorporated  

The country's potential growth rate is barely half what it was two decades ago.  Here's how to 

raise it 

BACK in the mid-1990s, America's economic prospects suddenly brightened.  Productivity 

soared. Immigrants and foreign capital flocked to take advantage of what was quickly dubbed the 

"New Economy".  The jobless rate fell to 4%, yet inflation remained low.  All this led 

economists to conclude that America's potential rate of growth – the speed at which the economy 

can expand while keeping unemployment steady and inflation stable – had risen sharply from its 

decades-long average of 3%, to 3.5% or even higher. 

Sadly, the New Economy is no more.  The recovery from the recession of 2008-09 has been the 

weakest of the post-war era, and evidence is mounting that America's potential growth rate has 

plummeted.  Its two big determinants, the supply of workers and the rise in their 

productivity, have both fallen short.  Performance in the past year has been particularly feeble: 

America's labor force has not grown at all and output per hour worked has fallen.  The IMF 

recently cut its estimate of the country's potential rate of growth to 2%.  Other economists 

put it as low as 1.75%. 

So far, the slide in potential has had little practical impact.  Because the recession was so deep 

and the recovery so weak, the economy is still operating below its capacity.  But in the long term 

a halving of the economic speed limit would have grim consequences.  Living standards would 

rise more slowly, tax revenues would be lower and the burden of paying today's debts heavier. 

Solving the short-term problem means boosting demand, so the Federal Reserve should keep 

interest rates low.  But to pep up long-term growth, America also needs to address the supply 

side.  In particular, it needs more workers and faster increases in productivity. 

The not-so-mysterious case of the disappearing worker 

The number of working-age Americans rose by an average of 1.2% a year in the 1990’s and by a 

mere 0.4% in 2013.  The proportion of them actually in the workforce has fallen from over 67% 

to less than 63%.  The recession is partly to blame, because after years of joblessness some 

people have given up looking for work.  That is one reason why boosting the recovery is 

important. The ageing of the baby-boomers is another reason.  The number of people in their late 

50s (when participation in the workforce starts to drop) and older is rising fast. 

Both these vulnerabilities are exacerbated by a self-inflicted problem: policies that depress the 

supply of workers.  Most damaging is America's broken immigration system.  Getting into the 

country has become much more difficult. The number of visas issued today for highly skilled 

people is a fraction of what it was in the 1990s, even as the number of unfilled vacancies for 

skilled workers soars.  Deportations have surged and the southern border has become far harder 

to cross. 

http://go.galegroup.com.proxy.osl.state.or.us/ps/retrieve.do?sgHitCountType=None&sort=DA-SORT&inPS=true&prodId=PROF&userGroupName=sale38182&tabID=T003&searchId=R1&resultListType=RESULT_LIST&contentSegment=&searchType=AdvancedSearchForm&currentPosition=52&contentSet=GALE%7CA375171379&&docId=GALE|A375171379&docType=GALE&role=&docLevel=FULLTEXT
http://store.eiu.com/
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Obamacare, though good in other respects, tends to shrink the labor force because it helps people 

get health care without working.  There is less to be said for the outdated social safety net, which 

manages both to be stingy and to discourage work.  America spends a smaller proportion of its 

GDP than other rich countries on retraining the jobless and helping them find work.  It has not 

raised the retirement age and it has allowed its disability-insurance system to become an ersatz 

welfare scheme.  The number of workers on disability, hardly any of whom will work again, has 

doubled since 1997 to 9m.  For once, Europe could teach America some labor-market lessons: 

thanks to welfare reforms, the proportion of Europeans in the workforce is now rising. 

The mystery of the slump in productivity 

In the long run, the most powerful way to boost growth is for workers to become more 

productive, as they did in the 1990s.  But raising productivity is hard, and the recent slump 

puzzling.  Innovation drives productivity growth, and a dizzying array of new developments, 

from "big data" to the "internet of things", suggests that innovation is speeding up.  Yet the 

growth in the average worker's output per hour was slowing before the 2007 crisis and has fallen 

further since. 

That may change, because it takes a while for firms to react to disruptive technologies.  

Computers started to spread in the 1980s but their impact did not show up in the data for more 

than a decade.  The latest surge in innovation will also take a few years to translate into higher 

output per hour.  The slow recovery from the recession may have lengthened this delay, by 

deterring many firms from investing in information technology.  But here, too, politicians have 

made matters worse. 

There is much America's government could do to boost investment.  It could, for instance, 

increase public spending on infrastructure.  It could reduce the sky-high corporate tax rate which 

encourages firms – such as AbbVie, which is proposing to shift its base to Britain by buying 

Shire – to move abroad rather than invest at home.  And it could start cutting the endless sprawl 

of job-destroying regulations that companies say is a worse problem even than taxes.  It is doing 

none of these things. 

The impact of a supply-side revolution, with immigration reform, an overhaul of disability and 

training schemes, infrastructure investment, deregulation and corporate-tax reform all high on 

the agenda would be gradual.  But even the prospect would strengthen the recovery, by 

encouraging investment and deterring the Fed from raising interest rates too soon. 

Thoughtful politicians have produced schemes for radical change in almost all of these areas, but 

their plans – like so much else – have fallen victim to America's polarized politics.  The 

Republicans stand in the way of loosening immigration rules, while Democrats fear that supply-

side reforms are a plot to hurt the average Joe.  Both sides hoover up cash from special interests 

keen to keep anticompetitive regulations in place.  Barack Obama, the least business-friendly 

president for decades, has devoted far too little attention to the problem.  So the odds rise that 

America's economy will continue to lumber along at an underwhelming pace and Americans will 

have no one to blame but their leaders. 

Source Citation   (MLA 7th Edition)  

"America's lost oomph; The American economy." The Economist 19 July 2014: 9(US). Educators  
http://go.galegroup.com/ps/i.do?id=GALE%7CA375171379&v=2.1&u=sale38182&it=r&p=PROF&sw=w&asid=6e3d454b2a36958cf7bcae358967e062 
Gale Document Number: GALE|A375171379  

http://go.galegroup.com/ps/i.do?id=GALE%7CA375171379&v=2.1&u=sale38182&it=r&p=PROF&sw=w&asid=6e3d454b2a36958cf7bcae358967e062
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Title: Jobs Are Not Enough; America's Economy 

 Source: The Economist. 412.8896 (July 19, 2014): p23 (US). 

Copyright: COPYRIGHT 2014 Economist Intelligence Unit N.A. Incorporated  

New figures show that the speed at which America's economy can grow without stoking inflation 

has fallen  

AMERICAN workers have had no news this good for years.  In June employers added 288,000 

jobs, bringing the total for the year to 1.4m, the best six-month stretch since 2006.  

Unemployment has sunk to 6.1%, the lowest rate in almost six years.  It could hit levels long 

regarded as "full employment" within a year.  Help-wanted signs are proliferating, with 

vacancies up by 20% since January. 

Such an ebullient labor market is usually the token of a booming economy.  Not now.  In the first 

quarter gross domestic product fell by 2.9% at an annual rate, the worst showing since the 

recession.  This was a result in part of bad weather.  Yet the second quarter will only be strong 

enough to make up the ground lost in the first.  Economists had thought 2014 would be the best 

year since the recession; with growth in the first half of around zero, it is shaping up to be the 

worst. 

Economic growth over the business cycle is driven mostly by swings in demand, and in recent 

years demand has been held back: households have been repaying their debts; the government 

has restrained its spending and raised taxes; and interest rates, having reached zero, are unable to 

fall further.  Over the long run, however, a country's potential growth depends on supply: 

how many workers it has and how productive they are.  The recent divergence between 

America's employment and output suggests the country faces not just 

deficient demand but also enfeebled supply, as more people working 

without more output means lower productivity.  That is bad news for 

all Americans since their standard of living depends on productivity.  

It is also a headache for the Federal Reserve, since inflation emerges 

more quickly when economic capacity is expanding more slowly.  

Thus it could mean interest rates rising sooner than might otherwise 

be expected.  If so, though, it would also mean they might not rise 

that high; in a slower-growing economy, there is less demand for 

capital. 

In the 1990s America boasted one of the rich world's highest potential growth rates, of more than 

3%, thanks to a labor force that was expanding by more than 1% a year and productivity, fuelled 

by the spread of information technology, growing at around 3% a year (see chart 1).  By 2007 the 

Congressional Budget Office (CBO) had trimmed its estimate of potential growth to a still 

respectable 2.6%.  It now thinks it may be just 2.1% (see chart 2 on next page).  The Fed has 

lowered its projections of long-term growth by almost as much.  

Even that may be optimistic.  The recent spell of strong jobs growth and feeble output means that 

productivity declined by 0.4% over the past year, JPMorgan calculates.  The labor force did 

http://store.eiu.com/
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not grow at all.  Economic theory holds that unemployment declines when the economy grows 

faster than its potential on the upswing of the business cycle.  If the slow growth of the past year 

was above the long-term potential, as the rapid drop in unemployment suggests, it would seem to 

imply that the long-term potential was actually negative.  Things are almost certainly not that 

bad.  Still, JPMorgan reckons America's potential growth is just 1.75% – about half the rate it 

enjoyed from 1947 to 2007. 

Measuring potential growth is notoriously difficult.  Productivity is volatile, making underlying 

trends hard to discern. Disentangling short-term demand from long-term supply is complicated 

by the fact that the former has a direct effect on the latter.  When the economy is booming, 

businesses invest and innovate more, which raises productivity, and people who might have 

stayed at home, retired or remained in school join the labor force.  That is what happened in the 

1990s: as the economic boom continued with no uptick in inflation, economists concluded that 

potential growth had risen. 

The great reversion 

The optimistic way to read the current situation is as the same thing happening in reverse: 

potential growth may be being depressed by the hangover of weak demand from the Great 

Recession, rather than by underlying structural forces.  For example, the labor force has grown 

by just 0.3% per year so far this decade, compared with 0.8% in the previous decade, and the 

participation rate – the share of the working-age population either working or looking for work – 

has fallen from 65.9% at the end of 2007 to 62.8%.  Some of that is structural: of particular note 

is the fact that the first baby boomers qualified for Social Security (the public pension) in 2008.  

Some is cyclical: those who have not found work since the recession are quitting the jobs market.  

But which effect is bigger? 

A new report by Barack Obama's Council of Economic Advisers reckons 1.6 percentage points 

of the 3.1-point decline in participation can be explained by ageing alone.  It reckons another half 

point is clearly cyclical. That leaves a gap of roughly one percentage point requiring explanation.  

One factor is that 16- to 24-year-olds are staying in education longer, and are less likely to work 

while learning.  But participation among those aged from 25 and 54, the biggest and most active 

portion of the workforce, has also fallen – and it was doing so before the recession hit.  

This fall has been most striking for those with less education: 

participation has dropped by four percentage points for those with 

only a high-school diploma, according to Judd Cramer, a doctoral 

student at Princeton University.  These are the workers most likely to 

be displaced by technology or foreign competition.  But this long-

standing trend was made worse by the recession; participation in 

states hit harder by the recession fell more than it did in those less 

afflicted, according to Christopher Erceg and Andrew Levin of the 

International Monetary Fund. 

In theory, a hotter economy should draw some of these workers back 

into the labor market.  In practice, the impact is likely to be small.  Many dropouts have retired 

or begun collecting disability benefits, a decision that is "more or less permanent", according to 

Shigeru Fujita of the Federal Reserve Bank of Philadelphia.  And the structural problem will get 

worse; the baby-boomers will continue to retire, even as the supply of new workers shrivels.  The 
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Census Bureau reckons America's working-age population will grow by just 0.3% a year 

from 2010 to 2030, less than a third of the rate of the past two decades.  Ageing is not the 

only reason: falling fertility rates and declining immigration also play a role.  

Like labor, productivity is growing more slowly, averaging a little over 1% since the recovery 

began, about half the average of 2.3% from 1947 to 2007.  This might be partly cyclical: weak 

sales and financial crises have discouraged investment in recent years.  But productivity growth 

had begun to slow even before the recession, from around 2005.  John Fernald of the Federal 

Reserve Bank of San Francisco attributes this to the waning of the IT revolution.  Led by the 

likes of Walmart, a fiercely efficient retailer, businesses began using IT in the late 1990s to better 

manage supply chains, deploy workers and design products.  By 2005 they had reaped most of 

the benefits, the theory runs, and the pace of innovation in semiconductors had slowed. 

The spread of social media which allow new forms of working, of automation which increases an 

individual's output and of many other technological innovations which, like those of the previous 

wave, are taking their time to show up in the productivity figures may yet improve the outlook.  

But such a pay-off could be many years away.  As Michael Feroli of JPMorgan notes, the share 

of GDP devoted to investments in IT plunged during the recession and has continued to fall, 

even as investment of other sorts has recovered.  The Bank Credit Analyst, an investment 

journal, notes that lower potential growth means business needs less capital to meet future sales.  

That would explain why investment, at 12% of GDP, remains below its pre-recession peak. 

Even if potential growth picks up a bit, America will increasingly resemble the ageing slow-

growth economies on which it used to look down.  To improve potential growth policymakers 

can take various steps, such as raising the age at which the elderly receive government benefits, 

lowering the top corporate-tax rate and reforming support for the disabled.  But such steps would 

take years to bear fruit.  In the meantime the Fed has held interest rates at zero out of a belief that 

the economy is loaded with spare capacity which is holding down inflation.  

Recent data have prompted a reappraisal.  Not only has unemployment fallen rapidly, broader 

measures of underemployment which include the unemployed who have given up looking for 

work have fallen even further.  Yet participation has not risen.  Meanwhile, employers are 

having more trouble filling jobs: in May 3.2% of all jobs went vacant, close to a seven-year high, 

suggesting the jobless lack the skills that employers are looking for. 

All this indicates that the economy is closer to full employment than the Fed had expected just a 

year ago.  Given how quiescent wages and prices remain, rate rises seem still at least a year 

away.  But as Janet Yellen, the Fed chair, noted on July 15th, that date will come sooner if 

unemployment keeps falling so quickly. 

Source Citation   (MLA 7th Edition) 

"Jobs are not enough; America's economy." The Economist 19 July 2014: 23(US) 
http://go.galegroup.com/ps/i.do?id=GALE%7CA375171360&v=2.1&u=sale38182&it=r&p=PROF&sw=w&asid=88f5db7bdb2358ed879e0c6d58e7f31e 
Gale Document Number: GALE|A375171360  

http://go.galegroup.com/ps/i.do?id=GALE%7CA375171360&v=2.1&u=sale38182&it=r&p=PROF&sw=w&asid=88f5db7bdb2358ed879e0c6d58e7f31e
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Bloomberg Current 

Investment Grade Utility Spreads Over UST 
Bloomberg CRVF Function Plot 

Accessed by Staff on July 3, 2014 

 

Referent Points of Interest: 

10 Year Maturity Range from A rated 68 bps to B rated   96 bps, 

30 Year Maturity Range from A rated 87 bps to B rated 117 bps. 
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Electric Utilities Get No Jolt Despite Improving Economy 
Electricity Sales Anemic for Seventh Year in a Row 
by Rebecca Smith – WSJ – Jul. 28, 2014 
http://online.wsj.com/articles/electric-utilities-get-no-jolt-from-gadgets-improving-economy-1406593548 

When customers of American Electric Power Co. AEP in Your Value Your Change 
Short position started dialing back on power consumption in early 2009, company 
executives figured consumers and businesses were just pinching pennies because of 
the recession. 

Five years and an economic recovery later, electricity sales at the Columbus, Ohio-
based power company still haven't rebounded to the peak reached in 2008.  As a result, 
executives have had to abandon their century-old assumption that the use of electricity 
tracks overall economic conditions. 

"It's a new world for us," says Chief Executive Nick Akins. 

 

Utility executives across the country are reaching the same conclusion.  Even 
though Americans are plugging in more gadgets than ever and the unemployment rate 
had dropped at one point to a level last reported in 2008, electricity sales are looking 
anemic for the seventh year in a row. 

Sluggish electricity demand reflects broad changes in the overall economy, the 
effects of government regulation and technological changes that have made it easier for 
Americans to trim their power consumption.  But the confluence of these trends 
presents utilities with an almost unprecedented challenge: how to cope with rising costs 
when sales of their main product have stopped growing. 

Sales volume matters because the power business ranks as the nation's most 
capital-intensive industry.  When utilities are flush with cash, they buy lots of expensive 
equipment and raise dividends for investors.  When they're selling less of their product, 
they look for ways to cut or defer spending.  Regulators typically allow utilities to charge 

http://online.wsj.com/articles/electric-utilities-get-no-jolt-from-gadgets-improving-economy-1406593548
http://quotes.wsj.com/AEP
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rates that are high enough to cover their basic expenses, but that doesn't guarantee 
them strong profits. 

Utilities typically need to expand sales volume by 1% or more a year just to 
maintain their expensive, sprawling networks of power plants, transmission lines and 
substations, says Steven Piper, an energy analyst for SNL Energy, a research 
company. 

"That's where the existential crisis is coming from," he adds. 

Historically, economic expansion meant expanding electricity sales.  In fact, during 
the 1950s and 1960s, energy demand outpaced the growth in the gross domestic 
product.  Then, from 1975 to 1995, GDP and electricity sales grew in tandem. 

But the connection now appears to be broken.  The U.S. Energy Information 
Administration said recently that it no longer foresees any sustained period in 
which electricity sales will keep pace with GDP growth. 

Some of the trends affecting the electric industry have been building for decades. 
Among them: Americans have migrated to states with milder weather.  And although it 
may seem counterintuitive, it takes less energy to keep houses cool in warm climates 
than to warm them in cold climates.  According to federal data, less than half of all 
Americans now live in colder states, down from almost 60% in 1960. 

Demand from industry has also changed as manufacturing plants have moved 
overseas or even within the U.S.  Edison International, has lost most of its aerospace 
and defense customers in Southern California.  Ted Craver, chief executive, says 
industrial customers consumed half of Southern California Edison's electricity in the 
1980s but require only 10% today. 

Increasingly, both residential and business customers are making their own power 
rather than buying it from utilities.  In Arizona, for example, solar companies are 
siphoning off utility customers. 

Sherry Pfister, a retiree who once worked at the Palo Verde nuclear power plant 45 
miles west of Phoenix, says she didn't hesitate to lease solar panels for her home in 
Waddell, Ariz., and says the panels have cut her utility bill by a third. 

"Why isn't everybody doing it?" she wonders. 

 
Sluggish electricity demand reflects broad changes in the overall economy, 

the effects of government regulation and technological changes. Bloomberg News  



Docket UE 283 Staff/1407 

 Muldoon/3 

Her supplier, Sunnova Inc., wooed her with solar panels that cost 70 cents a watt, 
a fifth of the cost in 2008. Solar energy "is the next shale gas," says Sunnova Chief 
Executive John Berger, predicting it will upend the utility business. 

Energy efficiency blunts the impact of population and economic growth, because 
upgrades in lighting, appliances and heavy equipment reduce energy needs.  In 2005, 
the average refrigerator consumed 840 kilowatt-hours of electricity a year, according to 
the U.S. Energy Information Administration.  A typical 2010 replacement needed only 
453 kilowatt-hours of electricity. 

As their sales have lagged behind, utilities have raised prices, and that, too, is 
discouraging use.  Most U.S. households pay 12 cents a kilowatt-hour today, up one-
third from a decade ago, according to EIA data.  A 2012 study from the California Public 
Utilities Commission found that customers have had a "strong response to price 
changes." 

To fight rising costs, Washington, D.C., has hired a consultant to help cut its 
electricity use 20% by 2015 – and to save $10 million a year.  FirstFuel Software sniffs 
out waste at the district's 400 buildings with the help of smart meters and special 
software. 

"We're not going to win the grand innovation prize," says Sam Brooks, head of 
energy and sustainability for the District of Columbia, but he adds that just turning off 
the lights and shutting off furnaces when buildings are unoccupied turns out to be an 
easy way to save money. 

Electricity demand is likely to be even more subdued in coming years.  The U.S. 
Environmental Protection Agency wants to slash greenhouse-gas emissions from power 
plants, in part by trimming electricity use.  Its goal is to offset any increases in energy 
use because of population growth by promoting energy-efficiency measures. 

Utilities aren't waiting for better times.  They're increasing spending on big solar 
projects and energy-efficiency programs for which they earn income as investors or 
managers.  And many executives are searching for new services to offer. 

"The industry has been pretty resilient the past hundred years," says Bill Johnson, 
chief executive of the Tennessee Valley Authority, which furnishes electricity to nine 
million people in seven states. "I wouldn't count us out quite yet." 

Electricity demand also isn't bleak everywhere. FirstEnergy Corp. which is based in 
Akron, Ohio, says demand is increasing from such industries as steel, auto, oil refining 
and chemical production. 

But that hasn't been enough to make up for losses elsewhere.  Anthony Alexander, 
the company's chief executive, forecasts that it will take until 2016 at the earliest for its 
electricity sales to recover to prerecession levels. 

"It's pretty much a lost decade," he says. 
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PGE Slides Depicting New Plant as Delivering Shareholder Value 

  

  

 
Narrative explains that these new plants “drive value for our shareholders”. 

http://investors.portlandgeneral.com/index.cfm 

http://investors.portlandgeneral.com/index.cfm
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Q. Please state your name, occupation, and business address. 1 

A. My name is John Crider. I am a Senior Power Cost Analyst with the Public 2 

Utility Commission. My business address is 3930 Fairview Industrial Dr. SE., 3 

Salem, Oregon 97308-1088.  4 

Q. Please describe your educational background and work experience. 5 

A. My Witness Qualification Statement is found in Exhibit Staff/1201. 6 

Q. What is the purpose of your testimony? 7 

A. The purpose of my testimony is to summarize and respond to PGE’s proposal 8 

to “carve out” and recover certain costs associated with the Company’s 9 

compliance with Oregon’s Renewable Portfolio Standard. 10 

Q. Have you previously testified on this topic? 11 

A. No.  Staff previously filed testimony by Staff witness Ryan Bracken regarding 12 

PGE’s “carve-out proposal”.   I adopt Mr. Bracken’s previously-filed testimony 13 

in this docket, which was labeled Staff/1100. 14 

Q. Did you prepare an exhibit for this docket? 15 

A. No. 16 
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RPS CARVE OUT PROPOSAL 1 

Q.  How does PGE describe the Renewable Portfolio Standard (RPS) carve 2 

out? 3 

A.   In its reply testimony PGE describes the RPS Carve Out as “ ‘carving out’ 4 

renewable resources from the Power Cost Adjustment Mechanism (PCAM) 5 

and passing the incremental benefits and costs of those resources through the 6 

Renewable Resources Automatic Adjustment Clause tariff (“RAC”, Schedule 7 

122).”1 8 

Q. What justification does PGE use for the recovery of costs in this 9 

manner? 10 

A. PGE states in its opening testimony and reply testimony that Senate Bill 838 11 

(SB 838) authorizes this cost recovery by stating: “… all prudently incurred 12 

costs associated with the compliance with a renewable portfolio standard are 13 

recoverable in the rates of an electric company…”2 14 

Q. Does PGE claim that SB 838 guarantees recovery of the costs 15 

associated with RPS compliant resources? 16 

A. No. In its reply testimony, PGE clearly states that SB 838 does not guarantee 17 

such recovery. PGE continues in its reply testimony to state that the company 18 

is not requesting such a treatment.3 19 

Q. Does Staff agree with PGE? 20 

                                            
1
 UE 283/PGE/1600, Tinker-Liddle/5 

2
 Ibid.  

3
 Ibid. 
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A. Yes. Staff agrees with PGE that SB 838 (codified at ORS 469A.120(1)) does 1 

not provide PGE with the right to have a rate mechanism that guarantees PGE 2 

100 percent recovery of both fixed and variable costs of renewable resources. 3 

Q. How does Staff characterize the costs associated with RPS 4 

compliance? 5 

A. Staff considers that the costs associated with RPS compliance fall into one of 6 

two general categories: 1) capital expenses; and 2) operating or “power cost” 7 

expenses. Capital expenses include all the outlays from the Company for the 8 

purchase of equipment and associated physical hardware for the purpose of 9 

generating and transmitting renewable electricity. Costs related to the 10 

operation of the renewable plants to generate and deliver the electricity to 11 

customers are considered Net Variable Power Costs4 (NVPC). 12 

Q. Does the Company have a mechanism for recovery of capital costs 13 

associated with the RPS? 14 

A. Yes. ORS 469A.120(2) directed the Commission to establish an automatic 15 

adjustment clause as defined in ORS 757.210 for the “…timely recovery of 16 

costs prudently incurred by an electric company to construct or otherwise 17 

acquire facilities that generate electricity from renewable energy sources and 18 

for associated electricity transmission.” The Commission responded by 19 

establishing the Renewable Resources Automatic Adjustment Clause tariff 20 

(RAC), incorporated by PGE as Schedule 122. 21 

                                            
4
 See PGE Tariff Schedule 125. 
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Q. Did the legislature specify how RPS-related power costs are to be 1 

recovered in rates?  2 

A. No. While the legislature specified that a wide range of other costs associated 3 

with RPS compliance, including power costs, are recoverable in rates, the 4 

legislature did not direct the Commission to treat these other RPS-related costs 5 

differently than any other prudently incurred cost that is recoverable in rates.  6 

Q. How does PGE recover its NVPC? 7 

A. PGE recovers its NVPC through application of the Annual Update Tariff (AUT) 8 

and the Annual Power Cost Variance Mechanism (PVM).  Together these are 9 

referred to as a Power Cost Adjustment Mechanism (PCAM).  The AUT is a 10 

forward-looking forecast where rates are set on projected costs.  The PVM is a 11 

backwards looking mechanism that compares actual costs to those forecasted 12 

(this is called a “variance”).  The variance is allowed to be recovered through 13 

rates, subject to risk-sharing as discussed later in this testimony. Assuming 14 

rates are set for PGE in a fair and reasonable manner, over time PGE will 15 

collect on average its renewable-related power costs. The PCAM does not 16 

single out renewable resources from overall variable power costs given that 17 

renewable resources and PGE’s operations to meet load are highly inter-18 

related.  19 

Q. Does PGE incur power costs other than those associated with RPS 20 

compliance? 21 

A. Yes. NVPC include costs for fuel, fuel transportation, power contracts, 22 

transmission/wheeling, wholesale sales, hedges, options and other financial 23 
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instruments incurred to serve load.5  NVPC includes costs associated with all 1 

generation – renewable and non-renewable alike. 2 

Q. Should renewable NVPC be treated any differently than other prudently 3 

incurred NVPC? 4 

A. No. NVPC simply reflect the normal costs of delivering power to customers 5 

regardless of the generation source. The particular mix of costs might be 6 

different for renewable generation than for traditional generation (for example, 7 

solar and wind generation have no fuel cost), but the nature of the costs is the 8 

same and recovery should be treated no differently. 9 

Q. Does PGE explain what costs the carve-out would recover? 10 

A. Yes. In its opening testimony PGE proposes to collect “…variances in power 11 

(output, market value, integration and royalties) and related PTCs costs for 12 

RPS-compliant resources.” The “variances” refer to the difference between the 13 

amounts PGE forecasted and included in rates, and actuals. “PTC” refers to 14 

federal wind production tax credits that are issued based on actual generation. 15 

Q. What has the Commission said regarding the collection of power cost 16 

variances? 17 

A. In Order No. 07-015, which established PGE’s current power cost recovery 18 

structure, the Commission stated: 19 

We conclude that a PCAM should be adopted to capture power cost 20 

variations that exceed those considered part of normal business risk. 21 

                                            
5
 See PGE Schedule 125. 
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In this case, normal business risk for PGE includes all the 1 

circumstances to which it is exposed, such as hydro variability.6 2 

 The Commission further states in the same order that the PCAM is 3 

specifically designed “…so that PGE will bear normal business risk 4 

associated with actual power costs varying from forecast.” 5 

Q.  Please summarize the Commission’s principles used to establish the 6 

PGE PCAM. 7 

A. The basic principles that form the basis of a well-designed PCAM, in the words 8 

of the Commission are: “(1) any adjustment under a PCAM should be limited to 9 

unusual events and capture power cost variances that exceed those 10 

considered normal business risk for the utility; (2) there should be no 11 

adjustments if the utility's overall earnings are reasonable; (3) the PCAM's 12 

application should result in revenue neutrality; (4) the PCAM should operate in 13 

the long-term to balance the interests of the utility shareholder and ratepayer; 14 

and, implicitly, (5) the PCAM should provide an incentive to the utility to 15 

manage its costs effectively.”7 16 

Q.  How are these principles reflected within the PCAM structure?  17 

A. The PCAM is designed with a deadband to limit any adjustment to unusual 18 

events outside of normal business risk, an earnings test, and a cost sharing 19 

between customers and the Company of any remaining variance. In general, 20 

these design features are referred to as “risk-sharing mechanisms” to reflect 21 

                                            
6
 OPUC Order No. 07-015, page 26. 

7
 Ibid, page 13. 
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the concept that customers and the Company both share some cost risk 1 

associated with variances. 2 

Q. Has the Commission revisited these principles? 3 

A. Yes. In Docket UE 246, which established a PCAM for PacifiCorp, the 4 

Commission reviewed the arguments for the establishment of the PGE PCAM 5 

and concluded that “… our reasoning used to establish a PCAM for PGE 6 

remains sound…”8  7 

Q. Were RPS-related variances considered in Docket UE 246? 8 

A. Yes. Pacific Power claimed in this docket that it experienced an under-9 

collection of net power costs in Oregon “due primarily to the inability to 10 

accurately forecast wind generation and factors associated with integrating a 11 

new, large fleet of renewable resources whose generation fluctuates widely.” 9 12 

Pacific Power used this claim to argue for a PCAM without any risk-sharing 13 

mechanisms.  14 

Q. How did the Commission respond? 15 

A. The Commission rejected Pacific Power’s argument and established a PCAM 16 

for Pacific Power with the same risk-sharing mechanisms as those that exist for 17 

PGE’s PCAM.10 18 

Q. Does this mean that costs related to renewable energy such as wind 19 

variability, for example, are not able to be recovered by a utility? 20 

                                            
8
 OPUC Order No. 12-493, page 14. 

9
 Ibid, page 9. 

10
 Ibid. 
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A.  Not at all. The power cost recovery mechanisms continue to be refined to allow 1 

for the recovery of wind-related costs. Explicit costs for wind integration are 2 

allowed for recovery within the mechanism. These costs include those for 3 

additional system regulation as well as those reflecting wind forecast error. 4 

Q. In its current proposal does PGE offer any legal basis for carving out 5 

RPS-related variances? 6 

A. Yes. In its opening testimony PGE bases its argument for adopting the carve-7 

out on the language of SB 838 stating “…all prudently incurred costs 8 

associated with the compliance with a renewable portfolio standard are 9 

recoverable in the rates of an electric company…”11 10 

Q. Is this the same legal basis that Pacific Power used in Docket UE 246? 11 

A. Yes. Pacific Power uses the identical language of SB 838 to argue for recovery 12 

of RPS-related variances without being subjected to risk-sharing mechanisms 13 

incorporated into PGE’s PCAM.12 14 

Q. Did the Commission agree with Pacific Power? 15 

A. No. The Commission rejected the Pacific Power’s proposal to recover its RPS-16 

related power cost variances without being subject to risk-sharing 17 

mechanisms.13 18 

Q. Is there any compelling reason for the Commission to alter its previous 19 

conclusions regarding the recovery of RPS-related variances? 20 

A. No.  21 

                                            
11

 UE 283/PGE/500, Niman-Peschka-Hager/43 at 14. 
12

 UE 246/PAC/900, Duvall/26. 
13

 OPUC Order 12-493, pages 14-15. 
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Q. What do you conclude regarding power cost variances and the PCAM? 1 

A. From this discussion I conclude that: 2 

1) The Commission recognizes that utilities should have the opportunity to 3 

recover power cost variances, both RPS-related and non-RPS-related; 4 

2) The Commission has identified the proper and preferred mechanism for 5 

recovery of power cost variances as a well-designed PCAM; 6 

 and, 7 

 3) The Commission believes a well-designed PCAM includes risk-sharing 8 

mechanisms such as a deadband, earnings test and cost sharing between 9 

customers and the Company.  10 

  Q.   How does PGE propose to recover the RPS-related variance? 11 

A. In its opening testimony PGE proposes to estimate the power cost variance 12 

due to RPS-related resources by taking the difference of forecasted renewable 13 

variable costs (equal to renewable generation valued at forecasted market 14 

prices) and “actual” renewable costs (equal to actual renewable generation 15 

valued at actual market prices). 16 

Q. Do you think this is an appropriate recovery method? 17 

A. No. As explained at length in Staff’s opening testimony and also discussed by 18 

other Parties in testimony14  PGE’s method results in a rate adjustment even if 19 

actual and forecasted renewable generation match exactly.  In addition, PGE 20 

designed its mechanism as a stand-alone mechanism instead of modifying the 21 

Commission-established PCAM mechanism.  Staff recommends using the 22 

                                            
14

  Staff/1100, Bracken/13-15; CUB/100, Jenks-McGovern/16 ;ICNU/100, Mullins/9-10. 
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established PCAM to properly recover power cost variances from forecasted 1 

levels as a result of renewable generation being different than that forecasted. 2 

Q. Is it possible to determine and isolate the RPS-related variance? 3 

A. No. Power cost variances are attributable to many inter-dependent variables. 4 

Isolating the amount of variance due solely to RPS-related resources is not 5 

possible. However, if the Commission decides to establish a separate 6 

mechanism for this cost recovery, Staff has developed alternatives for 7 

consideration, as discussed at length in Staff’s opening testimony.15 8 

Q. Can you summarize why Staff’s methodology is more consistent with 9 

focusing solely on renewable generation variances? 10 

A. Yes.  In opening testimony Staff offered four possible alternatives, all of 11 

which share the characteristic that they focus only on variance in generation 12 

amounts and do not consider variance in market prices, as proposed by 13 

PGE. For illustration, one Staff option proposes running the same Monet 14 

used by PGE for establishing the AUT but replacing forecasted renewable 15 

generation with actual generation.  If actual renewable generation equals 16 

forecasted generation, there is no adjustment which is what one would 17 

expect.  However, in the circumstance where actual generation is less than 18 

forecasted, PGE would recover the costs of actual renewable generation 19 

assuming everything else held constant. 20 

Q. What is your recommendation? 21 

                                            
15

 UE 283/Staff/1100, Bracken 
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A.   I recommend the Commission not adopt any separate RPS carve out 1 

mechanism as the existing power cost adjustment mechanism results in a 2 

fair and reasonable opportunity for PGE to recover its variable power-related 3 

costs. However, in the event that the Commission is compelled to adopt a 4 

separate RPS carve out mechanism, Staff recommends adoption of Staff’s 5 

preferred methodology as presented in opening testimony in place of the 6 

mechanism proposed by PGE. 7 

Q.  Does this conclude your rebuttal testimony? 8 

A. Yes. 9 

 10 
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Q. Please state your name, occupation, and business address. 1 

A. My name is Marianne Gardner.  My business address is 3930 Fairview 2 

Industrial Dr. SE., Salem, Oregon 97308-1088.  3 

Q. Are you the same Marianne Gardner that offered direct testimony on 4 

behalf of Staff? 5 

A. Yes. My Witness Qualification Statement is found in Exhibit Staff/101. 6 

Q. What is the purpose of your testimony? 7 

A. The purpose of my testimony is to present Staff’s position regarding 8 

Portland General Electric’s (PGE) treatment of production tax credits (PTCs) 9 

in UE 283.  Specifically, Staff will address PGE’s reduction of the test year 10 

income tax expense by PTCs generated in the test year and PGE’s inclusion 11 

of deferred PTCs in rate base.   12 

Q. Did you include an exhibit for this testimony? 13 

A. Yes. I included Exhibit Staff/1601, consisting of two pages from PGE  14 

work papers provided in response to Staff’s data request (DR) No. 566.   15 

Q. How is your testimony organized? 16 

A. My testimony is organized as follows: 17 

Issue 1, ------PTCs Generated ............................................................... 1 18 
Issue 2, ------Deferred PTC Asset in Rate Base ..................................... 2 19 

Issue 1, Utilization of PTCs Generated 

Q. Has PGE offset customers’ tax expense in the 2015 test year by the 20 

forecasted amount of PTCs that will be generated in the 2015 test 21 

year? 22 
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PTCs.  However, according to the Matthew Bender publication Accounting 1 

for Public Utilities, “When an entity claims PTCs (instead of ITC or Section 2 

1603 grants), the PTCs claimed will continue to be recognized as a 3 

reduction of income tax expense in the year in which the eligible kWh 4 

generation occurs.  Entities must assess any deferred tax assets for PTC 5 

credit carryforwards to determine whether a valuation allowance is 6 

necessary.”3    7 

Q. Is it appropriate for PGE to include a deferred tax asset for PTCs in 8 

rate base? 9 

A. Yes.  Since customers are receiving a current benefit from the recognition of 10 

the generated PTCs as a reduction to tax expense, PGE is entitled to earn a 11 

return in rate base for the averaged deferred tax asset. 12 

Q. Does this conclude your direct testimony?  13 

A. Yes.   14 

                                            
3
 Robert L. Hahne and Gregory E. Ailff, Accounting for Public Utilities §18.04 (Matthew Bender). 
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